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AN INTRODUCTION TO THE SPENDING AND 
BUDGET PROCESS IN CONGRESS 

SUMMARY 

This report offers an introductory discussion of the spending and budget 
process in Congress. It begins by explaining aome of the differences and 
relationships among budget authority, obligations, and outlays, and some of 
the alternatives to determining spending levels through the annual appropria­
tions bills. The report then describes the authorization-appropriation sequence 
and congressional rules affecting appropriations before identifying some of the 
problems of coordination and control that encouraged the Congress to enact 
the Congressional Budget and Impoundment Control Act of 197 4. As revised 
in 1986 and 1990, the report takes account of aome of the major changes in 
the Budget Act that were made as part of the Balanced Budget and Emergen­
cy Deficit Control Act of 1985 (popularly known as the Gramm-Rudman­
Hollings Act) and the Balanced Budget Reaffirmation Act of 1987 (Gramm­
Rudman ID, but does not explain the deficit reduction, or sequestration, 
provisions of those laws nor their possible effects. After a discussion of bow 
the Congress has implemented the Budget Act, the report concludes with a 
summary of several other proposals for change. 
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AN INTRODUCTION TO THE SPENDING AND 
BUDGET PROCESS IN CONGRESS 

Congress' power of the purse-which bas often been described as the 
single most important basis of congressional power-derives from the 
constitutional prohibition against drawing any money from the Treasury that 
bas not been appropriated by law. From this point on, complications abound. 
Even an introductory description. of how Congress makes its spending aµd 
budget decisions requires discussion of some of the concepts and stages that 
arise in a process which bas grown more complex over the years. 

Before 1921, the agencies and departments of the Executive Branch 
submitt.ed their own budget requests to Congress. There was no Federal 
budget as we now know it, in the sense of a deliberate and comprehensive 
spending plan that embodies a scheme of priorities for the Federal government 
in light of the revenues available to it. In 1921, as part of the Budget and 
Accounting Act, Congress empowered the President to submit an annual 
budget which reflects his priorities and which has become an important 
starting point for congressional decision-making each year. 

The Gramm-Rudman-Hollings Act of 1985 and the 1987 amendments to 
it imposed a significant temporary constraint on the President's discretion in 
developing bis budget. Section 241 of the· Act provides that, unless Congress 
bas declared war, the President's budget for any fiscal year between FY 1987 
and FY 1993 (including any revisions or supplemental budget requests) shall 
not set forth a deficit in excess of the maximum deficit amount for that fiscal 
year, as provided in Section 201 of the Act (which amends Section 3 of the 
1974 Budget Act). Section 241 also makes a permanent change in law by 
requiring the President to submit his annual budget on or before the first 
Monday after January 3 of 1987 and every year thereafter, rather than during 
the first fifteen days of each regular session of Congress. This change is 
intended to expedite Congress' annual consideration of budget , spending, and 
tax policies. 

The President's budget document is accompanied by an almost bewilder­
ing array of detail, data., and documentation. But Congress never acts on the 
President's budget as a single document. Instead, every year Congress is 
expected to act on thirteen annual general appropriationa bills, each of which 
is the responsibility of one of the subcommittees of the House and Senate 
Appropriations Committees. 

However, the amounts appropriated for a fiscal year in these thirteen 
bills do not simply and fully determine bow much the Federal government will 
spend during that fiscal year. One reason bas to do with just what it is that 
Congress appropriates. Another bas to do with the difficulties. Congress bas 
faced in trying to control Federal spending directly through the annual 
appropriations process. 
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BUDGET AUTHORITY, OBLIGATIONS, AND OUTLAYS 

Congress app ~te1nllltieJr.-to-l>El sure. But to put it more precisely, 
rity. B d · r BA ·s the 

au ori r d e . en 
the agency decides to use some of its budget authority, it makes a commit-

ent to nd-it · · If budget authority is the 
authority to spend, -=:...;:.:.:.:s;c,,,...--n a commitment to spend. To this point, 
however, no money bas actu y been drawn from the Treasury and spent. 
Mopey is lij)ent onl,t w.9en the Federal government pays its bill!, such as bills 
for the goods and services it has purchased. Then ~ laid out; the 
budget authority that bas been obligated becomes ~ 

So there are three concepts in the process of Federal spending that must 
be distinguished: budget authority, obligations, and outlays. The differences 
among these concepts are important for several reasons. 

First, for any fiscal year, an agency's budget authority is almost certainly 
not equal to its outlays. Suppose that the agency decides in September-a 
month before the fiscal year ends-to use part of its budget authority for 
Fiscal Year One to purchase a new computer; the agency signs a contract or 
purchase order and thereby obligates part of its budget authority for Fiscal 
Year One. But the computer may not be delivered until the following March, 
aft.er Fiscal Year Two bas begun. If the agency pays for the computer on 
delivery, the outlay occurs in Fiscal Year Two. 

Different kinds of programs and different kinds of expenditures have 
different spend-out rates-the rates at which budget authority becomes 
transformed into outlays. Budget authority that is used for salaries usually 
is spent in the same fiscal year for which it is appropriated. On the other 
hand, budget authority that is obligated to pay for goods and services 
purchased under contract may not be spent out until several years after it is 
obligated. 

Thus, an aeency's spending or outli18 for each fiscal year consists lar~ l,r 
of budget authority apprqpriated for that fiscal year; but it also consistsj n 
part of budget authority appropriated for previous fiecaJ )re,ra-budget 
authority that has been obligated but not yet spent, and perhaps also some 
unobligated budget authority that remains available for obligation. 

Congress usually appropriates budget authority only for one fiscal year 
at a time. Any budget authority that bas uot been obligated 1w the end o(. 
t at fiscal ear automaticall la ses· · · owever, 

ngress sometimes permits bude t authority to remain available fat 
obligation for two or more fiscal years or to remain available indefinitely. 
Such budget authority sometimes is called "two-year," tlu;ee-year," or "no-ye.at 
money. So when a fiscal year begins, agencies may have available to them 
some unobligated budget authority that was appropriated by Congress a year 



or more befo~- in addition to the budget authority provided to them in 
appropriations billa for that fiacal year. 

The difference between budget authority and outlaya ia one reason that 
the total amount of annual Federal ,pending ia not the same 88 the total 
amount that Congrese appropriate. each year. The annual Federal deficit or 
BUl'J)lua ia euentially the diffarenf'r! between receipts and outlm- the 
difference between the amount of money the government receives from taxes 
and other sourcea and the amount of money the government actually spends. 
And the relationahip between the budpt authority appropriated by Congress 

the outla of the Executive B ch de n on the s nd-out rates for 
ro;h appropriation. a one dollar reduction in an agency s appropriation 
or a fiscal year may not result in a one dollar reduction in spending by that 

agency during the fiscal year. Cutting an agency's annual appropriation for 
salaries by one million dollars actually may reduce outlays in the coming fiscal 
year more than cutting its annual appropriation for equipment by two million 
dollars, beca\188 the budget authority for salaries is more likely to be spent 
during that next fiscal year . 

. 
Consider, for example, what this implies for defense spending. If 

Congress agrees with a recommendation in the President's budget that the 
Navy should acquire a new ship, Congress may appropriate an amount is new 
budget authority equal to the total projected cost of the ship. The Navy then 
~nters into a contract with a manufacturer to build the ship; the budget 
authority is obligated. The manufacturer may receive some money immediate­
ly, but be will not be paid in full until the ship is delivered, which may be 
several years later. On the other band, if Congresa votes not to approve the 
budget authority for the ship, it may appropriate a total amount for defense 
spending for the coming fiscal year that is less than the President recom­
mended. But Congress does not thereby reduce defense spending during that 
fiscal year by the amount that the ship would have cost, because most of the 
outlays for the ship would not have occurred until later fiscal years. 

The relationship between budget authority and outlays is reflected in the 
deficit reduction and elimination procedures of the Gramm-Rudman-Holijngs 
Act-procedures known 88 •sequestration• because they call for sequestering 
funds to reduce spending and the deficit. The Act requires •uniform 
percQntage• reductions in both "budgetary resources• (including unobligated 
balances of budget authority appropriated by Congress in earlier years for 
defense programs) and outlays for all Federal programs, projects, and activities 
subject to the sequestration procese. However, the ratio between outlays 
saved and budgetary resources cancelled can vary from program to progr4m, 
depending on their spend-out or outlay rates: 

• On the Gramm-Rudman-Hollings Act, see Changes in the Congressional 
Budget Process Made by the 1985 Balanced Budget Act (PL. 99-177), by 
Robert Keith, May 23, 1986, CRS Report 86-713 GOV; and Debt-Limit 
Increase and 1985 Balanced Budget Act Reaffirmation: Summary of Public 
Law 100-119 (H.J.Res. 324), by Edward Davis and Robert Keith; October 29, 
1987; CRS Report 87-865 GOV. 



So one set of complications in the spending and budget process derives 
from the difference between budget authority and outlays and the consequen­
ces of this difference. Another set of complications· arises from the fact that 
the President's budget and the Congress' thirteen general appropriations bills 
for a fiscal year do not account for all Federal spending for that fiscal year. 

ALTERNATIVES TO ANNUAL APPROPRIATIONS 

The spending levels for many Federal programs are determined es 
Congress acts on these thirteen bills each year. But there are a number of 
alternatives to deciding and controlling spending levels solely through the .· regular general appropriations bills. 

First not all Federal s ndi es been included in the Presidential 
budgets submitted early each nu:- Until passage o t e ramm-Rudman­
Hollings Act, Congress had provided by law that the fmancial transactions of 
certain Federal agencies and activities were not to be included in the budget 
totals. In general, there were placed off .hzuf6.et either because the agencies or 
activities are supposed to be self-supporting-as in the case of the Postal 
Service-or because including them in the budget could create complicated 
accounting problems-as in the case of the Federal Financing Bank. Mos~ 
di8CUS8ions of Federal budget deficits traditionally have been based o 
estimates of on-budget spending, but for many years the total deficit was even 
greater because of off-budget spending. _, 

uires that entities w · ch 
h -bud t s ereafter be incl sident' nual 
b~ (and in the congressional budget resolution required by the 197 4 
Budget Act, as amended). The two exceptions are federally sponsored private 
corporations and social securit,L although any surplus or deficit in the social 
security programs is to be taken into account in determining whether a 
Presidential budget or a congressional budget resolution is within the 
maximum deficit amount permitted under the Act for a fiscal year between FY 
1987 and FY 1993. 

Second 
thirteen annu ess acts o a 
tha • provides only one purpose, usu ome 
unanitiei:i,&"t:edn rme~imc~ Also, Congress normally passes at least one 
supJlleroentql appropriations li~ each year, after the fiscal year bas begun, to 

Vlae additionm-;11110~~11"" easons that were not anticipated or could not 
be estimated accurately when the President submitted his budget and when 
Congress enacted the regular appropriations bills. 
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Third, in recent years, Congress has not managed to complete action on 
all thirteen general appropriations bills before th new fiscal year. 
In this situation, Congr888 has passed ntinuing ruolu.tions to permit 
age · ntinue to salaries and o rate until their 
regular appropriations b mes law. Continuing resolutions usually are 
short-term; in some cuee, however, agencies or departments have been funded 
for an entire fiscal year under one or more continuing resolutions. 

Fourth, aome appronriationa ve not rnede tbmuo, any one of the epmial 
approprialiono billo; ilVllaad, lbq '.""P""."•vnt aJIPNPriali'1""-. Fs~~ 
the Federal government pays an mcreasmg amount each YW JD terest 
the public debt. The money to pay interest costs mU1t be appropria~ beore 
it can be spent. But Congresa has determined that it would be pointless to 
appropriate for this purpose every year-first, because the interest must be 
paid, so Congress cannot refuse to appropriate the necessary money; and 
second, because some Federal interest costs may be affected by changes in 
interest rates over which Congress does not have full control, so the amount 
·required for interest payments cannot be calculated precisely in advance. 
The fore Con ss enacted a law that rmits interest a to be made 

mon i asu that has not been a riated for some 
other purpose. This appropriation 18 permanent. It does not have to be 
renewed each year, 10 there is no appropriation for such debt payments in any 
of the annual appropriations bills. 

There is another reason for permanent appropriations. Suppose the 
Federal government imposes a special tax, and also provides that all receipts 
from that tax shall be kept separate from other tax receipts by putting them 
in a trust fund because they are to be used for one special purpose. Before 
the receipts from the special t,u which are in the trust fund can be uud for 
that special purpose, they must be appropriated. Instead of making an annual 
appropriation, Congress may enact a permanent appropriation so that the tax 
receipts in the trust fund may be spent each year without further action "by_ 
Congress. There are social security trust funds, for example, which receive 
u rtain revenues from social security taxes; the money entering these trust 
funds has been permanently appropriated for paying benefits. 

ograms, may or may not be inc uded in annu appropr1a 1 
mt~ =::::l~ 1§"1ther case, the costs of these programs generaUy cannot be 
controlled simply by appropriating 1888 money. 

Congress bas enacted various laws which provide that people or _ 
governments meeting certain eli£ibility criteria ar,e entitled to receive cefU!!n 
benefits. In this way, entitlement pmgrarns are created. and everyone who is 
entitled to the benefits bas a legally enforceable claim against the Federal 
government for those benefits. Congress bas concluded that it must pay the 
rosta of these pmgrero, unless it first changes the laws establishing and 
governing them. , 
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Some entitlement& are funded through permanent appropriations-for 
example, the basic aocial security programs. The pension system for retired 
Federal civiUan employees also is_ an entitlement program. The Federal 
contributions t.o the system are funded through a permanent appropriation of 
money in the general Treasury; they are not appropriated each year. In other 
cases, funds t.o pay the coats of entitlement programs are included in one of 
the annual appropriations bills. But many contend that Congress has no 
more direct control through the appropriations process over annually 
appropriated entitlement& than it bas over permanently appropriated 
entitlement&. Congress must appropriate enough budget authority to meet the 
coata of the program, based on the known eligibility criteria and the best 
estimates of the number of eligible applicant&. If Congress wanta to reduce 
the coata of an entitlement-even one for which there is an annual appropria­
tion-the most effective and certain way to do so is to change the law which 
sets the eligibility and benefit standards. 

Entitlements are the most significant form of what have been called 
·"back.door" spending devices-devices which commit the Federal government to 
certain kinds of spending that cannot be reduced by cutting appropriati9ns. 
Other. forms of backdoor spending have included contract authority and 
borrowing authority. 

In the case of contract authority, Congress enacts a law allowing an 
agency to enter into contracts; at some .time, Congress must appropriate the 
money to pay the contractors. In the case of borrowing authority, a law 
allows an agency to borrow money; at some time, the Federal government 
must pay back the loan with interest. The money to pay for (or liquidate) the 
contract or borrowing authority may or may not be provided in an appropria­
tions act, but the Federal government has entered into a commitment which 
it must honor. The necessary funds must be provided. Since 1974, Congress 
has required that amounts of new contract and borrowing authority usually 

• must be approved by Congress in appropriations bills before the contract may 
be signed or the borrowing may take place. 

Permanent appropriations, entitlements (whether permanently or annually 
appropriated), and contract and borrowing authority enacted before 1974 
contribute to a category of annual Federal outlays that are often described as 
being "relatively uncontrollable under current law.~ These outlays are not 
truly uncontrollable, of course. They are relatively uncontrollable in the sense 
that they cannot be controlled by changing the amounts of new budget 
authority provided in annual appropriations bills. Instead, spending control 
for such programs is exercised through legislation reported by committees 
other than the Appropriations Committees. What is striking is bow sig­
nificant such "relatively uncontrollable" spending bas become in recent 
decades. The House Budget Committee has estimated that more than half of 
Federal outlays in Fiscal Year 1985 resulted from uncontrollables such as 
interest payments, social security, and Medicare and Medicaid. Other 
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estimates using different criteria arrive at even higher estimates of uncontroll­
able spending as a percentage of total Federal spending. 

Uncontrollable spending on such a massive scale severely limits the role 
of the Appropriations Committees in affecting both total Federal spending 
levels and Federal spending, in certain fields euch as health (since most health­
related Federal spending takes the form of Medicare and Medicaid payments). 
In the same .way, the ability of the House and Senate as a whole to control 
spending by cutting appropriations bills also is limited. ·For example, attempts 
to reduce or control domestic spending through the annual appropriations 
process must be limited to domestic programs that are funded in annual 
appropriations bills, and then only to appropriation, in those bills that are 
discretionary, not uncontrollable. Using the same estimates of outlays for 
Fiscal Year 1985, less than 18 percent of those outlays were for non-defense 
discretionary spending. 

For all of the reasons that have been discussed, it cannot truly be said 
that Federal spending policies and priorities are determined through congres­
sional action on the thirteen annual general appropriations bills. Still, these 
bilJs account for bilJions of dollars each year and are the focus annually of 
prolonged congressional attention and action. They may well be the most 
important set of bills on which Congress is expected to act each year. Not 
surprisingly, therefore, the House and Senate have developed a rather 
elaborate body of rules and procedures for considering them. 

THE AUTHORIZATION-APPROPRIATION SEQUENCE 

The most noteworthy of these rules is the general proposition that an 
appropriation should be authorized in law before it is considered on the House 
or Senate floor. An authorization that has been enacted into law does not 
permit any money to be spent-it is not budget authority. Instead, a statutory 
authorization for an agency or program is generally a prerequisite for 
Congress to appropriate budget authority for that agency or program. 

' 
Thus, House and Senate rules generally prescn"be a two-stage sequence 

of congressional actions for funding Federal activities: first, Congress is to 
enact an authorization; then, Congress may appropriate for the authorized 
activity. Authorization bills are within the jurisdiction of various House and 
Senate committees; appropriations bills are the exclusive responsibility of the 
two Appropriations Committees. 

The authorization stage of the sequence is not imposed by the Constitu­
tion; it is imposed only by the rules of the House and the Senate. And either 
the House or the Senate is free to waive, ignore, change, or repeal any of its 
rules, including its rules against unauthorized appropriations. If Congress 
decides to enact an unauthorized appropriation (as it sometimes does), it .is 
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free to do so, and the budget authority that is appropriated may be obligated 
by the Executive Branch. 

One way of thinking about this authorization-appropriation sequence is 
to view authorization bills as decisions by Congress, based on the recommen­
dations of its expert legislative committees, that the Federal government 
should undertake a certain activity in a particular way. Congress decides in 
an authorization bill that the activity authorized is a necessary or desirable 
thing for the Federal government to be doing. But there are more necessary 
or desirable things for the Federal government to do than it can afford to do 
fully at any one time. The appropriations process asks a different question: 
not whether the activity should be conducted, but how much money should 
be allocated to that activity when it is compared with all the other competing 
demands on limited Federal revenues. 

~fore 1960, moat antborizetiom wea:e pennenent Congress would pass 
and the President would sign a bill creating an agency or department or 
directing an existing agency or department to administer a new program. The 
bill would include various provisions governing how the agency, department, 
or pro,gram was to be managed and what it was to accomplish. During most 
of this century, such bills also included provisions to the effect that "there are 
hereby authorized to be appropriated such sums as may be necessary" to 
implement the law. ~ngress could then appropriate budget authority eac]! 
year in accordance with this permanent authorization. 

In recent years. congressional practice bu chane,ed. Instead of being 
author ized permanently, the appropriations for many departments, agencies, 
and programs now must be re-authorized either annually or periodically. 

For example, the law creating the Department of Energy included 
provisions governing the department's organization, management, and 
responsibilities. The law also authorized appropriations to implement the law 
during the next fiscal year. Once the authorization became law, Congress 
could enact the necessary appropriations. At the end of that fiscal year, the 
basic provisions of law governing the Department remained in force, but. the 
authorization of appropriations to implement them expired. Before Congress 
could appropriate funds, under its rules, for the Department's activities during 
the next fiscal year, those funds again had to be authorized. In other words, 
Congress is supposed to enact an annual authorization law as well as an 
annual appropriations law for the management and conduct of those Federal 
energy programs. 

Today, Congress authorizes appropriations for only one year at a time for 
many departments, agencies, and programs. In other cases, authorizations 
extend for two, three, or five years, for example, but they must be renewed 
periodically. 'Il,ese aunrwl or periodic rr-q.u,tborimtiQ;r+ H q~irements IP,ve the 
House and Senate, and their legislative committees. re(Pllat QJlporlunit ies .!2. 
re~ w the programs and performance of the Executive Branch in the process 
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of re-authorizing appropriations, 10 they may be viewed as one way of 
encouraging and improving congreuional overeigbt. In fact, re-authorization 
bill8 normally make numeroua cbangu in agency functiona and programs in 
addition to authorizing appropriationa for one or more fiscal years. 

The movement from permanent to annual and periodic authorizations bas 
bad at least two other important conaequences. 

Fint, when an agency or department wu authorized permanently, 
Congreu could not very well aet a 8peclfic level of appropriations that were 
authorized for each future fiacal year, becauae it wu impouible to anticipate 
with any accuracy what a reasonable funding level might be in ten, twenty, 
or thirty years. Thus, Congreu authorized the appropriation of •such sums 
as may be necessary.■ However, now that Congress authorizes appropriations 
annually or periodically, it may authorize the appropriation of specific sums. 
So it bas become common practice for Congress to authorize the appropriation 
of a certain amount of new budget authority for one particular fiscal year: 
for example, ~ere is hereby authorized to be appropriated the sum of $1 
million for Fiscal Year 1985 for carrying out the purpoaea of this act.• Once / 
anch an authariution Jexel ia enacted. it becomes a ceiling on the amount 
that can then be appropriated without violatinJ cnngreaaiopal rule,. Any 
appropriation in excese of the authorized level would be an ·unauthorized 
appropriation. 

Second, the practice of reqviring enn11eJ or periodic re-authorizations 
means that these bills must J,e considered each year (or whenever a current 
authorization expires) in addition to the appropriations bills, if Congress is to 
enact the laws necessary for continuing the current operations and activities 
of the Federal government, and to enact them in a way that meets the 
requirements of its own rules. Before considering some of the problems that 
can arise, we must first examine the rules by which Congress imposes and 
enf ol'C8s the authorization-appropriation sequence. 

CONGRESSIONAL RULES AFFECTING APPROPRIATIONS 

The House and Senate have rules, precedents, and practices concerning 
the authorization requirement and the relationship between appropriations 
on the one band and authorizations and other legislation on the other. In 
general, House procedures and requirements on these subjects (as on others) 
are eomewhat more restrictive than those of the Senate. 

The rules of the House-specifically clause 2 of House Rule XXI-state 
that no provision of a bill and no amendment to a bill shall be considered on 
the House floor if it would appropriate for a purpose or program that has not 
already been authorized by law, with an exception for certain public works 
projects already underway. It is not sufficient for the House to have passed 
the authorization or for the Senate to have passed it as well; the authoriza-
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tion must have been enacted into law. Any Representative C81'I make a point. 
of order on the House floor that prevent.a CODSideration or an unauthorized_ 
appropriation, including an appropriation that is greater than the amount 
authorized. 

The rules or the Senate, on the other hand, are not nearly as restrictive. 
According to Senate Rule XVI, 'the Senate can consider an unauthorized 
appropriation on the floor if, for example, the authorization has passed the 
Senate during that ·session of Congress, even though it has not yet become 
law. Or the Senate can consider an unauthorized appropriation if that 
appropriation is recommended by the Senate's Appropriations Committee or 
by the Senate committee with jurisdiction over the authorization bill. Thus,) \ 
it is possible-and it is not unusual-for the Senate to agree to appropriations 
that were not approved by the House, and could not have been approved by 
the House without waiving or violating it.s rules. 

House and Senate rules also impose another general restriction on what 
can appear in a general appropriations bill. T,bese bills should not include 
what it often called :zu;..la#on: In one sense, of course, a general appropria­
tions bill is legislation like any other bill. But what •legislation• means in 
th!! ptert ip a cbanp in an ezisting law that governs how appropriations 
may be used. To over-simplify somewhat, the purpose of appropriations bilis 
reported by the Appropriations Committees is to provide money; changes in 
laws governing the use of that money are more properly made through 
authorization and re--authorization bills and other bills reported by the other 
le~lative committees of the House and Senate. Tbue. it would normally be 
a violation of House or Senate ndes t.o propose in a eeneral appropriatioTUJ 
bjll that an agency or de~ent may use or must use money ape.ropriated 
QI that bi11 for a putpose or in e w:q +bet is not already specified h)r law. 

To enforce this prohibition, clause 2(b) of House Rule XXI provides that 
•[n]o provision changing existing law shall be reported in any general 
appropriation bill . .. • and that "[n]o amendment to a general appropriation 
bill shall be in order if changing existing law." (This clause includes a rather 
narrow exception, known as the -Holman rule," for certain provisions of s_uch 
bills if those provisions would change existing law in a way that would 
"retrench" or reduce expenditures. Section 228 of the Gramm-Rudman­
Hollings Act also amended the clause to permit general appropriations bills to 
include rescissions of previously-enacted appropriations.) Similarly, Senate 
Rule XVI states that •[t]he Committee on Appropriations shall not report an 
appropriation bill containing amendment.s to BUch bill proposing new or 
general legislation . .. " and that, "[o]n a point of order made by any Senator, 
no amendment offered by any other Senator which proposes general legislation 
shall be received to any general appropriation bill ... : 

It bears emphasizing,..however, ihat, like the rules generally prohibiting 
unauthorized appropriations, this prohibition against leiislatini on general 
appropriations biJle je 0211 enforced if a Representative or Senator takes the 
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_ initiative to enforce it. Moreove" there ia an established procedure in the 
_.lloute-and. a procedure that ia used frequently ta wai:g tither of these two 

prohibitions. 

It :! f!. ff¥ ~ r~~~ ~]ct an authoi-;atio~ or IV-\.'tba:ti !Jea J¥ J oor consideration o the 
re\lt,ed, appropriation. In such a situation, the ~-!5°priations Committee may 
~est that the HoU1e Rulee C-nmmittee fN\ en<C ena tbaf ffle Boo~ 
adapt, a resolution (known 88 a •rule• or •apecial rule") tbat waives points of 
order that Representatives could otherwiae make against unauthorized 
appmpriations in the Cnmmittee's bill. The ,erne procedure nm be used ~ 
pmtact l11i1Jative provisions in general appropriatiom hilla against comparable 
points of order. The Rules Committee ia not obliged to recommend such 
resolutions, but it usually does so when the Appropriations Committee 
requests them, just 88 the House usually agrees to the Rules Committee's 
recommendations when they are debated on the House floor. 

There is no comparable procedure in the Senate, but this usually is not 
a serious problem. There s e •iKWfirant eneptiona in Senate rules to the 
requirement that appropriations first be authorized by law, and the 5.inate 
can add •tegielation• to a general appropriations bill on a subject if _jbe li<ulse 
ltaa already done likewise. Furthermore, the Senate is somewhat less likely. 
than the Ho\188 to enforce its rules strictly; if a mltjority of Senators wish to 
consider an amendment to a general appropriations bill, they can decide to 
consider it even if it might violate the Senate's rules. 

In addition, there is an exception to the rohibition 
general appropriations bills. e ese bills contain e s ation, 
they may contain provisions that are known as •limiJationa.• A limitation 
restricts t wa 'n whic . ch certain fun a -
propria or a spec1 1c 1 year may be used, l>ut it does not make a 
permanent change in law. This kind of provision u,ually states that none of._ 
the appropriated funds shall be used for ,a certain pYI:PQse. This can be an 
effective device for imposing restrictions on administrative discretion, but ·it 
is not a very flexible device ~use a. · · · t uire an executive 
offi · ethin for w · he does not alread have author 
giatjn& law,._ For example, if an amendment provides that none of the funds 
appropriated shall be used for a certain purpose unless an executive official 
makes some determination or does something else that he is not already 
required to do, that amendment probably would not qualify as a limitation. 
Instead, it could be legislation, and subject to a point of order. 

Limitation amendments, as they are often called, 
have been used to bring m&Jor po a vote on the House floor 
when bills on the same subjects were not reported from the committees to 
which they had been referred. Mili.tag operations in Indochina, busip&, and 
abortion ve only three examples of controversial issues that have been the 
'subject of limitation amendments. Because they can be so controversial, 
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limitations have delayed final enactment of the apprQJ?riations bills to which 
they were attached-as, for example, when the House and Senate could not 
agree on whether funds appropriated to an executive department could be 
used to pay for abortions. In part for this reason, the House am.ended its· 
rules in 1983 to give ita members an opportunity to vote against considering 
any limitation amendments on the floor to particular general appropriations 
bills. 

PROBLEMS OF COORDINATION AND CONTROL 

These are the basic outlines of the procedures and requirements under 
which Con made its ndin decisions for man ears and continues to 
do so today). In general, funds were first to be aut orized before being 
appropriated, and annual re-authorizations were required in an increasing 
number of cases. If necessary, the authorization requirement was either 
waived or ignored. The President's budget set the framework for the annual 
appropriations decisions that were made in thirteen bills-although some 
appropriations were permanent, other were m9:Ddated by entitlements and 
other backdoor spending requirements, and Congress also made funds available 
through supplemental appropriations bills and continuing appropriations 
resolutions. The budget authority provided by law in any one of these ways 
became available to Executive Branch departments and agencies to obligate in 
ways and for purposes that were consistent with the laws authorizing their 
functions and activities. The funds were then obligated during the fiscal year 
(or years) for which they were appropriated, and paid out (or laid out) from 
the Treasury when the time came to liquidate the obligations. 

The system was complicated, but it served several purposes reasonably 
well. It distributed influence over the activities of ~he .. Federal government 
among the authorizing. and appropriations committees of the House -and 
Senate. The authorizine committees focused on defining national needs and 
suitable means for. meeting them; the Appropriations Committees con­
centrated on allocat ine limit.ed Federal spending resources among the many 
administrative units and activities that had l>een established by law. l'be 
system was also flexil>le enough to permit special funding arrangements such 
as entitlements or permanent appropriations when they wer~ considef~d 
necessary, and to meet unexpected developments through unauthorized 
appropriations and supplemental appropriations bills. 

B,ut there also were problems with the system. 

First, Congress frequently could not enact all the necessary authorizations 
and appropriations by the beginning of the new fiscal yeari continuing 
r.@solutions bee.awe the rule, not the exceptio~. 

Second. many Representatives and Senators believed that Congress had 
become tgo dependent on the President's budget as it made its appropriations 
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decisions, and too de ndent 88 we l on Executive Branch ncies such 88 the 
Office of Management and Budget for budget-rela information. 

Third, there was pg apportunity for Congress to devel2p its own budet 
for each fiscal year and to make decisiona for that year about the relative 
priority of various Federal activities 1Ucb u defense, education, and energy 
conservation and development. · rteen neral a ropriations bills were 

F<?,urtb, Congress did oot mekt a deliberate decision concerning the 
appmpriate toteJ Jave!• oC new budget eutlwrity and outlays for the next fiscar 
year. These totals emerged from the results of congressional action on all the 
appropriations bills and any backdOQr -,pending bills, plus estimates of 
spending through permanent appropriations. Congress did not decide how 
much the Federal government could or should spend in total before decidip.g 
how much t,o e.pend for s_pecific purposea.. 

Fifth, the p ures for mekin ndin decisions were se arate from 
the ,Rrocedures for makine decisions about tax rates an the total levels of 
Federal revenues. The annual deficit or surplus was the result of a whole 
seti,ea of ependini and to'line decisions that were pnerally made independent­
ly of each other without the benefit of any coordinating procedure. 

Sixth, and COD@e<mently. Congress lacked the means for deliberately 
adjutting its spending decisions in response to changes in national economic 
conditions such 88 the rates of inflation and unemplo_yment, nor did it have 
procedures for adjusting Federal fiscal policy in a deliberate and conscious 
attempt to influence those conditions by changes in taxes or spending or both. 

So long as the national economy was generally expanding, so long as the 
Federal government could respond to most public demands for services and 
benefits, and so long as budget deficits remained small, these problems could 
be tolerated. However, a number of circumstances combined in the early 
1970s to provoke Congress to re.examine its spending and taxing proced~res 
with a view toward developing a. more coordinated process. The result was 
enactment of the Congr!_ssional Budget and lmpoundment Control Act of 

_1974. 

THE ISSUE OF IMPOUNDMENTS 

Some Representatives and Senators believed that the authorization­
appropriation pmceM did not promnt,e 6scal restJ:aint--and even encouraged 
fiscal extravagance-because the process did not confront Congress at any OJ.le 
moment with the collective consequences of its individual taxing and mending 
decisions, except when the time came to raise the debt ceiling. Others 
concluded that the process placed disproportionate power in the bands of 
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fiscal conservatives with the result that insufficient resources were being 
devoted to some domestic assistance programs. Still others were concerned 
primarily that the proce88 was messy, .uncoordinated, and inefficient; they 
viewed the regular recourse to continuing resolutions as a sign of institutional 
~~- . 

These concerns were not new, although ~ey did grow in frequency and 
intensity as Congress began the atended proceu of institutional re-examina­
tion that marked the 1970s. · What was new were the differences which 
developed between the Democratic majorities in Congress and President Nixon 
over spending policies and budget priorities, and the way in which these 
differences inspired a conflict over institutional prerogati~es. · 

The issue was impoundment. The President announced that certain 
funds appropriated by Coneress would not be released for obJiptinn ot 
expenditure by the Executive Branch. Other presidents had impounded funds 
in this way, but not to the same exient. Moreover, hi..l critics contended that 
President Nixon was im undin funds not for reasons of efticien or 
ecQ.nomy-t e usual rationale for earlier 1mpoun en - ut because he. 
disagreed with the puJ1)9881 for which the fundB had been appropriated in the 
ftrst place . ...Substantial numbers of Representatives and Senators claimed that 
the President was thwarting the w!}l . of Congress, and undermining the most 
fundamental. of all congressional powers, the "power of the purse." The 
President and his supporters contended in reply that Federal spending was 
out of control and that Congress was not equipped to restrain it. The lack 
of effective coordination and control in congressional procedures, they argued, 
compelled the President to act. 

Although the courts generally found that the President had exceeded his 
authority, Congress did not ignore either the general challenge to its 
procedures or the specific problem of impoundments (the legal and constitu­
tional status of which had always been ambiguous). The congressional 
response to the latter took the form of Title X of the Bude:et Act . ,. 

This title, known as the Im t Control Act distinguishes be~een 
two kinds of impnnndrnent,s. de e a presidential decision that · the 
qbligation or expenditure of appropri funds should be delayed usually 
until later during the fiscal year. When the President decides to defer 
appropriations, he notifies Congress, but the deferral remains in force unless · 
and until Congress votes to disapprove it. According to Title X, either the 
House or the Senate can agree to a simple resolution disapproving a def err al, 
in which case the President must release the funds. However, the 1983 
Supreme Court decisions concerning the legislative veto, especially in the 
Chadha case, effectively invalidated any such "one-house" veto, and tqe 1987 
Balanced Budget Reaffirmation Act prohibited deferrals for policy, as opposed 
to strictly managerial or administrative, purposes. -
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. The nd form of im If the President 
concludes that eome appropria ebo • nt all, he recommends 

• a rescission to Congress; be proposes that Congress pass a law that rescinds· 
an appropriation it bad previously enacted. If the Congress feile to act with!!! 
1"(81ghly 4§ dut, the President u:,ust releue the monez. In other words, 
Congress decided in the Budget Act that the President can delay the use of 
appropriations unless the House or Senate disapproves, but that he cannot 
prevent the use of appropriations altogether unless both houses of Congress 
agree. On the one band, the Budget Act gave new .legal standing to 
presidential impoundments; on the other band, the Act brought them under 
more direct and explicit congressional control. 

THE FRAMEWORK OF A BUDGET PROCESS 

The more challenging task for Congress was to develop a way to ·control 
and coordinate its own spending and tuing_4~isions that would work and 
that most members would accept. The answer on which the House and 
Senate agreed in 1974 was not to change either the authorization or the 
appropriation process in any direct and fundamental way, but instead to 
9!~perimpose on existing arrangements a new third process. a congressional 
budget process built around two annual concurrent budget resotuttons. 
El~B JIIA late~ mm-Rudmen-Hollinp Act made a number of 
permanent changes in the budget process, such as ,wolishing the requirement 
for a second budget reaolupon each year, in addition to establishing emergency 
deficit control procedures. 

t Committees in the House and 

OWl!L...DUJ~IUd::w.lll&~UllllDL To assist these committees and the rest of 
Congress, the Act also established the Congressional Budget Office tn analyze 
economic conditions and budgetary alternatives and to provide Congress with 
a wide range of other information on the budgetary implications of its actions. 

At the heart of the bud~t process were the two budget resolutions. '.12he 
• plan::underlying them wy for Con&I@M to agree to the first of th~ 

ret1Qlptiona before it acted on specific appropriations billa, w hills, and other 
hill@ pith direct spendin& consequences (such as bills creating or aff ectiii'g 
entitlements). This first reeolution was to create a broad congressional budget 
that then would urve M a set of targeta or guidelines against which 
individual taxing and spending billa would be compared. After these bills were 
eqacted, Ammme tbeia wouJd review their collective impact while acting on 
a second budget resolution shortly before the beginning of the new fiscal ye~. 

Ip short, the budget resolutions were tq be "bookends," holding together 
and giving shape to the spending and revenue bills considered by Congress 
after the first budget resolution but before the second. The Qramm•Rudman­
Hollings Act 8IJlended the Budget Act to eliminate..-!9,i requirement for a ....J 
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. second an,!!Y!! budget resolution and..,88 we shall see, to make what pad been 
the first resolution more binding on subsequent congressional decisions. 

Specifically, the Budget Act requires each of the Budget Committees to 
examine the President's budget and othei:. bud~tary information, including 
reports from the various House or Senate committees about the spending 
implications for the nat fiscal year of the legislation they expect to approve. 
Bued on this information and on AS8888menta of current and prospective 
economic conditions, each Bud~t Committee reports a concurrent budg_et 
ruolution to its parent chamber. These resolutions then are debated by the 
House and Senat.e. with an ao:~ent; ~ ~ sbed by April 15 of each year 
It is important to emphasize i ~t t~u get resolution is a concurreiil 
resolution; it requires approval by both houses of Congress but it is not 
submitted to the President for bis signature or veto:.. It r:@Dnot become law; 
instead. it is a !991 for internal congressional guidance and management. 

The m,dget resolution has two PW, each part dealing with one or more 
of the criticisms that were levelled against uncoordinated authorizations, 
appropriations, and tax procedures. 

Tlubfirst pert of tbe budget resolution addresses gueetiana of fiscal policy, 
and the levels of Federal taxation and expenditures that are appropriate in 
light of present and anticipated economic conditio~ and, for the coming fiscal 
years, the need to reduce and then eliminate the Federal budget deficit. The 
resolution identifies the appropriate. total level of new budget authority _(or 
th@ fiscal year that will begin on October 1, as well as a total for outlays 
during the same period (recognizing that total new budget authority will not 
be the same as total outlays). • In addition, tbe re&.Qlution h>dicates ,m__ 
ap2ropriat.e amount for t.ota.l Federal revenues and the ,ynount by which 
revenues should be increased or decreased. 

Before the Budget Act was amended in 1985, the resolution also included 
whatever level of the budgetary surplus or deficit flowed from a comparison 
of the revenue and outlay numbers. By contrast, the Gramm-Rudman­
Hollings Act amended Section 3 of the Budget Act to set a maximum deficit 
amount for each fiscal year from FY 1987 through 1993 and required that the 
budget resolutions for each of these fiscal years include budget authority, 
outlay, and revenue levels consistent with the maximum deficit amount for 
that year. · • 

The Gramm-Rqdman-Hollinge Act also made a permanent change in the 
Budget Act (which codified recent practice) by requiring the first .Part of e(!-ch 
budget resolution to include appropriate levels for FederaJ credit activities in 
the form Qf' 4i•Ht Jooo obligations and pri!9J1,IY loan guarantee commit_!!lents. 
FinaJly, the resolution id ntifies~ ro riate level of the ublic debt. The 
budget resolution includes all these 1gures for the coming fiscal year and for 
each of the two subsequent fiscal years. However, the enforcement procedures 
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that apply to the figures for the next f18C&l year do not apply to the figures 
for the two •out,.yeara•; these latter figuree are for planning purposes only. 

Th, Budget Act anticipated that, by debating and voting on these fieµres, 
Cono:w would baxe an appart;µnity to confront Q.Uestions that never arise 
«lirtc;tly when apendior and t,mng hilJ• •m conaidered individ11ell3. How 
much 1bould the Federal government apend during the next fiscal year? 
Should this spending by financed 10lely by taxea? If BO, bow much new 
revenue mUBt the tu laWI be amended to provide? · If not, what will .the 
deficit be, and bow much money mUBt the government borrow to finance the 
deficit? If the economy is 1luggisb, should 1pending be increased? Should 
taxu be decreased? If inflation ii high, should taxes be increased to reduce 
demand? Should ,pending be cut to reduce the pl'888ure of Federal borrowing 
on interest rates? 

. In 1985, however, Congr~ss and the President agreed that emergency 
steps were required to cope with persistent and high budget deficits. As 
amended by the Gramm-Rudman-Hollings Act and the 1987 amendments, the 
Budget Act prohibit.a (except during time of war) consideration of a budget 
ruolution for a fiscal year between FY 1987 and FY 1993 that exceeds the 
maximum deficit amount.a permitted under the Act for that fiscal year. Under 
the design of the 1985 Act, CongrUB retains the discretion, in formulating 
budget ruolutions for these fiscal years, to decide on the appropriate mix of 
spending and taxes 10 long as the resulting levels of outlays and revenues are 
consistent with the maximum deficit amount.a stipulated by the Act. 

The numbers in the budget resolution must be mathematically consistent. 
If Representatives or &naton propose to reduce the deficit number, they 
mUBt propose either less in total spending or more in total revenues. If they 

_ ~sh to increase total spending, they must propose to increase either revenues 

~

or the deficit. In sum, the Budget Act, as amended, allows the Congress to 
) reach decisions about macroeconomic policy that bad previously emerged from 

a series of decisions on a dozen or more separate bills. 

The second part of the budget ruolution addresses the questioQ of 
priorities. The tnt,ale for new budget authority, outlays, direct loan obliga­
tions, and primary loan gu"irantee commitment.a are allocated g ong rou&!!!l 
20 functional categories, e~b function repruenting a major componentof 
Federal activity such as agriculture, energy, income aecurity, national defense, 
and.. transportation. Appropriations for health and defense are in separate 
appropriations bills, 10 the appropriations process does not give the ent ire 
House or Senate an opportnniq, h> decide how much should be spent in total 
f9t one purpose compared with the other. The budpt resolution, on the 
other hand, pmvidea an occasion for a.uch compatiaoga. If a Representative 
wishe~ to increase new budget authority for defense, for example, be or she 
may propose such an amendment. But he or she must either reduce one or 
more other functions ~ compensate for the increase, or increase the total 
level of new budget authority which then requires an increase eithet in 
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revenues or the deficit (subject to the maximum deficit amounts for Fiscal 
Years 1987-1993). 

The House and Senate are to agree by April 15 of each year on both 
parts · of this budget resolution for the fiscal year that will begin more than 
five months later, on October 1., No bill affw:tine taxes or spending for tgat 
fiscal year ahould he cnnsidered aa the Bouse or Seaete floor until the 
re&Qlution is in place. J{oweyetp the Gramm-Rudman-Hollings Act amended 
Section 303(b) of the Budget Act to J)E'r:rnit the ffnue to begin floor considera­
tion of general flllPmpriations bUJ• OD Mey J 5 ftY8Jl if the House and Senate 
hue Jtet to agree on their bud•t ryco!:1tion 

Before the Budget Act was amended in 1985, this resolution then became 
a series of targets or guidelines for subsequent action on individual spending 
and tax bills during late spring and summer. Section 302(a) requires the 
aggregate amounts to be aJJncated among the various eornroittees of the House 
and Senate according to their jurisdictions. The House bas broken down 
these allocations by function; the Senate bas not. In tum, Section 3020:u 
directs each committee receiving an allocation to subdivide m~dator;y and 
conp:ollable amounts among its subcommittees or the programs within its 
jurisdiction. But in general, before the 1985 amendments to the Act, neither 

f 
the resolution nor any of these allocations was binding, either as a matter of 
law or under congressional rules. 

Although the budget resolution still does not have the force of law, the 
Gramm-Rudman-Hollings Act included a number of enforcement provisions, 
having the effect of House and Senate rules,...tbat malt,e ,the budget resolution 
binding immediate]¥ JJPQB adopiion. A detailed discussion of these provisions, 
which are not exactly the same for the House and Senate, is beyond the scope 
of this report. In eenere], · bawever, they permit members to make points of 
Q[der to ensurt that later congressional action on spending and tax bills .., 
re ains consistent with the bud et author' outla and r v ue levels of 
t e bud t resolution reviou t fiscal year and with the 
allocations of those levels under Section 302-

At the same time the House and Senate are developing and reaching 
agreement on the budget resolution, they are to enact the bills that are 
necessary to authorize or re-authorize appropriations. The J:w,ise and Senate 
then act on the regular appropriations bills and any w bills eod bill: 
affacting entitlements, juat £1 they: bed before the Budget Act was wtjtt.elh 

I 
If Congress decides to appropriate more for some purpose or raise less in taxes 
than the budget resolution contemplated, or even to exceed the maximum 
deficit amounts laid out in the Gramm-Rudman-Hollings Act, it m9 do so by 
:waiving or choosing not t,o enforce it.a own rules <though more than a simpTe 
majority is requi1recJ.,.-t,or--ilOlme waivers). Bu! the Budget Committe~ make 
certai tbrou rekee in d other re ... rt.s that members know whether 
or not individu 1 s are nsiste t wi h t um tio of the bud t 
resolution and the requirements of the Gramm-Rudman-

' 
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According to the Budget Act timetable, aa amended by the Gramm­
Rudman-Hollinp Act, the }loue ii gpected to complete action on the apnpal 
general appropriatiom bill• by June 30 of each year. The remaining months · 
before the new fiacal year begim on October 1 are available for Senate 
comideration and then Houae and Senate agreement on these bills, for 
Congress to complete action on any remaining tu and entitlement bills, and, 
during the yeara 1986 to 1992, for the Houae and Senate to consider and 
enact deficit reduction meuurea in lieu of the sequestration procedures of the 
Gramm-Rudman-Hollinp Act. The Budget Act originally called for Co_J)gr.t}88 
to a t a 88COnd concurrent bu t reaolution Se tember 16 of , 
recomidering the fll'St u get resolution in light of congressional actions on 
the individual apending and taxing bills, any changes in the national or 
international economy, and any unezpected developments affecting Federal 
budgetary policy. This requirement was eliminated by the Gramm-Rudman-
Ho!lipgs Ac!:_ ' 

Ul,llmict:~~o the committees of the House and Senate in 01:de; 
e ,!I tu and IJ)8nding lawa into conformity with the provisigns 

apd reguiremen o the budget resolution, The evolution of the reconciliation 
procedure is discuued briefly in the following section. 

IMPLEMENTING THE BUDGET ACT 

No msjor change in an institution like Congress ever works exactly as 
originally planned, and this has certainly been true of the Budget Act. The 
congre88ional budget process has survived, but it bas encountered problems. 
It also has changed, as Congre88 has responded to new developments, 
changing circumstances, and increasingly difficult policy choices. Most 
recently, of course, Congre88 and the President agreed in the 1985 Gramm­
Rudman-Hollings Act, and another law two years later, to a series of changes 
in the Budget Act, as well as emergency deficit control procedures imposed 
temporarily to reduce and ultimately eliminate projected Federal budgetary 
deficits. 

Some of the .J)mb]erna tbat have emerged really were implicit in the 
Budget Act from the beginning. Consider two of them that have been the 
cause of sorne conflict: primarily between the authorization and appropria­
tions committees in one instance, and primarily between the budget and 
appropriations committees in the other. 

The first set of problems bas its roots in the calendar, The Budget Act 
did not simplify the proc.e88 for roe)sin& ,mending and taxing decisions Tu 
Congress. In fact, it complicated that proceg by adding a number of 
addjtional requirements and prohibitions, eJJpecially the expectation that · 
Congre88 would act on twq budget resolutions each year (now only one, 
pursuant to the Gramm-Rudman-Hollings Act) .in addit ion to the authori~-
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tion, appropriations, and tax bills, So there is now even more to do thop 
,before, With this in mind, the authors of the Budget Act included a timetable 
for completing various stages of the -three-part process. For example, the Act 
originally contemplated that all the appropriations bills would become law by 
shortly after Labor Day. In practice, since the House alwaya considers these 
bills before they reach the Senate floor, the House Appropriations Committee 
had to begin bringing it.a general appropriations bills to the House floor by 
early June of each year if Congreu was to adhere to the timetable. But 
under House rules, the House cannot cons~der an ·appropriation until it bas 
been, authorized by law. Therefore, the Budget Act also originally required 
House committees to report their authorization bills by May 15, but meeting 
this deadline was only the first step toward actually moving those bills all the 
way to enactment by early June. 

As a result, th~ Houee (and the Senate, to a somewha~ lesser extent) was 
regularly confronted wiiA. Ute need t.o waive tbe eutborfastion requirement· if 
it was to consider app[OJ)riations in a timely fashion-ngt merely to meet the 
timetable of the Budget Act, but also to ensure that the appropriation's would 
become law by October 1 when the new fiscal year begins. Naturally enough, 
this situation was a gmse of pneral dissatisfa,ction. Membea of authorizing . 
committees atgped that thq were being circnmxent;ed or imored. while · 
members of the Appropriations Committee explained that there wea littl§ 
alternative if QmgreM wanted t.o avoid excessive reliance on continuing 
re11,0luti9na This situation was one reason why some authorization bills were 
never enacted; and anticipating this possibility, Represent.ativee were tempted 
to try to include program changes in appropriations bills, which sometimes 
complicated and delayed their enactment. 

The Gramm-Rudman-Hollings Act made several changes in the budget 
process to address this set of problems. · The Act moved up the date on which 
the President is to submit his annual budget to Congress. The Budget 
Committee must report budget resolutions to the House and Senate sooner 
than before because there also is an earlier deadline for Congress to reach 
agreement on their resolution (which should precede floor consideration of 
spending and tax bills). The IJguae ARpropriations Committee is to report 
the last of its genera] eppmpriations bjl]s 1)7 June 1 a, end the House is to 
complete action on oJI these bi11a by June 30, The May 15 reporting deadline 
for authorization bills was repealed. · 

The intent of these changes evi~ently was to encourage Congress to begin 
making its budget and spending decisions earlier each year, and to provide 
sufficient time for the full House and Senate to consider and then agree on 
the appropriation$ bills. However, the · ce of a timetab 
erumre . adherence to it and prevent de ays in enacting authorizations and 
reaching agreement on a budget resolution. Iri anticipation, the revised 

I 
Budget Act timetable also provides that the House may begin floor considera­
tion of the annual appropriations bills on Maf 15, even if the House · and 
Senate have yet to agree on the budget resolution. 
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This rovision may reduce the neceeai for continui lutions by 
promoting timely cons1 eration of the regular ap~ropriations. bills. On the 
0th.er band, it mq perpetuate the problem of unauthorized appropriations if 
there continue to be delar in enacting authorizations. It could even 
undermine the incentives for the Congress to agree on an annual budget 
resolution if the House and then the Senate can consider appropriations bills 
after May 16 whether or not there ia ltill disagreement over the terms of the 
resolution. 

-~~JIiii IM!! ito root• in nnmhem, Jr the numben in the 
bud~ _ to be meaningful, they muat be baaed on a number of 
economic assumptiona:-f or nample, projections of inflation, unemployment, 
and interest rates, all of which affect Federal spending and revenues. They 
must also be based on a much larger number of assumptions about funding 

- for various programs. Bnth the aggregat1, numbers for new budget authority, 
outlays, and credit activities, and the allocation of these numbers among the 
functional categories must be predicated on assumptions about spending levels 
fQ!' individual PfOKX'ftIDft· How else can the Budp t Committee recommend an 
allocation for national defense, except by adding up the expected spending 
levels . for specific defense programs and activities, and then malting changes 
in these expectations if the total is considered t.oo high or t.oo low? 

Such assumpt ions are inescapable, but they also raise the prospect .Qf 
conflict between the Budpt Committees and Appropriations Committees (and 
others), because it is the Appropriations Committees that have responsibility 
for recommending spending levels for programs funded by discretionary 
appropriations. The Budget Act attempts to minimize the potential conflict 
by reguirin~ budpt rcaolutions to ,Jlncett new budget AUthority and the 
other aggregates in terms of broad program functions, not in terms of the 
thirt.eeo general appropriations bilJs. So there mqst be an elaborate "cross­
wal_Jgng" procedure by which the budget resolution aweeates are allocated 
under Section 302{a) among the committees with jurisdiction over that 
spending-including, but not only, the Appropriations Committees. Nonethe­
less, the more the Budget Committees explain the basis for their recommenda­
tions, the more they risk appearing to intrude on the responsibilities -and 
prerogatives of the Appropriations Committees and other spending committees. 

The same general problem arises when bud~t reaolutiona are debated by 
the House and Senate. · How can a Senator propose an amendment to a 
budget reaolut inn that would increase th@ health function by $1 billion and 
reduce the transportation function by $1 billion without explaining what 
health program would be expanded and what transportation program would 
be cut? House and Senate debates on budget resolutions do not focus 
exclusively on broad questions on fiscal policy and budgetary priorities; they 
can also involve debates over relatively small amounts and particular Federal 
activities, well before the Appropriations Committe~s have made their 
recommendations on the same matters. 
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Qne consequence. according to some critics, baa been redundan(:}'. The 
q m, ieaue m93' 1Je dehat:ecl on the House and Senate floor during considera­
tiqn of the budget reaolntinn, then during consideration of an authorization 
bill, and finally during consi.deration of the relevant-!J>Propriations bill,after 
which it is 800n time to begin the process all over again for tlii next fiscal 
year. Members have lamented that issues never 188m to be resolved; they 
return again and again in slightly different incarnations. When deficits are 
high and budget constraints severe, making policy choices harder, redundancy 
becomes particularly painful. 

So the budget process baa not been without problems and weaknesses. 
Members disagree over how much responsibility the Budget Act must bear for 
the massive Federal deficits of recent years. But the reality of these deficits, 
whatever their causes, provoked Congress to agree in advance on deficit 
ceilings for each fiscal year through FY 1993, rath.er than rely solely on the 
annual process it bad created. The Gramm-Rudman-Hollings Act also imposed 
a sequestration process in an attempt to ensure that there would be automatic 
deficit reductions in each of these years if Congress and the President could 
not agree on an alternative way of achieving the same goal. But other 
provisions of the Act-especially the requirements that budget resolutions tak'e 
account of credit activities and include aggregate levels and functional 
allocations for two •out-years"-recognized the value of innovations with which 
Congress already bad been experimenting for several years. 

Beyond question, the most significant and :·. --•-=r:::::-:- ... 1 

implementing the Budget Act baa been the use recon@iatio 
J i:gce ]981 The reconciliation procedures in the 1974 ct ave adapted 

to promote cgngressiaoal peeftRp of omnibus bills to. reduce Federal spending 
for a host of disparate programs. The Budget Act orieinally enyjsion41d 
reconciliation as a device, to be used in_ late September, just before the 

~ 
beginning of the new fiscal year, to bri~g the appropriations and tax bills 
enacted during the summer into line with the ceiling on new budget 
authority and the floor on revenues contained in the second budget resolution. 
But reconciliation was never used effectively in this way. Instead, reconcilia­
tion instructions were included in the first budget resolution, leading to 
enactment of spending reductions at roughly the same time that Congress bas 
been acting on its appropriations and tax bills. 

.. Specifical}Jr, tbe Bouse and Senate have agreed to first budget resolutions 
coqgrlning the usual prrodeions, byt also including instructions to specific 
legislative cnmmjttees of the House and Senate. These instructions have 
directed each committee to recommend changes in the laws within it.s 
jurisdiction in order to achieve specified levels of savings in one or more fiscal 
years. Bx. and large, the laws to be changed have been laws governing 
entitlement prQiJ'.am&, and many of the changes in these laws have increased 
eligibility criteria to reduce demand or reduced benefit levels (or the rate of 
increase in benefit levels). The House and Senate have told their committees 
how much in savings to achieve but not exactly how to achieve the savings. ,. 
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It bas been left to each committee to decide how and where to find those 
avings in the programa for which they have responsibility. 

The recommendation, from, al have been 
asae ua ean ,ucb aa 1981, co d 
eaai,ly have occupied congreuional attention for the entire le88ion its 
various provisiom bad been considered aa 1eparate bills instead. But the 
reconciliation procedure wu uaeful not merely because it aved time. The 
package approach undoubt.edly made it easier to pys program cuts than it 
would have been if each program bad been comidered individually. Even 
though Repreeentativee and Senators may have opposed cuts in specific 
programs, they ltill voted for the entire package and the many other cuts it 
included in the intel'88t of deficit reduction. 

Reconciliation also bas been an effective device in that it baa facilitated 
cluu}m and coat aavinp in entitlement and other spendine: promrni trult 
coµld not readily be controlled by cutting annual appropriations. In fact, 
reconciliation instructiom have been designed primarily to achieve savings in 
such programs, which account for such a large share of annual Federal 
outlays. Congress could make cuts in other programs, funded and controllable 
through the annual appropriations bills, aa each of these bills reached the 
floor. This two- ronged str -cuttin discreti s ndin throu 

entitlement a ndin t rou h 
recnnci1ietioo biJ1s-a11nwed Omgrey to rnake apendine: reductions tbet were 
both deeper and more evenly distributed than might have been possihle 
o~ ise. The Gramm-Rudman-Hollings Act envisioned a continuing reliance 
on reconciliation aa a means for Congress and the President to agree on 
deficit reduction legislation as a preferred alternative to the automatic 
sequestration process it also created. To this end, the Act provides a special 
reconciliation procedure in the Senate to expedite consideration of 912 
alterpative deficit reduction measure. 

PROPOSALS FOR CHANGE 

The combined authorization, appropriation, and budget process has ·had 
its fair share of congressional critics. Some have criticized the process for 
being unnecessarily duplicative and inconclusive. Others have lamented the 
continuing need for Congress to rely on continuing resolutions. Some have 
criticized the Budget Committees and their budget resolutions for being too 
influential and for intruding too much into the responsibilities of other 
committees and elements of the proceas, while others have concluded that the 
Budget Act is not the effective device for control and coordination that they 
had hoped it would be. Most recently, the greatest concern among Represen­
tatives and Senators bas been that the process bas not enabled or compelled 
Congress to limit spending and avoid large annual budget deficits. In fact, 
there may be no member of either House who considers the current three­
part process to be an ideal one, even in its recently amended form. 
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Some proposals for change have been directed primarily toward affecting 
the outcomes of the process; others have been concerned more with the 
process itself. The Gramm-Rudman-Hollings Act addressed both outcomes and 
process. Its most dramatic and far-reaching proviaions are its arrangements 
for deficit reduction and eventual elimination wbicb impose annual deficit 
ceilings for fiscal years 1986 to 1993, and which create more or less automatic 
procedures for bring;ng deficits within those limite unless Congress and the 
President can agree on alternative means to achieve . the same result. But 
the Act also affects the process in significant ways: .for .example, attempting 
to streamline jt by eliminating the requirement for a second budget resolution 
each year, and seeking to minimize the need for continuing resolutions by 
revising the schedule and deadlines of its timetable. · 

Passage of the Gramm-Rudman-Hollings Act certainly reflected congres­
sional, presidential, and public frustration with continuing high deficits. The 
Act may be viewed as an alternative to a number of other proposals for 
addressing essentially the same problem. For example, some members 
•proposed that total Federal spending or total Federal revenues (or both) be 
limited to a fixed percentage of the Gross National Product (GNP). Others 
put more emphasis on the relationship between spending and taxing, rather 
than the absolute levels of either; they sought a means to require Congress 
to keep its spending and taxing policies in balance. Proposals to achieve these 
goals took the form of proposed new laws or constitutional amendments. 

For the foreseeable future, Congress is likely to continue focusing its 
attention on the implementation and impact of the Gramm-Rudman-Hollings 
Act. But there also may continue to be interest in revising other aspects of 
the three-part process. 

For example, some Members have expressed concern that the movement 
toward annual re-authorization reggirements has become self-defeating-,.t~ t 
th e sheer burden of le~elative work actually hampers rather than promotes 
efw;tive oversig_ht, and that the number of annual re-authorization bills is a 
major cause of the recurring problems in enacting appropriations in accor­
dance with House and Senate rules and in time for the beginning of the .pew 
fiscal year. Other members have suggested dealing with the problem of 
continuing resolutions by enacting a permanent and automatic continuing 
resolution that is triggered whenever a regular appropriations bill is not 
enacted by October 1. Representatives and Senators undoubtedly will be 
interested in whether revising the Budget Act timetable reduces reliance on 
continuing resolutions, and if permitting the House to consider appropriations 
bills after May 15 in the absence of congressional agreement on a budget 
resolution causes serious institutional problems. 

A number of proposals would go even further in revising the authoriza­
tion-appropriations process. For example. various schemes have been proposed 
for a biennial system of authorizations and appropriations. Under one 
proposal, the Congress would authorize in one year and then appropriate in 
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the next. Under another, each year the Congress would consider half of the 
authorizations and also the appropriations for programs re-authorized during 
the previous year. These proposals have merits, but they are not without 
problems as well. For eumple, moving back toward multi-year or permanent 
authorizations would reduce the number of regularly recurring opportunities 
for Congress' legislative committees to review and modify executive branch 
authorities. An automatic continuing resolution device would not be neutral 
in policy terms, in that it would somehow aet funding levels that some 
members would support and others would oppose. And a scheme of biennial 
authorizations and appropriations would require budget projections even 
further into tl;le future than are now required, possibly resulting in greater 
reliance on aupplemental appropriations billa during the intervening years. 

In addition to adjusting the procedures and requirements of the Budget 
Act, the Gramm-Rudman-Hollings Act departed significantly from the original 
budget process in attempting to ensure that certain outcomes are achieved, 
whether by congressional and presidential agreement or through the operation 
of the sequestration process. Proponents have contended that the Act's 
action-forcing mechanisms are necessary to achieve essential results. 
Opponents have argued that the Act constitutes an abdication of Congress' 
constitutional power of the purse. Whatever the merits of these arguments, 
the Gramm-Rudman-Hollings Act ensures that the congressional spending and 
budget process will remain at the heart of the legislative process. 
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GLOSSARY 

AUTHORIZING LEGISLATION - Legislation enacted by the Congress to set 
up or continue the operation of a Federal program or agency. Authorizing 
legislation is normally a prerequisite for subsequent appropriations, but does 
not usually provide budget authority. 

BUDGET AUTHORITY (BA) - Authority provided by law to enter into 
obligations that will result in immediate or future outlays. It may be 
classified by the period of availability, by the timing of congressional action, 
or by the manner of determining the amount available. The basic forms of 
budget authority are: 

APPROPRIATIONS - Authority that permits Federal agencies to incur 
obligations and to make payments. 

AUTHORITY TO BORROW - Authority that permits Federal agencies 
to incur obligations and to borrow money to make payments. 

CONTRACT AUTHORITY - Authority that permits Federal agencies to 
enter into contracts or incur other obligations in advance of an appropria­
tion. 

BUDGET RECEIPTS - Money, net of refunds, collected from the public by 
the Federal Government through the exercise of its governmental or sovereign 
powers. Budget receipts also include gifts and contributions. Excluded are 
amounts received from strictly business-type transactions (such as sales, 
interest, or loan repayments) and payments between Government accounts. 

BUDGET SURPLUS OR DEFICIT - Difference between budget receipts and 
outlays. 

CONCURRENT RESOLUTION ON THE BUDGET - A resolution passe<;l by 
both Houses of the Congress, but not requiring the signature of the President, 
setting targets or binding Federal budget totals for the Congress. 

CONTINUING RESOLUTION - Legislation enacted by the Congress to 
provide budget authority for specific ongoing activities when a regular 
appropriation for those activities bas not been enacted by the beginning of the 
fiscal year. 

DEFERRAL -- Any action or inaction by an officer or employee of the United 
States that temporarily withholds, delays, or effectively precludes the 
obligation or expenditure of budget authority. Deferrals may not extend 
beyond the end of the fiscal year and may be overturned at any time by either 
House of the Congress. 
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FISCAL YEAR - The Federal Government's yearly accounting period, which 
begins on October 1, and ends on the following September 30. The fiscal year 
is designated by the calendar year in which it ends; e.g., rllCal year 1984 
begins on October l, 1983, and ends on September 30, 1984. (From 1844 to 
1976 the fiscal year began on July 1 and ended OD the following June 80.) 

IMPOUNDMENT - Any action or inaction by an officer or employee of the 
Federal Government that precludea the obligation or expenditure of budget 
authority provided by the Congress (see deferral and resci11ion). 

OBUGATIONS - Amounts of orders placed, contracts awarded, services 
received, or similar legally binding commitments made by Federal agencies 
during a given period that will require outlaye during the same or some 
future period. 

OFF-BUDGET FEDERAL ENTITIES - Federal organizations or programs 
that belong in the budget under current budget accounting concepts but that 
have been excluded from the budget totals under provisions of law. 

OUTLAYS - Checks i11ued or cash disbursed. Outlays include interest 
accrued on the public debt, or other f onns of payment, net of refunds and 
reimbursements. 

RECONCILIATION - A directive that calls on various committees of the 
Congress to recommend legislative changes that reduce outlays or increase 
receipts by specified amounts. 

RESCISSION - a legislative action canceling budget authority previously 
provided by the Congress. 

SUPPLEMENTAL APPROPRIATION -An appropriations enacted subsequent 
to a regular annual appropriation act. Supplemental appropriation acts 
provide additional budget authority for programs or activities (including new 
programs authorized after the date of the original appropriation act) for which 
the need for funds is too urgent to be postponed until the next reg\dar 
appropriation. 

TRUST FUNDS -Amounts collected and used by the Federal Government for 
carrying out specific purposes and programs according to a statute or trust 
agreement, iuch as the social security and unemployment trust funds. Trust 
funds are not available for the general purposes of the Government. Trust 
fund receipts that are needed immediately are generally invested in Govern­
ment securities and earn interest for the trust fund. 

Source: The U
n

ited States Budget in Brief, Fiscal Year 1984. U.S. 
Government Printing Office. Washington, D.C. pp. 85-86. 
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Manual on the 
Federal Budget Process 

PREFACE 

This manual is intended to assist users of Federal budget information (especially of 
congressional budget material) in understanding how the process works and how data are 
to be interpreted. It does so primarily by displaying and explaining excerpts from legislation, 
standard forms, and other documentation developed at each stage of the budget process and 
other documents affecting budgetary procedures. (In several instances, tables or figures were 
prepared by the Congressional Research Service for this manual.) The selections in the 
manual are drawn from widely used documents, but in a publication of this size, it is not 
possible to cover every situation or application. (Appendix A explains how to obtain 
documents cited in this manual.) 

The forms do not reveal everything about budgeting, but they offer useful clues to the 
rules of the game, the requirements of the process, and the roles of the participants. Anyone 
who wants to comprehend the Federal budget, whether to influence the decisions made in 
it or to interpret them, must understand the status and derivation of the various forms and 
documents used in it. 

FoJlowing an overview chapter that explains the roles and relationships of the 
participants in the budget process, the basic concepts of Federal budgeting, and key features 
of the process, the manual devotes a separate chapter to each stage of the process. As a 
document intended for congressional users, the manual emphasizes the elements of 
congressional budgeting, though it includes chapters dealing with the President's budget, 
credit budgeting, the implementation of spending Jaws, and financial management. Each 
chapter opens with an introductory statement that explains the status of the particular stage 
of the process, and the procedures and documents associated with it, and closes with a series 
of exhibits. The exhibits present sample forms and documents accompanied by explanatory 
comments. The manual concludes with appendices that present a glossary of terms and other 
reference materials. 
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Chapter 1. OVERVIEW OF THE FEDERAL BUDGET 
PROCESS 

Budgeting for the Federal Government is an enormously complex process. It entails 
dozens of subprocesses, countless rules and procedures, the efforts of tens of thousands of 
staff persons in the executive and legislative branches, millions of work hours each year, 
and the active participation of the President and congressional leaders. It could hardly be 
otherwise because so much is at stake when budget decisions are made. On the spending 
side, the budget adds up, as Exhibit 1-A shows, to almost one quarter of the Gross National 
Product (GNP) of the United States. Federal receipts hover around 20 percent of GNP, and 
the deficit, which results from the mismatch between 
revenues and spending, accounts for the largest single 
source of borrowing in capital markets. 

The trend of Federal receipts and spending 
relative to GNP is only one of the ways of measuring 
the impact of the budget. Trends can also be measured 
in terms of real (inflation adjusted) spending, or in 
terms of the shares of the budget allocated to major 
national priorities, such as defense, aid to State and 
local governments, and health care. One of the useful 
ways of measuring trends is to examine how the 
composition of Federal spending has changed over 
time. Exhibit 1-K, which will be discussed later, 
reveals the growth in the share of the budget spent on 
various entitlement programs. This exhibit suggests 

BEA 

CBO 

GNP 

0MB 

Key Abbreviations 
U•ed lD the Manual 

Buqet Enforcement 
Act 

Congreuional Budget 
Offlce 

General Accounting 
Office 

GroH National 
Product 

Gramm-Rudman­
HolllD&• 
Offlce of Management 
andBu4iet 

PAYGO Pa:y-Aa-You Go 

still another perspective: the growth in the numbers of persons receiving various types of 
Federal payments. 

The budget is, however, much more than a matter of numbers. It finances Federal 
programs and assists many households in meeting basic expenses. It provides a safety net 
for persons facing illness or old age. It is the means by which the United States invests in 
its future through both physical improvements, such as highway construction, and human 
improvements, such as training and education. The budget signals to allies and adversaries 
the role of the United States on the world scene. It is one of the principal instruments available 
to the Federal Government for regulating economic activity and for stabilizing household 
mcomes. 

With so much at stake, it should not be surprising that budgeting is often a difficult and 
contentious process. Allocating over a trillion dollars is anything but a routine task, for as 
big as the budget is, there never is enough money to satisfy all the claims on it. To budget 
is to fight over money. The conflict sprawls between the two parties and between the 
executive and legislative branches. There often is friction among congressional committees 
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and between those who make tax policy and those who control spending. The scope of 
conflict has expanded as the size of the budget has grown and become even more prominent 
in the economic life of the country. 

The procedures described in this manual are the means devised over the years to channel 
conflict in ways that enable the numerous participants to work their way toward agreement 
each year. In this sense, the rules affect outcomes. How much is taxed and spent, and who 
gets what depend in substantial measure on the rules and procedures of Federal budgeting. 
In studying the budget process, therefore, one gains an understanding not only of the roles 
of participants and the many steps that they must take each year, but also of the interaction 
between budgetary procedures and policy. 

The Evolution of Federal Budgeting 

The "power of the purse" is a legislative power. The Constitution lists the power to lay 
and collect taxes as one of the powers of Congress and provides that funds may be drawn 
from the Treasury only pursuant to appropriations made by law. The Constitution does not 
state how these legislative powers are to be exercised, nor does it expressly provide for the 
President to have a role in the management of the Nation's finances. During the Nation's 
early years, the House and Senate devised procedures for the enactment of spending and 
revenue legislation. As these procedures evolved during the 19th century and the first 
decades of the 20th century, they led to highly fragmented legislative actions. In the course 
of each session, Congress passed many separate appropriations bills and other measures 
affecting the financial condition of the Federal Government. Neither the Constitution nor 
the procedures adopted by the House and Senate provided for a budget system -- that is, for 
a coordinated set of actions covering aJI Federal spending and revenues. As Jong as the 
Federal Government was small and its spending and revenues were stable, such a budget 
system was not considered necessary. 

Legislative fragmentation was mirrored by fragmentation in the executive branch. The 
President had a limited role in overseeing financial operations, and most agencies submitted 
their spending estimates to relevant congressional committees without having their requests 
reviewed by the President. Early in this century, however, the incessant rise in Federal 
spending and the recurrence of deficits (spending exceeded revenues in 11 of the 17 fiscal 
years between 1894 and 1910) led Congress to seek a more coordinated means of making 
financial decisions. The key legislation was the Budget and Accounting Act of 1921 (Public 
Law 67-13; 42 Stat. 20), which established an executive budget process. 

The 1921 Budget and Accounting Act did not directly alter the procedures by which 
Congress makes revenue and spending decisions. The main impact was in the executive 
branch. The President was required to submit his budget recommendations to Congress each 
year, and the Bureau of the Budget (renamed the Office of Management and Budget (0MB) 
in 1970) was created to assist him in carrying out his budgetary responsibilities. Congress, 
it was expected, would be able to coordinate its revenue and spending decisions if it received 
comprehensive budget recommendations from the President. In line with this expectation, 
the House and Senate strengthened the jurisdiction of the Appropriations Committees over 
spending. The 1921 Act also established the General Accounting Office (GAO), headed by 
the Comptroller General, and made it the principal auditing arm of the Federal Government. 
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The Budget and Accounting Act of 1921, as amended, remains the statutory basis for the 
presidential budget system. 

After World War II, the belief that a presidential budget suffices gave way to the view 
that Congress also needs its own budget process. Some Members of Congress feared that 
dependence on the executive budget had bolstered the President's fiscal powers at the 
expense of Congress•; others felt that as long as its financial decisions were fragmented, 
Congress could not effectively control expenditures. Some efforts were made in the late 
1940•s to create a congressional budget, but it was not until the l 970's that a durable process 
was established. 

The Congressional Budget and lmpoundment Control Act of 1974 (Public Law 93-344; 
88 Stat. 297) established a congressional budget process centered around a "concurrent 
resolution on the budget," scheduled for adoption prior to legislative consideration of 
spending or revenue bills. The congressional budget process initiated in the 1970s did not 
replace the pre-existing spending and revenue processes. Instead, it provided an overall 
legislative framework within which the many separate measures affecting the budget would 
be considered. The central purpose of the budget process established by the Act is to 
coordinate the various revenue and spending decisions which are made in separate tax, 
appropriations, and legislative measures. To assist Congress in making budget decisions, 
the Congressional Budget Act of 1974 established the Congressional Budget Office (CBO) 
and directed it to provide data on and analyses of the Federal budget. 

During the years that the congressional budget process has been in operation, its 
procedures have been adapted by Congress to changing circumstances. Following a decade 
of experience with the Congressional Budget Act of 1974, Congress made a number of 
changes in the budget process by enacting the Balanced Budget and Emergency Deficit 
Control Act of 1985 (Title II of Public Law 99-177; 99 Stat. 1037), commonly referred to 
as the Gramm-Rudman-Hollings (GRH) Act; the Balanced Budget and Emergency Deficit 
Control Reaffirmation Act of 1987 (Title I of Public Law 100-119; 101 Stat. 754); and the 
Budget Enforcement Act of 1990 (Title XIll of Public 101-508; 104 Stat. 1388-573 through 
630), commonly referred to as the BEA. Other, less extensive changes have been made from 
time to time. Various modifications are discussed in appropriate sections of the manual. 

Appendix B summarizes the major milestones in the development of the Federal budget 
process. Appendix C provides citations to major budgetary laws. 

The Budget Cycle 

Federal budgeting is a cyclical activity that begins with formulation of the President's 
annual budget and concludes with the audit and review of expenditures. The process spreads 
over a two-and-a-half year period (or longer). The main stages (as shown in Exhibit 1-B) 
are formulation of the President's budget, congressional budget actions, and execution of 
the budget. While the basic steps continue from year to year, particular procedures often 
vary in accord with the style of the President, the economic and political conditions under 
which the budget is prepared and implemented, and other factors. 
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Formulation of the President's Budget 

No later than early February of each year, the President must submit to Congress a budget 
for the fiscal year starting on October 1. Preparation of the President's budget begins in the 
spring of the preceding year, about ten months before it is submitted to Congress. At the 
time the budget is being considered, Federal agencies must deal concurrently with three 
fiscal years: they are implementing the budget for the current fiscal year, seeking funds from 
Congress for the fiscal year starting on October 1 (the "budget year"), and preparing for the 
fiscal year after that. Understandably, therefore, budgets are formulated with a great deal of 
uncertainty about the conditions to which they will apply. 

Before it examines detailed spending and program requests, 0MB reviews the major 
policy issues for the next budget and updates the long-term forecast of receipts and 
expenditures. Together with the Council of Economic Advisers (CEA), it reviews the 
economic outlook and presents the President with a projection of future economic 
conditions. The President often issues (through 0MB) policy directives and planning 
guidelines to be used by agencies in preparing their budget requests. The extent to which 
these guidelines limit the amounts that agencies may request varies from year to year. 

The summer months and the early fall are an intensive period for preparation of detailed 
budget requests by Federal agencies. These requests are reviewed by 0MB, which notifies 
agencies of the spending levels recommended by it for their programs. Agencies have a brief 
period during which they may appeal to the President for higher levels than were 
recommended by 0MB. Some recent Presidents (particularly Nixon and Reagan) delegated 
much of the "appeals" function to senior White House staff; others (such as Ford and Carter) 
had a direct role in resolving budget appeals. The appeals often involve policy issues as well 
as budget levels. After the appeals have been decided, budget preparation is completed, but 
changes may be made right up to the deadline for printing the budget. 

The budget submitted by the President must be consistent with the requirements of the 
GRH Act (as amended by the BEA of 1990) regarding deficit targets, discretionary spending 
limits, and pay-as-you-go procedures. The budget sets forth adjustments in the deficit targets 
and discretionary spending limits, as required by the GRH Act, and it contains a sequestration 
preview report for the upcoming fiscal year. 

Congressional Action on the Budget 

Congressional budget actions may be classified according to three distinct types of 
measures involved: ( 1) adoption of a budget resolution; the steps associated with this action 
commonly are referred to as the "congressional budget process"; (2) passage of the annual 
appropriations bills, including regular, supplemental, and continuing ~ppropriations 
measures; and (3) passage of other legislation affecting the Federal budget, such as 
authorizing legislation, reconciliation bills, and other measures changing tax law, modifying 
entitlement programs, or adjusting the debt limit. Congress has various procedures for 
linking these different types of measures. 

The Budget Resolution. The congressional budget process begins early each year after 
the President submits his annual budget. Congress is not bound by the President's recom­
mendations. When it develops a budget resolution, Congress may use different policy, 
economic, and technical assumptions than those presented in the executive budget. When it 
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enacts legislation to carry out the budget plan, Congress may provide more or less funds 
than the President wants for particular programs, or change tax rates in a way different than 
the President recommends. 

Under the Congressional Budget Act of 1974, each House and Senate committee is 
required to issue within six weeks after the President submits his budget a "views and 
estimates" report on the budget matters in its jurisdiction. The Budget Committees use these 
reports, along with CBO analyses, to prepare the budget resolution for the next fiscal year. 
The Budget Committees use baseline estimates to project the costs of continuing programs 
without policy or statutory changes. 

The budget resolution, which is supposed to be adopted by April 15, contains revenue 
and spending levels for five fiscal years, but only the figures for the first year are binding. 
Because it is a concurrent resolution (which is not presented to the President for his signature 
or veto), the budget resolution does not have statutory effect. No taxes can be levied or funds 
spent pursuant to a budget resolution. 

The budget resolution consists of three main sections: aggregates, functional allocations 
of spending, and (optionally) reconciliation instructions. The aggregates include total 
revenues (and the amount by which total revenues should be changed), total new budget 
authority, total outlays, the surplus or deficit, the debt limit, and total new direct loan 
obligations and new primary loan guarantee commitments. The new budget authority, 
outlay, direct loan, and loan guarantee levels are allocated among 20 functional categories, 
such as National Defense, International Affairs, Energy, and Agriculture. Reconciliation 
instructions direct designated House and Senate committees to report legislation conforming 
spending, revenue, or debt-limit levels under existing law to current budget policies. 

The budget resolution does not mention specific programs or accounts, but the 
aggregates, functional allocations, and reconciliation instructions typica11y are predicated 
on assumptions about particular programs. These assumptions sometimes are set forth in the 
reports of the Budget Committees accompanying the budget resolution, but they are not 
binding on Congress. 

To ensure that the budget resolution serves as a guideline for subsequent action on 
budget-related measures, Congress is supposed to adopt it before turning to the consideration 
of revenue, spending, or debt-limit measures for the next fiscal year. However, Congress 
often fails to adopt the budget resolution by the April 15 deadline specified in the 
Congressional Budget Act of 1974. The rules of the House pennit it to consider regular 
appropriations bills after May 15 (and, through fiscal year 1995, certain deficit-neutral 
legislation after April 15) even if the budget resolution has not yet been adopted. 

Annual Appropriations Measures. Annual appropriations are provided in 13 regular 
appropriations bills, each one under the jurisdiction of parallel House and Senate Appropria­
tions subcommittees which recommend spending levels to the full committees. These bills 
come to the House and Senate individually as do other measures (such as revenue and 
entitlement legislation) affecting overall budget levels. When Congress fails to enact all of 
the regular appropriations bills by the start of the fiscal year, it provides interim funding in 
"continuing resolutions." In some years, these measures have provided appropriations for 
the full fiscal year, not just for a month or two. Congress also enacts supplemental 
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appropriations measures to provide additional funding to Federal agencies or programs or 
to finance spending not covered in the regular appropriations bills. 

Regular, continuing, and supplemental appropriations measures (as well as other 
spending legislation) are linked to the budget resolution through the "Section 302" and 
"Section 602" procedures established in those sections of the Congressional Budget Act of 
1974. After a budget resolution has been adopted, the spending totals are allocated to the 
House and Senate Appropriations Committees (and to other committees with spending 
jurisdiction). The Appropriations Committees then subdivide their spending amounts among 
their 13 subcommittees. When an appropriations measure is considered by the House or 
Senate, the spending provided in it is compared to the amount subdivided to the pertinent 
subcommittee. In some circumstances, consideration of an appropriations measure may be 
barred by a point order on the grounds that budget resolution policies would be breached. 
In most instances, however, the appropriations bill is consistent with the Section 302 (or 
Section 602) subdivision. 

Action on appropriations measures sometimes is delayed by the failure of Congress to 
enact necessary authorizing legislation. An authorizing act is a law that: (1) establishes a 
program or agency and the tenns and conditions under which it operates, and (2) authorizes 
the enactment of appropriations for that program or agency. Authorizing legislation may 
originate in either the House or the Senate and may be considered any time during the year. 
The budgetary impact of authorizing legislation depends on whether it contains only 
discretionary authorizations (for which funding is provided in annual appropriations acts) 
or "backdoor spending," which itself enables an agency to enter into obligations. 

The rules of the House and (to a lesser extent) the Senate require that agencies and 
programs be authorized in law before an appropriation is made for them. Many agencies 
and programs have temporary authorizations which have to be renewed annually or every 
few years. The House and Senate often waive or disregard their rules against unauthorized 
appropriations for ongoing programs which have not yet been reauthorized. 

Reconciliation Bills and Other Measures Affecting the Budget. Annual appropriations 
are enacted for only about half of total Federal spending; the remainder is determined largely 
by permanent appropriations and other funding devices that do nofrequire annual action by 
Congress. In addition, the amount of revenue generated each year is determined principally 
by existing law. This means that Congress cannot enforce its budget decisions merely by 
comparing the amounts in new legislation with its budgeted levels. The portions of the 
budget governed by existing law are controlled primarily through the reconciliation proce­
dures mentioned earlier. Committees subject to reconciliation instructions in most instances 
are given a deadline by which they are to report changes in existing laws. The recommen­
dations of the instructed committees usually are consolidated into an omnibus reconciliation 
bill. 

Congressional committees also can report legislation changing revenue or spending laws 
(such as entitlements) on their own initiative. When they do so, the amounts of revenue or 
spending estimated to result from enactment of the measure are compared to the budget 
resolution or the Section 302 (or Section 602) subdivisions. Under some circumstances, 
variance from the budgeted levels can lead to a point of order barring consideration of the 
legislation. 
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Implementation of the Budget 

Although they are bound by congressional decisions, agencies typically have some 
spending discretion because appropriations are made in broad categories. Agencies 
generally conform to the financial and program plans they submit to congressional 
committees but they often "reprogram" funds (shift them from one use to another within an 
account) or use other devices to meet unanticipated needs or changing conditions. Some 
reprogrammings require approval by legislative or appropriations committees. 

Agencies cannot spend appropriations until 0MB apportions those funds. The 
Antideficiency Act (31 U.S.C. 1512-1519) requires that 0MB apportion funds to prevent 
the necessity for deficiency or supplemental appropriations or to achieve the most effective 
and economical use of funds. 0MB apportions available funds among time periods (such 
as quarters or months) or projects, then agencies allot their apportioned funds among their 
administrative units. Agencies generally are not permitted to spend in excess of their 
apportionments or allotments. 

When the President or another executive official withholds funds provided by Congress, 
he uses the procedures set forth in the Impoundment Control Act of 1974. If the President 
wants to delay obligations or expenditures, he proposes a deferral, but may do so only for 
the reasons authorized in the Antideficiency Act. He cannot defer funds for policy reasons. 
If the President wants to cancel an appropriation, be must propose a rescission. If Congress 
fails to rescind the funds within a 45-day waiting period, the President must release the funds. 
The Comptroller General oversees compliance with the Impoundment Control Act. 

The final phase of the budget process is review and audit. Under the principle of" internal 
control," agencies have the primary responsibility for ensuring the propriety and efficiency 
of their expenditures. Agencies are required to maintain accounting systems and to audit 
their expenditures in accordance with standards promulgated by GAO. 

Roles of the Participants 

Budgeting cannot be an isolated activity, conducted solely by a small number of financial 
experts. Because the stakes in budgeting radiate to all sectors of public policy, the 
participants come from all parts of the Government. Some budget-makers are program 
specialists; others are fiscal experts. Some occupy central roles in Government; some 
participate from the limited perspective of a particular program or organization. The division 
of budgetary labor is essentially political in character: there are program advocates and 
fiscal guardians, legislative controllers and executive bargainers, presidential agents and 
agency spokesmen. 

The existence of parallel legislative and executive processes adds significantly to the 
number and diversity of budget participants. The executive branch has its own budget 
experts; so too does Congress. There are program experts in executive agencies as well as 
in congressional committees. Congress, in exercise of its budgetary independence, has 
developed its own databases, so as to avoid undue dependence on executive data. 

There is much greater budgetary heterogeneity in Congress than in the executive branch, 
however. As an institution that represents a diversity of interests and perspectives, Congress 
has diversified its budgetary processes to allow a multiplicity of participants. When it comes 
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to public money, no one in Congress is fully in charge, but just about every Member and 
committee has some role. 

The principal roles and functions of the participants in the budget process are enumerated 
in Exhibits 1-C, 1-D, and 1-E. 

Executive Roles 

There are three main participants in executive budgeting; arrayed in hierarchical order 
they are the President, 0MB, and the executive agencies. In addition to these, various 
executive units have specialized roles. The Department of the Treasury maintains 
Government-wide accounts, manages Federal cash and debt, issues periodic statements on 
the condition of the budget, and has the lead role (on the executive side) in tax policy. The 
Council of Economic Advisers prepares the annual Economic Report, forecasts economic 
trends, and advises the President (along with others) on economic policy. 

Budget roles cannot be considered independently of the participants. As the interests, 
skills, and relationships among participants change, so too do the roles they play. Some 
presidents take an active interest in budget policy; but few of them get involved in specific 
budget decisions. 

The manner in which the President uses 0MB (and its Director) varies from 
administration to administration. In some years, 0MB has the dominant role in budget 
policy; in other seasons, it faces tough competition from other presidential agencies and 
advisors. 

Yet there must be a measure of stability to budgetary roles, if only because of the urgent 
need to produce a budget each year. If some participants were to behave differently each 
year, others might not know what to expect of them or how to adjust their own roles. 
Budgeting is a process that depends on reciprocal expectations. It is expected that agencies 
will seek more funds for programs in their jurisdiction and that 0MB will seek to constrain 
budgetary growth. It is expected that the President will try to push his budget through 
Congress and that legislators will try to exercise some independence in budget policy, but 
it is also expected that both sides will compose their differences without going to the brink. 
When one side is more obdurate than usual, this pattern of expectations can break down, 
leading to protracted conflict, as happened in the 1980s. 

Legislative Roles 

In recent years, legislative budgetary roles have been less stable than in the past. Several 
explanations can be offered for this, beginning with the fact, already noted, that there is 
considerable diversity in legislative budgetary roles. However, the congressional budget 
process and other changes in budgetary procedure have been of greater importance. The 
Congressional Budget Act of 1974 introduced new participants in the legislative process, 
but it also retained old ones. On paper, the roles of the revenue, authorizing, and 
appropriating committees were hardly changed, but the establishment of the Budget 
Committees inevitably altered expectations and behavior. Even before the budget process 
was established, Congress was experiencing considerable budgetary turbulence. As many 
authorizing committees moved from permanent to periodic authorizations, they became 
more active in proposing spending levels for specific programs. Moreover, entitlements (as 
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well as other fonns of "backdoor spending") became more prevalent. These changes affected 
the jurisdiction and role of the Appropriations Committees. 

Despite the fact that the congressional budget process has been in operation for almost 
two decades, role changes continue to unfold in Congress. Reconciliation has altered 
legislative roles and relationships. In each year since 1975, the congressional budget process 
has been implemented differently. Multiyear budgeting was introduced one year, credit 
budgeting another; in some years party leaders have been active in shaping the budget; in 
other years they have remained on the sidelines. Relationships between Congress and the 
White House have varied from year to year and have contributed to role uncertainty on 
Capitol Hill. The GRH Act and deficit pressures also have influenced legislative roles and 
behavior. 

The budgetary roles and relationships of the President and congressional participants 
have been greatly affected by reliance on budget summit negotiations between the executive 
and legislative branches. A summit agreement in 1987 established overall budget policy for 
fiscal years 1988 and 1989, a 1989 summit agreement set overall policy for fiscal year 1990, 
and a summit agreement in 1990 established the budget framework for fiscal years 
1991-1995. 

Budget summits are inherently unstable because they depend on the willingness of the 
two branches to enter into negotiations and to set aside major differences in budget policy. 
One of the summit negotiations took place in the spring, the other two occurred in the fall. 
The first agreement covered two fiscal years, the next applied to only a single fiscal year, 
and the most recent covered five fiscal years. If summit negotiations guide budget making 
in the future, one result is likely to be greater uncertainty about the budgetary behavior of 
participants. 

Basic Concepts of Federal Budgeting 

The Federal budget is a compilation of numbers about the revenues, spending, and 
borrowing and debt of the Government. Revenues come largely from taxes, but stem from 
other sources as well (such as duties, fines, licenses, and gifts). Spending involves such 
concepts as budget authority, obligations, outlays, and offsetting collections. The numbers 
are computed according to rules and conventions that have accumulated over the years; they 
do not always conf onn to the way revenues and spending are accounted for in other 
processes. Some of the rules are not recognized in law, but they are nonetheless used by the 
various participants in Federal budgeting. Appendix D provides a glossary of terms used in 
the Federal budget process. 

The Terminology of Spending 

When Congress appropriates money, it provides "budget authority," that is, authority to 
enter into obligations. Budget authority also may be provided in legislation that does not go 
through the appropriations process ("backdoor spending" legislation). The key spending 
decisions relate to the obligations that agencies are authorized to incur during a fiscal year, 
not to the outlays made during the year. (Obligations occur when agencies enter into 
contracts, submit purchase orders, employ personnel, and so forth; outlays occur when 
obligations are liquidated, primarily through the issuance of checks, electronic fund 
transfers, or the disbursement of cash.) 
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Budget authority that first becomes available for a fiscal year is counted as "new budget 
authority." In programs that have permanent appropriations, new budget authority becomes 
available each year without congressional action. Under law, the income of the Social 
Security trust funds is automatically available for obligation; hence, the annual receipts of 
these funds are counted as new budget authority. 

The provision of budget authority is the key point at which Congress exercises control 
over Federal spending, although the outlay level often receives greater public attention 
because of its bearing on the deficit. Congress does not directly control outlays; each year's 
outlays derive in part from new budget authority and in part from "carryover" budget 
authority provided in prior years. For example, President Bush's budget for fiscal year 1992 
estimated that outlays would total $1,446 billion. As shown in Exhibit 1-F (taken from the 
President's fiscal year 1992 budget), approximately $1,066 billion of this amount was 
estimated to come from new budget authority for the fiscal year, while the remainder ($380 
billion) was estimated to come from budget authority enacted in prior years. 

Budget authority and outlays can be thought of as akin to deposits and withdrawals in a 
bank account. When Congress provides budget authority, whether by appropriating funds 
or otherwise enacting legislation that enables an agency to incur obligations, its actions have 
the effect of making a deposit into an agency account. That is, the budget authority augments 
the financial resources available to the agency. When bills are paid and outlays occur, 
resources are withdrawn from the agency's account. 

The relation of budget authority to outlays varies from program to program and depends 
on "spendout rates," the rates at which funds provided by Congress are obligated and 
payments disbursed. (See Exhibit 1-G for an illustration of spendout rates in military 
accounts.) In a program with a high spendout rate, most new budget authority is expended 
during the fiscal year; if thespendout rate is low, however, most of the outlays occur in later 
years. Regardless of the spendout rate, the outlays in the budget are merely estimates of the 
amounts that will be disbursed during the year. If payments turn out to be higher than the 
budget estimate, outlays will be above the budgeted level. The President and Congress 
control outlays indirectly by deciding on the amount of budget authority to be provided or 
by limiting the amount of obligations to be incurred. 

The GRH process has increased the prominence of outlays in Federal budgeting. Under 
this process, outlay estimates are essential in enforcing the deficit targets, discretionary 
spending limits, and the pay-as-you-go requirements. This process is outlined later in this 
chapter and discussed more fully in Chapter 5. 

Certain receipts of the Federal Government are accounted for as" offsets" against outlays 
rather than as revenues. Various fees collected by Government agencies are deducted from 
outlays; similarly, income from the sale of certain assets are treated as "offsetting receipts." 
Most such receipts are offsets against the outlays of the agencies that collect the money, but 
in the case of offshore oil leases, the revenues are deducted from the total outlays of the 
Government. Another type of offsetting receipt occurs when one Government account 
makes a payment to another account. For example, Federal agencies contribute to a trust 
fund that provides pensions to retired Federal employees. Because both the payment by the 
agency (to the trust fund) and by the trust fund (to retired workers) are computed as budget 
authority and outlays, there can be double counting of the same expenditures. To avoid this 
problem, payments by the agency to the trust fund are counted as offsets to total spending. 
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Baseline Budget Projections 

Budget decisions often are made by Congress in temis of baseline budget projections 
issued by CBO, sometimes in cooperation with 0MB. The baseline is an extrapolation of 
budget trends, typically for each of the next five fiscal years, based on the assumption that 
current policies will continue in effect. The baseline projections incorporate assumptions 
about inflation, workload changes mandated by law, and other factors. In almost every 
program, baseline projections are higher than the current level of spending. 

The baseline projections are used for various budgetary purposes, such as computing 
policy changes in the formulation of budget resolutions and in issuing and carrying out 
reconciliation instructions. These projections usually are the reference point in computing 
the amount of deficit reduction agreed to in budget summit negotiations between the 
President and Congress and enacted in reconciliation acts. Typically, therefore, it is possible 
to estimate future spending levels only with reference to the baseline. Exhibit 1-H provides 
a hypothetical example of baseline projections. 

Scope of the Budget 

The budget consists of two main groups of funds: federal funds and trust funds. Federal 
funds (which are similar to general funds in State and local government budgets) are not 
earmarked by law to any specific program or agency and derive from the general exercise 
of the taxing power. The use of these funds is determined largely by appropriations acts. 
Trust funds, by contrast, are restricted by law to designated programs or uses. These funds 
obtain most of their receipts from earmarked taxes and charges. The Social Security funds 
are the largest of the trust funds. The unified budget includes both the federal funds and the 
trust funds (with the exception of off-budget entities, which are discussed below). The 
balances in the trust funds are borrowed by the Federal Government; they are counted, 
therefore, in the Federal debt. Because these balances offset the budget deficit but are 
included in the Federal debt, the annual increase in the debt invariably exceeds the amount 
of the budget deficit. 

Capital and operating expenses are not segregated in the budget. Hence, monies paid for 
the operations of Government agencies as well as for the acquisition of long-life assets (such 
as buildings, roads, and weapons systems) are reported as budget outlays. Proposals have 
been made from time to time to divide the budget into capital and operating accounts. While 
these proposals have not been adopted, the budget contains various tables showing the 
investment and operating outlays of the Government. 

The budget totals do not include al I the financial transactions of the Federal Government. 
The main exclusions fall into two categories: (1) off-budget entities, and (2) 
Government-sponsored enterprises. In addition, the budget includes direct and guaranteed 
loans on the basis of the accounting rules established by the Federal Credit Reform Act of 
1990. These rules are summarized in a later section of this chapter and are discussed more 
fully in Chapter 9. 

Off-budget entities are excluded by law from the budget totals. The receipts and 
disbursements of the Social Security trust funds (the Federal Old-Age and Survivors 
Insurance Fund and the Federal Disability Insurance Fund) are excluded from the budget 
totals, as well as spending for the Postal Service. These transactions are shown separately 
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in the budget. Thus, the budget now reports two deficits: the budget deficit excluding the 
Social Security trust funds and the Postal Service, and the "consolidated" or unified deficit, 
which includes these entities and is the main focus of discussion in the President's budget. 

The transactions of Government-owned corporations (excluding the Postal Service), as 
well as revolving funds, are included in the budget on a net basis. That is, the amount shown 
in the budget is the difference between receipts and outlays, not the total activity of the 
enterprise or revolving fund. If, for example, a revolving fund has annual income of $150 
million and disbursements of $200 million, the budget would report $50 million as net 
outlays. 

Government-sponsored enterprises (GSEs) are excluded from the budget because they 
are deemed to be private rather than public entities. The Federal Government does not own 
any equity in these enterprises, most of which receive their financing from private sources. 
Although they were established by the Federal Government, their budgets are not reviewed 
by the President or Congress in the same manner as other programs. These enterprises engage 
in credit activities. At this writing, the Government-sponsored enterprises are: 

the Student Loan Marketing Association 

the College Construction Loan Insurance Association 

the Federal National Mortgage Association 

the Federal Home Loan Mortgage Corporation 

the Banks for Cooperatives 

the Fann Credit Banks 

the Farm Credit System Financial Assistance Corporation 

the Federal Agricultural Mortgage Corporation 

the Federal Home Loan Banks 

the Financing Corporation 

the Resolution Funding Corporation 

Budget schedules of the Government-sponsored enterprises are published in the Budget 
of the United States Government. 

Functional Categories of the Budget 

Budget authority and outlays are classified into 20 functional categories that represent 
the major objectives and operations of the Federal Government. The current list of budget 
functions is set forth in Exhibit 1-1. Each of the functions is divided into a number of 
subfunctions. 

Although the functional classification has diminished in importance in recent years, it 
is used for a number of purposes in the Federal budget process. First, the functional 
classification brings together in a single category the various programs and activities serving 
a common objective, regardless of the agency responsible for them. For example, the 
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"National Defense" function includes most of the programs and expenditures of the Defense 
Department, as well as defense-related activities of the Energy Department and other Federal 
agencies. 

Second, the functional classification shows the various types of resources spent on the 
same objective. Thus, the budget presents the budget authority, outlays, tax expenditures, 
and credit authority associated with each function. 

'Third, the functional classification may be used to explain the President's budget policies 
and is used to present budgetary data. 

Finally, the functional classification is used in establishing congressional budget 
priorities. Each budget resolution contains a functional allocation of new budget authority, 
outlays, and credit authority for the next five fiscal years. (See Exhibit 3-D for a display of 
this functional allocation.) 

Deficit Reduction and the Discretionary Spending Limits 

Since the early 1980s, annual consideration of the budget has been dominated by concern 
about the budget deficit. The reason for this concern is evident from Exhibit 1-J, which 
displays the budget deficit at two-year intervals since fiscal year 1983. In the mid-1980s, 
the deficit exceeded $200 billion and amounted to almost six percent of the gross national 
product. In the early 1990s, the deficit approached the $300 billion level. 

The size of the deficit depends on how it is measured. The #total" or "consolidated" 
deficit combines all on-budget federal funds and trust funds with the off-budget entities (the 
Social Security trust funds and the Postal Service). The total deficit generally is regarded as 
the most comprehensive measure of the impact of the budget on the economy. 

A narrower measure of the deficit is derived by excluding the Social Security trust funds 
from the totals. As noted, this exclusion is mandated by law, although Social Security is 
counted in the budget in reports on the deficit. In 1983, Congress enacted legislation revising 
the financing of the Social Security trust funds in order to bring about increasing annual 
surpluses for the next several decades. As Exhibit 1-J shows, the Social Security trust funds 
bad a zero balance in fiscal year 1983 but the annual surplus is expected to rise to about $70 
billion a decade later. Therefore, excluding Social Security from computations of the deficit 
results in higher deficit figures. (The accumulated balance credited to these funds is much 
higher than the annual surplus; it now amounts to hundreds of billions of dollars and is 
projected to exceed $10 trillion in the early decades of the next century.) 

A still narrower measure of the deficit - the federal funds deficit -- would exclude all 
trust funds from deficit computations. As is the case with Social Security, the other trust 
funds in the net incur an annual surplus. Exhibit 1-J shows that the Federal funds deficit 
neared $400 billion in the early 1990s. 

Regardless of the measure used, it is evident that the deficit has been unusually high for 
an extended period of time. This chronic deficit prompted Congress to enact the GRH Act 
in 1985. The original GRH Act established deficit targets for each year through fiscal year 
1991, when the budget was to be balanced, and a sequestration process under which 
budgetary resources would be canceled automatically if the estimated deficit exceeded the 
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amowit allowed wider the Act. (The GRH Act and the sequestration process are discussed 
more fully in Chapter 5.) 

Even with the targets, the actual deficit has been above the targeted level. In fact, the 
actual deficit was not within the GRH Act target in any year since 1985, when the process 
was introduced, through 1990, when the process was substantially revised. (The GRH Act, 
as originally framed, did not require that the actual deficit be within the target; it required 
only that the deficit projected at the start of the fiscal year be within that amowit. Thus, any 
increase in the deficit during the fiscal year, whether because of changes in economic 
conditions, policy changes, or other factors, did not activate the sequestration process for 
that fiscal year.) 

Failure to achieve the deficit targets, and other problems, led Congress to reorient the 
GRH process in the BEA of 1990. Sequestration procedures were retained but the fixed 
deficit targets were replaced by adjustable ones, limits were imposed on discretionary 
spending, and a pay-as-you-go (PA YGO) process was established for revenues and direct 
(mandatory) spending. The revised GRH process still has deficit targets, but unlike the 
original ones, those currently in effect are adjusted to reflect updated reestimates of economic 
and technical assumptions and any changes in concepts or definitions. For fiscal years 
1991-1993, budget authority and outlay limits are established for three categories of 
discretionary spending: defense, international affairs, and domestic; for fiscal years 1994 
and 1995, the limits are applied only for total discretionary spending. Adjustments for 
specified purposes also are made in the discretionary spending limits for all fiscal years. 
Finally, the PAYGO process requires that legislation enacted during a session affecting 
revenues or direct spending not increase the deficit. Legislation reducing revenues or 
increasing direct spending must be fully offset (in the same or other legislation) by revenue 
increases or reductions in direct spending. Violations of the deficit targets, discretionary 
spending limits, or the PA YGO requirements are enforced by sequestration. The revised 
GRH process is in effect through fiscal year 1995, but it may be further revised or extended 
before its scheduled expiration date. 

Budgeting for Discretionary and Direct Spending 

The distinction drawn by the BEA of 1990 between discretionary spending and direct 
(mandatory) spending recognizes in law the fact that the Federal Government has somewhat 
different (though overlapping) means of dealing with these two types of spending. One set 
of procedures pertains to discretionary spending, another to direct spending. 

Most of the direct spending subject to the PA YGO process wider the BEA are 
entitlements; a small part consists of other forms of backdoor spending provided through 
authorizing legislation. In fact, entitlements now account for approximately half of total 
Federal spending. Their recent growth is shown in Exhibit 1-K, which also shows the rise 
in the number of recipients of these payments. The impressive feature of this trend is that 
most of the growth in spending and in the number of recipients has been built into existing 
law; for the most part, it has not been the result of new legislation. Indeed, the increase has 

occurred despite a number of legislative enactments to curtail entitlement programs. 

The procedures for discretionary and direct spending converge at two critical points in 
Federal budgeting: formulation of the President's budget and formulation of the 

congressional budget resolution. Both of these policy statements encompass discretionary 
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and direct spending. But as Exhibit 1-L indicates, the procedures used in budgeting for these 
types of expenditure differ greatly. The distinctions drawn in these exhibits have some 
notable exceptions. Some procedures associated with direct spending are applied to 
particular types of discretionary programs, and vice versa. Nevertheless, the generalizations 
presented here help to explain the complications of the budget process and explain how 
decisions are made. The paragraphs below correspond to the entries in Exhibit 1-L. 

(1) Budgetary Impact of Authori1.ing Legislation. With respect to budgetary impact, an 
authorization for a discretionary spending program is onJy a license to enact an appropria­
tion. The amount of budgetary resources available for spending is determined in annual 
appropriations acts. For direct spending programs (principally entitlements), on the other 
hand, the authorizing legislation either provides, or effectively mandates the appropriation 
of, budget authority. In those cases where entitlement programs are subject to annual 
appropriation, the Appropriations Committees have little or no discretion as to the amounts 
they must provide. 

(2) Committees Which Provide Budget Authority. It follows from the previous entry 
that the Appropriations Committees have jurisdiction and effective control over discretion­
ary spending programs, while authorizing committees effectively control direct spending 
programs (even those funded in annual appropriations acts). Accordingly, when legislation 
establishes a program as discretionary or direct spending, it not only determines the character 
of spending but the locus of congressional control as well. 

(3) Frequency of Decision-Making. Discretionary appropriations are, with few excep­
tions, made annually for the current or next fiscal year. Direct spending programs typically 
are established in permanent law that continues in effect until such time as it is revised or 
terminated by another law. The fact that many entitlements have annual appropriations does 
not diminish from the permanence of the laws governing the amounts spent. It should be 
noted, however, that some direct spending programs, such as Medicare, have been subject 
to frequent legislative changes. The purpose of such legislation has been to modify existing 
law, not to provide annual funding. 

(4) Means of Enforcing the Budget Resolution. The procedures used by Congress to 
enforce the policies set forth in the annual budget resolution differ somewhat for discretion­
ary and direct spending programs. For both types of spending, Congress relies on allocations 
made under Section 302 (and Section 602) of the Congressional Budget Act of 1974 to 
ensure that spending legislation reported by House and Senate committees conforms to 
established budget policies. But although this procedure is effective in controlling new 
legislation -- both annual appropriations measures and new entitlement legislation -- it is 
not an effective control on the spending that results from existing laws. Hence, Congress 
relies on reconciliation procedures to enforce budget policies with respect to existing 
spending and revenue laws. Reconciliation is not currently applied to discretionary programs 
funded in annual appropriations measures. 

(5) Rules Under the Budget En/ orcement Act. Discretionary programs are subject to 
the spending limits set in the BEA. Direct spending is not capped, but operates under the 
PAYGO process (established by the BEA), which requires that direct spending and revenue 
legislation enacted for a fiscal year be deficit neutral. The lack of caps is due to the fact that 
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most direct spending programs are open-ended, with spending determined by eligibility rules 
and payment formulas in existing law rather than by new legislation. 

(6) Basis of Computing Changes. The baseline projections discussed earlier are applied 
to both discretionary and direct spending programs, but they are much more prominently 
used in computing changes for the latter. In recommending funds for discretionary programs, 
the Appropriations Committees rely almost exclusively on two other benchmarks: the 
appropriation for the current fiscal year and the amount requested by the President for the 
upcoming fiscal year. These committees regularly compare the amount recommended by 
them to each of these benchmarks, but make no mention in their reports of baseline budget 
projections. In the case of direct spending programs, however, the reconciliation instruc­
tions, legislative changes made in reconciliation bills, and other claimed savings (or 
increases) are computed in terms of the baseline projections. 

(7) Nature of Typical Decision. Because discretionary spending is determined in annual 
appropriations acts, the typical decision facing Congress for such spending is the amount 
by which it should be changed from the current year's level. Direct spending is determined 
by permanent law and often is affected by exogenous factors, such as price changes, so that 
decisions typically deal with the amount of increases or decreases from baseline levels. In 
direct spending programs, increases often are built into law; in discretionary spending 
programs, they are not. 

(8) Impact of Economic Changes. When economic conditions -- such as the inflation 
or unemployment rate -- change, there often is an automatic, reciprocal change in direct 
spending. A price rise triggers cost-of-living adjustments (COLAs) in various payment 
programs, as does a rise in the number of persons filing unemployment claims or participat­
ing in the Food Stamps program. Discretionary programs are, by contrast, largely insulated 
from such changes. When prices rise, for example, Congress can opt to appropriate more 
discretionary funds or it can compel the affected agency to absorb the inflation. 

The Chain of Spending Control 

The many pieces and procedures of the Federal budget process have been introduced in 
this chapter. At this point, it would be useful to put some of the pieces together to see how 
they create a chain of spending controls as part of an integrated budget process (see Exhibit 
1-M). The controls traced in the exhibit pertain most fully to discretionary spending. A 
somewhat different set of controls would apply to other parts of the budget, such as direct 
spending and revenues, though there are many common features. The discussion that follows 
is keyed to the accompanying exhibit. 

Before explaining the individual controls, two points should be noted. First, each control 
(other than the first one) includes "may not be exceeded" rules. These rules establish a chain 
relationship among the various parts of the process. But the "may not be exceeded" rules do 
not always mean that the controls produce the desired results. For one thing, there can be 
various adjustments or exceptions, as will be explained below. For another, enforcement of 
the "may not be exceeded" rules often depends on estimates and assumptions which may 
prove to be erroneous as events unfold. Third, enforcement of those rules pertaining to 
Congress sometimes may be set aside. Despite these caveats, the sequence of controls 
generally are quite effectjve in keeping discretionary spending within established limits. 
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The second point to be noted is that the chain of controls engages the participation of 
virtually all executive and legislative participants in Federal budgeting. Note, however, that 
the chain does not begin with the President's budget because (as discussed earlier) it is only 
a set of recommendations. Congress does not have to accept these recommendations in its 
own budget actions. Note also that the chain does not include authorizing legislation because 
these measures do not always limit the amount that may be appropriated. 

(1) Discretionary Spending Limits. The limits set dollar caps on budget authority and 
outlays, subject to adjustment by 0MB for certain purposes prescribed by law, on three 
categories of discretionary spending for fiscal years 1991-1993 (defense, international 
affairs, and domestic) and on total discretionary spending for fiscal years 1994 and 1995. 
The President's budget recommendations and the congressional budget resolution adhere to 
these limits. 

(2) Budget Resolution Aggregates. Legislation considered by Congress may not violate
the aggregate spending levels (total budget authority and total outlays) in the budget 
resolution and, by implication, may not exceed the discretionary spending limits. 

(3) Section 302(a) (and Section 602(a)) Allocalions. After a budget resolution is
adopted, the total budget authority and outlays in it are allocated among House and Senate 
committees with jurisdiction over discretionary or direct spending. Discretionary spending 
is under the jurisdiction of the Appropriations Committees. The total amounts allocated to 
committees may not exceed the budget resolution aggregates. 

(4) Section 302(b) (and Section 602(b)) Subdivisions. The Appropriations Committees
are required to subdivide their allocations among their subcommittees. The other committees 
may subdivide their allocations among their subcommittees or programs (but they are not 
required to make such subdivisions while the GRH Act remains in effect). The subcommittee 
(or other) subdivisions made by a committee may not exceed the amounts allocated to it. 
The spending in each annual appropriations measure is compared to the relevant subdivision 
made under Section 302(b) ( or Section 602(b )). In some cases, a point of order can be raised 
against an appropriations measure that exceeds the relevant subdivision. 

(5) Apportionments. After the appropriations measures have been enacted, 0MB
apportions funds to agencies by quarters of the fiscal year or by project. The amounts 
apportioned during the fiscal yea.r may not be more than the amount appropriated. However, 
Ndcficiency" apportionments are permitted in some instances. 

(6) Allotments. Each department and agency allots the amount apportioned to it among
its subunits. The amount allotted may not be more than the amount apportioned. Some 
agencies (generally small ones) skip the allotment procedure. 

(7) Obligalions. An agency is not permitted to obligate (except under very limited
exceptions) in excess of the resources available to it or for purposes other than those for 
which the funds were provided. The amount available for obligation in an account may 
include -- in addition to new appropriations -- transfers from other accounts, funds carried 
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over from prior years, and (when authorized by law) certain offsetting receipts collected by 
the agency. 

(8) Outlays. This is the final step in the chain of spending control. The Department of
the Treasury makes payments to liquidate obligations lawfully inc11tted by agencies. Outlays 
may not exceed obligations. 

The Budget and the Economy 

A key purpose of the Federal budget is to allocate public funds among Government 
agencies and programs. Viewed from this perspective, the budget is an internal management 
tool of Government. Much of the budget process entails relationships among Federal 
agencies and between the agencies and Congress. 

The budget, however, serves another role which transcends the internal operations of 
the Government. It is a prime means of influencing the condition of the economy. The size 
of the budget (and especially the deficit), the shape of tax policy, and the pattern of spending 
help determine the rate of economic growth, employment trends, interest rates, and price 
changes. When they make budget decisions, therefore, the President and Congress are guided 
in part by concern about the impact of their policies on economic performance. 

The relation of the budget and the economy is bilateral. Not only does the budget 
influence the economy, but the reverse also is true: the condition of the economy shapes 
budget outcomes. When the President and Congress formulate their budgets for the next 
fiscal year or beyond, they must make assumptions about future economic conditions. They 
typically make assumptions about real and nominal growth, the Gross National Product, 
short- and long-tenn interest rates, and inflation and unemployment rates. Differences in the 
assumptions used by the two branches of Government often account for sizeable differences 
in their planned budget levels. 

Because the budget is predicated on assumptions about future economic conditions, the 
extent to which the President's or Congress' budget policies materialize will depend, in 
substantial measure, on whether the assumptions prove to have been accurate. Any major 
discrepancy between assumed and actual economic conditions will translate into variances 
between expected and actual budget results. Exhibit 1-N reveals that the budget is highly 
sensitive to changes in economic conditions. Deviations of the economy from the assumed 
path will lead to higher or lower revenues, outlays, and deficits. Revenues are particularly 
sensitive to the rate of economic growth; outlays are particularly sensitive to the interest rate 
paid on Government debt. Moreover, as the exhibit indicates, the impact of these economic 
conditions on the budget compounds with each passing year. According to the information 
presented in Exhibit 1-N, one percentage point lower economic growth would subtract an 
estimated $7 billion from Federal revenues in the first year and $87 billion in the fifth year; 
a one percentage point rise in interest rates would add $3 billion to outlays in the first year 
and $26 billion in the fifth year. 

The relation of the budget and the economy is a matter of considerable dispute. 
Controversy rages over the appropriate size of the deficit, whether the large deficits 
experienced in the 1980s have damaged the economy, the assumptions to be used in making 
budget projections, and the extent to which Federal Government policy should affect the 
supply of, or the demand for, goods and services. 
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EXHIBIT 1-A 
Outlays and Receipts as a Percentage of GNP 

Percenta1e or GNP 

2-4 -- / 

Outlays~ / 
22 

20 

~ Rscsip~ _ --
-

18 

1 16 

" 
FISCAL YEAR 81 Bl 83 8<4 85 86 17 88 19 90 91 

, Receipt, - 20.1 19. 7 18.1 18.1 18.6 18.4 19.3 19 19,3 19.1 19.4 

Outlay■ - 22.7 23.8 24.3 23.1 23.9 23.7 22.7 22.3 22.3 23.2 24.7 

Deficit 2.6 4.1 6.3 s S.4 S.3 3.4 3.2 3 4.1 S.3 

" ' 2 

(1) During the period from fiscal year 1981 through 1991, both receipts and outlays fluctuated 
within a narrow range. Relative to Gross National Product (GNP), the range was 2 percentage 
points for receipts and 2.4 percentage points for outlays. 

(2) Relative to GNP, the budget deficit ranged from 2.6 percentage points (in fiscal year 1981) to 
6.2 percentage points (in fiscal year 1983). During the entire period. the budget deficit averaged 
more than 4 percent of GNP. 

(3) The percentages shown here are on a ff consolidated" budget basis; they include the transactions 
of the Social Security trust funds and spending of the Postal Service, which are off-budget 
entities. If these entities were excluded, both outlays and receipts would be a lower percentage 
of GNP, but the deficit would be a higher percentage. 

SOURCE: Figure prepared by the Congressional Research Service from data contained in: C.on~onal Budget Office, 
The Economic and Budget Outlook: Fiscal Yean 1992-1996, January 1991, pages 63 and 147. 
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EXIIlBIT 1-B 
Major Phases of the Federal Budget Process 

Before 
the Fiscal 

Year 

Formulation 

Congressional Action 

During 
the Fiscal 

Year 

Implementation 

After 
the Fiscal 

Year 

Review 

Formulation of the President's Budget: The President submits his budget to 
Congress in early February, about eight months before the fiscal year starts on 
October 1. Budget guidelines are developed in the preceding spring and agencies 
prepare their requests during the summer. In the fall, the President and 0MB review 
the agency requests. 

Congressional Action on the Budget: Congress adopts the budget resolution in the 
spring and then considers spending, revenue, and debt-limit legislation in the summer 
and fall (sometimes not completing action on important budgetary legislation until 
after the fiscal year has begun). 

Implementation of the Budget: 0MB apportions funds to agencies; agencies make 
allotments, obligate funds and conduct activities, and request supplemental 
appropriations; and the President proposes impoundments. 

Review: Post-auditing and program evaluation occur and final budget data are made 
available. 

SOURCE: Figure prepared by the Congressional Research Service. 
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EXHIBIT 1-C 
Principal Budgetary Functions of the Executive Branch 

President Office of Management Federal Agencies 
and Budget 

Establishes executive budget Operates executive budget sys- Submit budget requests to 
policy and submits budget to tem and advises President on 0MB; appeal to President for 
Congress. issues. more funds. 

Submits supplemental re- Issues planning targets and Jus tify P resident's budget 
quests, budget amendments, budget "marks" to agencies. recommendations before con-
and updates to Congress. gressional committees. 

Prepares budget options and 
Signs (or vetoes) revenue, ap- recommendations for Presi- Request apportionment from 
propriations, and other budget- dent. 0MB and allot funds among 
related measures passed by subunits. 
Congress. Issues sequestration reports 

under the Gramm-Rudman- Maintain accoWlting systems 
Notifies Congress of proposed Hollings Act. and systems of internal control. 
rescissions and deferrals. 

Reviews proposed legislation Obligate funds and pre-audit 
Issues sequestration orders to and testimony to determine expenditures. 
cancel budgetary resources. whether it conforms to the 

President's budget. Carry out the activities for 
which funds were provided. 

Apportions funds and oversees 
execution of the budget. 

Conducts management ac-
tivities to improve efficiency 
of Federal expenditures. 

SOURCE: Table prepared by the Congressional Research Service. 
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EXHIBIT 1-D 
Principal Budgetary Functions of Congressional Committees 

Authorizing 
Committees 

Appropriations 
Committees 

Revenue 
Committees 

Budget 
Committees 

Report authorizing Report regular and Report revenue lcgis- Report budget resolu-
and entitlement legis- supplemental ap- lation. tions. 
lation. propriations bills. 

Oversee executive 
agencies. 

Submit views and es­
timates to Budget 
Committee on matters 
in their jurisdiction. 

Review proposed res­
cissions and deferrals. 

Submit views and es­
timates to Budget 
Committees on 
Federal spending. 

Recommend changes I nclude limits on 
in laws pursuant to credit programs in ap­
reconciliation instruc- propriations bills. 
tions. 

Establish rules for 
Include CBO cost es- reprogramming. 
timates in reports on 
their legislation. Establish account 

structure for Federal 
agencies. 

Report legislation on 
public debt, Social 
Security, and certain 
other entitlements. 

Submit views and es­
timates to Budget 
Committees on mat­
ters in their jurisdic-
tion. 

Draft reconciliation 
instructions and com­
pile reconciliation bill. 

Allocate new budget 
authority, outlays, and 
new entitlement and 
credit authority to 
committees. 

Monitor budget and 
Recommend changes advise Congress on its 
in laws pursuant to status. 
reconciliation instruc-
tions. (Senate) reports 

resolutions waiving 
certain budget proce­
dures. 

SOURCE: Table prepared by the Congres,gonaJ Research Service. 
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EXlilBIT 1-E 
Principal Budgetaty Functions of Congressional Support Agencies 

Congressional Budget 
Office 

General Accounting 
Office* 

Congressional 
Research 
Service 

Issues reports on budget and Issues accounting guidelines Analyzes legislative issues and 
economy, including 5-year and reviews agency accounting proposals affecting agency and 
projections. systems. program operations. 

Estimates 5-year cost of Reviews deferrals and rescis- Prepares legislative histories of 
reported bills. sionstodeterminewhetbertbey particular legislation and 

Issues sequestration reports 
under the Gramm-Rudman­
Hollings Act. 

Maintains database for 
scorekeeping. 

Prepares baseline budget 
projections. 

have been properly reported, programs. 
and funds released as required. 

Analyzes proposals to change 
Audits operations of certain the Federal budget process. 
Federal agencies. 

Assists Committees and Mem­
Issues legal opinions concern- hers by providing data and 
ing the use of funds. analyses relevant to their legis­

lative responsibilities. 
Settles claims and debt callee-
tion issues involving appeals 

Assists the budget, tax, ap- of agency actions and certain 
propriations, and other com- questions of law. 
mittees. 

Evaluates programs and 
develops methods for assessing 
the effectiveness of expendi­
tures. 

•some GAO functions are executive 
or judicial in nature. 

SOURCE: Table prepared by the Congressional Research Service. 
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EXJilBIT 1-F 
Relation of Budget Authority to Outlays 

S Billions 

New Authority 
Recommended 

for 1992 
1,577.8 

Unspent Authority 
Enacted in 
Prior Years 
1,614.2 

To be spent in 1992 

1,065.9 

Outlays 
in 1992 

• 

To be spent in 
Future Years 

1,200.6 

Unspent Authority 
for Outlays in 

• Future Years

1,712.6

3 

4 

(1) This exhibit shows the relationship of total new budget authority and total outlays in the fiscal
year 1992 budget. It shows that: (a) not all budget authority is outlayed in the year for which it
is provided; and (b) a portion of each year's outlays derives from budget authority provided in
prior years. The flow of outlays from budget authority is measured by the spendout rate,
sometimes called the outlay rate (see next exhibit).

(2) Total new budget authority typically exceeds total outlays for a fiscal year because: (a) in
programs with long lead-times, such as construction, it takes time for the resources provided
by Congress to be spent; and (b) trust funds -- such as Social Security -- build up balances
(which are computed as budget authority) that are spent in future years.

(3) The outlays set forth in the budget are only estimates of the amount to be spent. Actual outlays
for a fiscal year may vary significantly from the estimate. However, the GRH process has
established controls on annual appropriations acts and other legislation affecting the volume of
outlays in a fiscal year.

(4) Unspent budget authority carried over into future years consists of both obligated and
unobligated balances. Most of the obligated balances are for contracts entered into in prior years;
most of the unobligated balances are in trust funds.

SOURCE: Budget of the United States Government, Fiscal Year 1992, Part Four, page 206.

• 
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EXHIBIT 1-G 
Spendout (Outlay) Rates 

liil Outla�� b� Yill ---

Elm Sm:illl:ld Dml Emu:lb F"lfth 

IIILITARY PERSONNEL 

I 
2 

� 

Nffl'f 94.9% 4.9% 

Navy 95.5% 4.3% 
Marine c«ps 95.8% 3..9% 0.1% 
MForce 95.8% 4.0% 

Resetvt Personnel, Anny 91.6% 7.4% 0.5% 
Reserve Personnel, Navy 90.7% 7.3% 1.0% 
Res Personnel, Marine Corps 89.2% 8.8% 0.7% 
Res Ptfsonnel, M Force 93.5% 4.9% 0.1% 
Natt Guard Pll10Mel, Nffl'f 92.5% 6.8% 0.2% 
Nall Guard Pll10Mel, M Force 94.5% 4.7% 0.1% 

PROCUREMENT 
Annll Proanmlll1, Nmy 13.0% 41.0% 24.0% 13.0% 5.0% 
M.de Procurement, Nffl'f 5.0% 30.0% 49.0% 13.0% 1.0% 
Weeps. & Trad(ecf CombatVeh. 1.0% 42.5% 37.0% 10.5% 5.3% 
Ammooition Procurement, Anny 34.0% 14.0% 37.0% •2.0% 11.0% 
Other Proaument, Anny 11.0% 33.0% 28.0% 18.5% 7.5% 
Ann11 Procurement, Navy 13.5% 32.4% 33.0% 12.3% 3.9% 

Weapons Pr� Navy 11.0% 33.0% 37.0% 12.0% 3..S% 

SNpbuilding & ConYeBion, Navy 4.0% 17.0% 23.3% 14.7% 15.0% 

' 
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(1) The spendout rates are used for a number of budgetary purposes: (a) to estimate budget outlays
in the President's and congressional budgets; (b) to enforce outlay limits on certain accounts;
and (c) to make certain computations under the GRH Act. Spendout rates are computed as a
percentage of new budget authority. Thus, a spendout rate of 10 percent means that 10 percent
of the new budget authority results in outlays during a particular year.

(2) Diff crent types of accounts spend at different rates. Personnel accounts spend out more than
90 percent of their funds in the first year for which they were appropriated; procurement
accounts typically spend out most of the funds in subsequent years.

(3) Some accounts, such as Shipbuilding & Conversion, Navy, still yield outlays more than five
years after funds were appropriated. Note that after five years the spendout rates in this account
add up to less than 75 percent

SOURCE: Joint Report oft� CBOand 0MB Directors Pursuant to Section 5 oft� National Defe= Authorization Act 
for Fi.seal Years 1990 and 1991, January 17, I 990, Table I. 

I 
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Chapter 1. OVERVIEW OF THE FEDERAL BUDGET PROCESS 

EXHIBIT 1-H 
Baseline Budget Projections 

(lNcltwt a111horiiy ID billlo.,. or dollan) 

FY 1982 F'i1993 FY lte4 

100.00 112.36 1.26.25 

+15.00 +15.82 +Ul 
i21!§ +8 .23 ..±.U§ 
+12.35 +13.90 ♦15.159 

112.35 126.25 141.84 

-2.00 -UI -7.28 
:U;i -=1J.Q :.l.1.§§ 
-5.23 -11.61 -18.93 

107.12 114.74 122.91 

FY 111116 FYlllll6 

141.84 1119.36 1 

♦7.09 +7.VT 
+10.43 +11.71 
+17.62 ♦19.68 

169.36 179.04 

-10.88 -14.70 
:Um All
-27.70 -38.01 

5 
131.66 1'1.03 

(Nole: total� n,ductio.,. � fi..,,-.. amow,I to -101.38) 

(1) 1hls hypothetical example shows baseline projections of budget authority for fiscal years
1992-1996, based on an assumed level of budget authority for the current year (fiscal year 1991)
of $100 billion.

(2) The baseline includes adjustments for projected inflation (in this case, inflation increases of five
percent for each year covered by the baseline) and mandatory workload increases (such as
increases in the number of Social Security recipients). These adjustments typically lead to
projections of rising spending in each subsequent year.

(3) Policy changes represent changes from established policy (often involving changes in law) and
cause spending to vary from baseline levels. For example, such changes might include setting
inflation adjustments below projected levels (in this case, a 3 percent cap) or modifying
eligibility rules so as to reduce workload increases (in this case, limiting them to 4 percent).

(4) The changes shown here wouM bring estimated spending to levels below the baseline. Changes
can also take the form of program expansions that cause spending to exceed baseline levels.

(5) Note that spending reductions tend to grow in the outyears; in this instance, the assumed policy
changes save an estimated $5.23 billion from the projected baseline in the first year and $38.01
billion in the fifth year. In this hypothetical example, the cumulative savings over five years
($101.38 billion) exceed the projected spending level for fiscal year 1992 ($100 billion).

SOURCE: Table prepared by the Congressional Research Service. 

' -- "' -......- - - -
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EXHIBIT 1-1 

Functional Categories of the Budget 

(050) National Defense
(150) International Affairs
(250) General Science, Space, and Technology
(270) Energy
(300) Natural Resources and Environment
(350) Agriculture
(870) Commerce and Housing Credit
(400) Transportation
(460) Community and Regional Development
(500) F.ducation, Training, Employment, and Social Services
(550) Health
(570) Medicare

3 (600) Income Security
-- (650) Social Security 

(700) Veterans Benefits and Services
(750) Administration of Justice
(800) General Government
(900) Net Interest
(920) Allowances

4 /
v (950) Undistributed Offsetting Receipts 

CRS-27 

(1) The functional categories are used for several purposes, including formulation of the annual
budget resolution. The functional categories group together related programs; a single category
often covers programs from several different departments and agencies and involves funding
from several different annual appropriations acts.

(2) Each function is divided into a number of subfunctions. Each budget account is assigned lo a
single subfunction. The last 3 digits in an account's identification code represent its functional
classification (see Exhibit 2-K).

(3) Although it is off-budget, Social Security appears in the functional classification.

(4) "Allowances" and "Undistributed Offsetting Receipts" are adjustments to the budget totals.

SOURCE: House Report No. 102-32 (report to accompany H.Con.Res. 121 - Concurrent Resolution on lhe Budget, FY 
1992), April 12, 1991, page 181. 
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EXlilBITl-J 
Alternative Measurements of the Deficit 

Bllllona of Dollars 
0 

-100 

-200 

-300 

-400 

2 DEFICIT 1983 1985 1987 1989 1991 

Total (Consolidated) - -208 -212 -150 -153 -269 
On Budget ~ -208 -222 -169 -206 -321 
Federal Funds - -231 -266 -222 -276 -381 3 
Surplus-Soc Security 0 9 20 52 54 

4 Surplus- Other Trust Funds 23 45 53 71 58 

(1) This table displays three alternative measurements of the deficit: (a) on a total (or 
"consolidated") basis; (b) on an on-budget basis (which excludes Social Security and the Postal 
Service); and (c) on a Federal-funds basis. Depending on the basis for measurement, the deficit 
for fiscal year 1991 ranged from $269 billion to $381 billion. 

(2) The total (or "consolidated") deficit incorporates both on-budget and off-budget transactions, 
but it does not include the finances of Government-sponsored enterprises. 

(3) With Social Security excluded, the reported deficit is much higher because the annual surplus 
in these funds does not off set the deficit in the rest of the budget. 

(4) The federal funds deficit excludes all trust funds, whether they are on-budget or off-budget. 

SOURCE: Chart prepared by the Congressional Research Service. 
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EXHIBIT 1-K 
Federal Payments for Individuals 

l'iacaJY-.r. 1970 1980 Ul80 1992 1096 prc>J. 

Bpe,n,dins for 'EatUa--t. 
(la WllioDt ol dallazw) 2 

TOTAL PAYMENTS 86 278 684 701 912 

PAYMENTS AB A 83'6 ,1. ,,. 4K 6K 
PERCENT OF TOTAL 
FEDERAL OUTLAYS 

~Mlm l2t Him tmanma: 
Social Secvrit, 9 11• 143 283 315() 

UnemployaMnt Jeeietenoe s 17 17 25 23 
Fedenl Retbw11M11>t 6 17 63 159 76 

3 Medicare 7 34 107 124 193 
Medlcaid 3 13 41 60 100 
Student Aeei.wtanoe 1 6 10 10 2 
Bou.ni Aeei.wtanoe 1 6 16 20 25 
Food Stampe I 9 15 20 23 

Family Support (AFDC) • 7 12 15 17 
Veterana' Aeeiatat101 9 21 29 32 36 
S11pplemutal Secwity lnmme 0 6 11 16 22 

Redpleaa ot Ma,Jar En&it~entll 
(la mllllo11111) 

42 
4 

8ocia1Secllrity 26 35 39 41 
Food Sta.mp1 II 19 111 22 22 

{and~n) 
Family Support (AFDC) 7 11 11 18 13 

MAKW:UeHI 20 28 S3 34 36 
Medicaid 16 22 25 29 S3 

(1) This exhibit consists of three sections. The first shows entitlement spending as a percentage of 
total Federal outlays; the second part shows outlays for major entitlement programs; and the 
third part shows trends in the number of recipients of major entitlement programs. 

(2) Spending for entitlements has grown more than ten-fold between fiscal year 1970 and fiscal 
year 1992. Entitlements also have claimed an increasingly greater share of the budget. 
Entitlement payments, as a percentage of total Federal outlays, have increased from 33 percent 
in fiscal year 1970 to nearly 50 percent in fiscal year 1992, and is projected to rise to 59 percent 
in fiscal year 1996. 

(3) Most entitlement spending involves retirement and disability programs (such as Social Security) 
and health programs. 

(4) Because most entitlement spending stems from pennanent law, spending automatically 
increases over time as more people become eligible for benefits. The number of entitlement 
recipients is expected to about double between fiscal year 1970 and fiscal year 1996. 

SOURCE: Table prepared by the Cong~onal Research Service. 
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EXHIBIT 1-L 
Comparison of Discretionary and Direct (Mandatory) Spending 

Feature Discretionary Direct (Mandatory) 
Snendinl! Snendin2 

( 1) Budgetary impact of Authorizes consideration of ap- Provides budgetary resources. 
authorizing legislation. propriations measures. 

(2) Committees which provide Appropriations Committees Authorizing committees. 
budget authority. 

(3) Frequency of decision- Annual. Episodic. 
making. 

(4) Means of enforcing the Section 302 and 602 alloca- Reconciliation. 
budget resolution. tions. 

(5) Rules under the Budget En- Discretionary spending limits. Pay-as-you-go requirements. 
forcement Act. 

(6) Basis of computing chan- Current year 's spending and the Baseline budget projections. 
ges. President's request. 

(7) Nature of typical decision. How much to increase. How much to decrease. 

(8). Impact of economic chan- Indirect, discretionary. Direct, automatic. 
_ges. 

SOURCE: Table prepared by the Congressional Research Service. 
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EXHIBIT 1-M 
The Chain of Discretionary Spending Control 

Control 
or Limitation 

(1) DISCRETIONARY 
SPENDING LIMITS 

(2) BUDGET 
RESOLUTION 
AGGREGATES 

(3) SECilON 302(A) 
(AND 602(A)) 
ALLOCATIONS 

(4) SECilON 302(B) 
(AND 602(8)) 
SUBDIVISIONS 

(5) APPORTIONMENTS 

(6) ALLOTMENTS 

(7) OBLIGATIONS 

(8) OUTLAYS 

Method 
of Control 

Caps on Discretionary budget authority and out­
lays, adjusted periodically by 0MB as 
prescribed by law; they apply to defense, inter­
national, and domestic categories (through FY 
1993) and to total amounts (through FY 1995). 

Ceilings on total budget authority and outlays 
which guide the enactment of legislation; by 
implication, budget resolution aggregates may 
not exceed discretionary spending limits. 

Allocations of total budget authority and outlays 
in the budget resolution to committees with 
spending jurisdiction; total amounts allocated lo 
committees may not exceed the budget resolu­
tion aggregates. 

A committee's subdivision of its spending al­
locations by subcommittee (or by program), 
which governs consideration of the committee's 
legislation; subdivisions made by a committee 
may not exceed its allocations. 

The distribution of enacted appropriations (or 
other resources) for a fiscal year by 0MB to an 
agency account on the basis of projects within 
the account or fiscal year quarter; the total 
amount apportioned during the fiscal year may 
not exceed the amount appropriated. 

The distribution of apportioned resources by a 
department or agency among its subunits; the 
amount allotted may not exceed the amount 
apportioned. 

Actions taken by Federal agencies that incur 
financial liabilities of the Federal Government; 
an agency may not obligate in excess of the 
resources available to it or for purposes other 
than those for which the funds were provided. 

Payments made by the Department of the 
Treasury lo liquidate obligations lawfully in­
curred by agencies; outlays may not exceed 
obligations. 

SOURCE: Table prepared by the Congressional Research Service. 
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EXHIBIT 1-N 
Sensitivity of Budget Projections to Chahges in Economic Conditions 

TABLE III-7. EFFECTS ON CBO BUDGET PROJECTIONS 
OF SELECTED CHANGES IN ECONOMIC A~UMPTIONS 
(By fiacal yur, in billion.a of dollara) 

1991 1992 1993 1994 1995 1996 

2 
_ Rnl Growth: Effect o!One-Pucenta;e-Polnt 

" Lower Annual Rate Beginoiog January 1991 

Chanre in Revenues -7 -23 -40 -60 -80 -103 I'-Chan1re in Outlays l 4 8 14 21 31 3 
Chanae in Deficit 8 26 "8 7" 102 134 

I Unemployment: Erfect of One-Percenta1e-Pol11t 
Higher Annual Rate Beginning January 1991 

I Chanee in Revenues -28 -42 .43 --44 -46 ·• 7 
Change in Outlay& 6 8 12 16 21 26 
Chanee in Deficit 33 •s 65 61 66 73 

4-t----- lDtlatlon: Effect or One-Percentaee-Polnt 
Higher Annual Rate Beginning January 11191 

Change in Revenues 6 17 30 45 61 78 
Change in Outlays 5 18 30 43 57 71 
Change in Deficit -1 a -1 -2 ., .7 

Interest Rates: Effect of One-Percentage-Point 
Higher Annuel Rain Beginnine January 1991 

Change in Revenues 0 0 0 0 0 0 
Change in Outlays 5 15 22 28 33 37 
Change in Deficit 6 15 22 28 33 37 5 

(1) Revenues and outlays, and therefore the deficit as well, are sensitive to changes in economic 
conditions, particularly the rate of growth, unemployment and inflation levels, and interest rates. 
This exhibit displays the estimated effects on tbe budget of changes in economic assumptions 
for each of these factors. 

(2) Real growth refers to the change in Gross National Product (GNP) after adjustment for price 
changes. 

(3) Lower real growth is likely to be accompanied by higher unemployment; hence, there is overlap 
between these two portions of the table. 

(4) Inflation increases both revenues and outlays in roughly equal degrees; accordingly, it has a 
relatively small impact on the deficit. 

(5) Changes in interest rates have a relatively small impact on the deficit in the year immediately 
ahead because most Federal debt is in long-tenn bonds with fixed interest rates. But the 
long-tenn effect of interest rate changes is much more pronounced. 

SOURCE: Congressional Budget Office, The Economic and Budget Outlook: Fiscal Years 1992-1996, January 1991, 
page 76. 



Chapter 2. THE PRESIDENT'S BUDGET 

The President's budget, officially referred to as the Budget of the United States 
Govemment, is submitted to Congress early in the legislative session, no later than the first 
Monday in February. The budget consists of estimates of spending, revenues, borrowing, 
and debt; policy and legislative recommendations; detailed estimates of the financial 
operations of Federal agencies and programs; data on the actual and projected perfonnance 
of the economy; and other information supporting the President's recommendations. 

The President's budget is only a request to Congress. Congress is not required to adopt 
the President's recommendations; in fact, one of the purposes of the budget resolution 
process described in Chapter 3 is to enhance Congress' independence from presidential 
influence. Nevertheless, the power to formulate and submit the budget is a vital tool in the 
President's direction of the executive branch and of national policy. The President's 
proposals often guide congressional revenue and spending decisions, though the extent of 
the influence varies from year to year and depends more on political and fiscal conditions 
than on the legal status of the budget. 

The Constitution does not provide for a budget, nor does it require the President to make 
recommendations concerning the revenues and spending of the Federal Government. Until 
1921, the Federal Government operated without a comprehensive presidential budget 
process. Instead, agencies submitted estimates to the Secretary of the Treasury (who 
compiled them in a Book of Estimates each year). The President was not formally involved 
in the process, though some Presidents actively intervened to shape financial policy. 

The Budget and Accounting Act of 1921 provides for a national budget system. Its basic 
requirement is that the President should prepare and submit a budget to Congress each year. 
The 1921 Act established the Bureau of the Budget (now the Office of Management and 
Budget) to assist the President in preparing and implementing the executive budget. 
Although it has been amended many times, this statute provides the legal basis for the 
presidential budget, prescribes much of its content, and defines the roles of the President 
and the agencies in the process. 

Formulation and Content of the President's Budget 

Preparation of the President's budget typically begins in the spring (or earlier) each year, 
at least nine months before the budget is submitted to Congress, about 17 months before the 
start of the fiscal year to which it pertains, and about 29 months before the close of that fiscal 
year. The early stages of budget preparation occur in Federal agencies. When they begin 
work on the budget for fiscal year, agencies already are implementing the budget for the 
fiscal year in progress and awaiting final appropriations actions and other legislative 
decisions for the fiscal year after that. The long lead times and the fact that appropriations 
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have not yet been made for the next year mean that the budget is prepared with a great deal 
of uncertainty about economic conditions, presidential policies, and congressional actions. 

At one time, 0MB had a formal process, known as the spring preview, for developing 
presidential budget guidelines for the next fiscal year. During the 1980s, however, the formal 
process withered away (possibly because of the preoccupation of 0MB and the White House 
with congressional budget activity). Nowadays, however, agencies usually are at work 
preparing their own budgets before presidential policies and detailed technical instructions 
are communicated to them. Exhibit 2-A displays the budget preparation schedule in one 
Federal agency. Note that the process begins at the lower levels of the agency and moves 
progressively to higher levels until it is consolidated into an agency-wide budget for 
submission to 0MB. This "bottom up" approach is typical of Federal agencies, though some 
have elaborate planning processes which allow for objectives established at the top to guide 
budget preparation. 

As agencies formulate their budgets, they maintain continuing contact with the 0MB 
examiners assigned to them. These contacts provide agencies with guidance in preparing 
their budgets and also enable them to alert 0MB to any needs or problems that may loom 
ahead. Midway during their work on the budget, agencies receive Circular A-I I from 0MB 
which contains detailed instructions and schedules for submission of budget estimates. 

Agency requests are submitted to 0MB in late summer or early fall; these are reviewed 
by 0MB staff in consultation with the President and his aides. The review has several distinct 
stages: (1) staff review, during which 0MB staff prepare issue papers, consult with agency 
officials, and prepare recommendations; (2) Director's review, at which major issues are 
discussed, 0MB examiners defend their recommendations, and the 0MB Director makes 
budget decisions; (3) pass back, at which agencies are notified of the Director's decisions 
and have an opportunity to appeal to 0MB if they disagree with aspects of the pass back; ( 4) 
appeals, which are first taken to 0MB, but if agreement cannot be reached, may be taken 
to the President; and (5)final decisions, which are made by the President, pursuant to which 
agencies must promptly revise their budget submissions to bring them into accord with these 
decisions. The budget is then printed for distribution to Congress and the public. 

The Budget and Accounting Act of 1921 bars agencies from submitting their budget 
requests directly to Congress. Moreover, 0MB regulations provide for confidentiality in all 
budget requests and recommendations prior to the transmittal of the President's budget to 
Congress (see Exhibit 2-B). However, it is quite common for internal budget documents to 
become public while the budget is still being formulated. 

The format and content of the budget are partly determined by law, but the Budget and 
Accounting Act of 1921 authorizes the President to set forth the budget "in such form and 
detail" as he may determine. Over the years, there has been an increase in the types of 
information and explanatory material presented in the budget documents. Beginning with 
the budget for fiscal year 1991, the budget (which formerly involved as many as seven 
separate documents) has been presented in a single document. 

Much of the budget is an estimate of requirements under existing law rather than a request 
for congressional action. As shown in Exhibit 2-C, approximately half of the budget 
authority in the budget becomes available without congressional action. 
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The President submits a budget update (reflecting changed economic conditions, 
congressional actions, and other factors), referred to as the Mid-Session Review, by July 15 
each year. The President may revise his recommendations any time during the year. Changes 
requested before Congress has acted are submitted as budget amendments; requests made 
for additional funds after Congress has acted on the particular appropriations measures are 
submitted as supplemental requests. The Mid-Session Review and messages transmitting 
budget amendments, supplemental requests, and impoundment proposals arc routinely 
printed as House documents. 

The President and his budget office have an important but limited role once the budget 
is submitted to Congress. 0MB officials and other presidential advisors appear before 
congressional committees to discuss overall policy and economic issues, but they generally 
leave formal discussions of specific programs to the affected agencies. Agencies thus bear 
the principal responsibility for defending the President's program recommendations at 
congressional hearings. Agencies arc supposed to justify the President's recommendations, 
not their own, and 0MB maintains an elaborate legislative clearance process to ensure that 
agency budget justifications, testimony, and other submissions are consistent with 
presidential policy. But the fragmented structure of the appropriations process and 
interactions at congressional hearings sometimes enable agencies to exert independence 
from the White House's position on particular issues. 

Independence from the President's recommendations also is fostered by CBO review of 
the Administration's proposals. The CBO review, which generally is published about one 
month after the President's budget is submitted to Congress, includes its reestimates of the 
President's budget, based on its own economic and technical assumptions. As Exhibit 2-D 
reveals, CBO sometimes finds that if the President's budget proposals were put into effect, 
they would yield a higher deficit than the Administration had projected. 

In recent years, several factors have given the President more continuing involvement 
in congressional action on the budget. One factor is the spending control and deficit reduction 
process under the GRH Act, which requires the President to notify Congress whether the 
projected deficit for the next fiscal year is within the target and whether the discretionary 
spending limits and pay-as-you-go requirements are being met. (This process is discussed 
in Chapter 5.) Another factor is the trend toward budget summits at which an overall 
agreement is negotiated by presidential aides and congressional leaders. Finally, with 
agencies and Congress acting more independently on budget matters than in the past, the 
President and his aides must closely monitor developments in Congress. 

The Economic Forecast and Projections 

Because of its size - outlays total more than 20 percent of the Gross National Product 
- the budget has a significant impact on the economy. As stated in the opening chapter, the
relationship between the budget and the economy is bilateral. Not only does budget policy
affect the economy, economic performance strongly influences budget outcomes. In making
the budget, the President must consider the condition of the economy and the potential effects
of Federal policies on prices, employment levels, the output of goods and services, and other
economic indicators.

The President's budget contains a forecast of economic conditions for the next two 
calendar years (see Exhibit 2-E). It also projects assumed economic performance for a 
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longer period. There is a marked tendency for these forecasts and assumptions to project 
steady improvement in the years ahead. Shortly after the budget is issued, the President 
submits an annual Economic Report to Congress. 'Th.is document also contains the annual 
report of the President's Council of Economic Advisers. 

Congress is not bound by the President's economic projections. It usually makes its own 
economic forecast (as shown in Exhibit 2-F), relying on data and analyses from the 
Congressional Budget Office, in formulating the budget resolution for the next fiscal year. 

The budget is highly sensitive to the level of economic growth, price changes, interest 
rates, and unemployment. Deviations between actual and projected economic conditions 
will cause receipts and outlays to vary from budgeted amounts. Receipts are especially 
sensitive to the level of economic activity; outlays are directly affected by interest rates. 
Exhibit 2-G shows how one recent set of budget projections (for fiscal years 1991-1995) 
were affected by variances between the initial and revised projections of economic 
conditions. In fiscal year 1991, changing economic conditions added $21.6 billion to outlays 
and reduced receipts by $49.4 biJlion, resulting in a net increase of $71.0 billion in the 
estimated deficit. While actual economic conditions often are less favorable than had been 
forecast, this is not always the case. 

Economic conditions are not the only factors causing the budget to veer off the projected 
course. Variances also result from policy decisions and from differences between the 
technical estimates used when the budget was prepared and those made as later information 
became available. 

Much of the adjustment of the budget to economic conditions is automatic; it occurs 
without presidential or congressional action. Budget receipts tend to fall in a weakening 
economy and to rise when the economy recovers. Outlays of various indexed programs are 
adjusted for price changes, and interest charges respond directly to changing interest rates. 
Periodically, the President issues an updated budget forecast to take account of fresh 
economic data and other developments. CBO also reestimates Federal receipts and outlays 
to reflect changing economic conditions. 

The GRH Act can affect the capacity of the Government to use the budget as an 
instrument of economic policy. That law prescribes deficit reduction as the key fiscal policy 
objective of the Federal Government. However, the GRH process can be suspended by 
Congress in case of recession or weak economic growth. 

Information in the President's Budget 

The President's budget contains a variety of data and information concerning both 
overall budget policy and particular programs and accounts. One useful guideline for 
understanding budget requests is to compare them to baseline estimates (see Exhibit 2-H). 
The baseline projects budget authority and outlay amounts without policy change. The 
baseline estimates are presented in both summary and more detailed fashion. 

Detailed information on each budget account is provided in the Budget. The Budget 
provides the text of the current appropriation for each annually-appropriated account (see 
Exhibit 2-1), as well as a narrative description of each account's programs and performance 
(see Exhibit 2-J). 
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Following the appropriations language and program statement, the Budget presents a 
"Program and Financing Schedule" for each account, as displayed in Exhibits 2-K and 2-L. 
This schedule shows the account's programs and financing sources and relates annual 
obligations to outlays. The Budget also contains a schedule of each account's objects of 
expenditure (see example in Exhibit 2-M), as well as a summary of positions associated 
with each account. 

The standard schedules shown in the Budget were designed for accounts which spend 
appropriated funds. Special schedules are used for credit transactions in which the Federal 
Government makes or guarantees loans. These are discussed in Chapter 9. Special schedules 
also are provided for business-type operations and various non-appropriated accounts. 

The major components of the President's budget (which, as stated previously, has been 
submitted as a single volume in recent years) are: 

Introduction, which includes the budget message of the President, an introduction by 
the 0MB Director, and a discussion of economic assumptions; 

Themes and Priorities, which discusses major revenue and spending proposals, as well 
as recommendations for improving financial management and the budget process, in broad 
areas; 

Receipts, which provides detailed information on receipts, user fees, other collections, 
and tax expenditures; 

Federal Programs by Function, Agency, and Account, which provides summary 
information on Federal spending and employment and detailed information on budget 
estimates by agency and account; 

Budget Enforcement Act Preview Report and Current Services Estimates, which 
are required by the GRH Act and the Congressional Budget Act of 1974, respectively; 

Alternative Budget Presentations, which pertain, among other things, to the national 
income and product accounts, trust and Federal funds, and physical capital investment; and 

Historical Tables, which generally provides information back to fiscal year 1940. 



CRS-38 Chapter 2. THE PRESIDENT'S BUDGET 

EXlilBIT2-A 
Budget Fonnulation by Agencies 

Development of the Preliminary ll&rch-April 

2 Budiet to NIH which includes 
Pro essional JUdgent Budgets 
submitted f r om I a to NIH 
Director . 

•Preliminary Budget Submission• May 
from NIH to PHS. 

PHS Initial Allowances; NIH May 
~~eals;and PHS Pinal 

owances. 

4 •Departlllental Budget Submission• 
from PHS to DHHS. 

June 3 

DHHS Initial Allowances; PHS July-August 
~~ala;and Secretary's Pinal 

owancea. 

•oMB Budget Submission• 
DHHSto 0MB, 

from September 

0MB Initial Allowances to DHHS. November 

DHHS Appeals to OMB/ President. November-December 

s OMB/ President's final policy 
decisions and allowances. 

December 

(1) This budget preparation calendar for the National Institutes of Health (NIH) shows a 
"bottom-up" process in which lower administrative submit requests to successively higher units. 
Some agencies use a more "top-down" process in which policy decisions are first made at higher 
echelons and communicated to subordinate units, which then fonnulate requests consistent with 
these policies. 

(2) Agencies typically commence a budget cycle in the early spring, as much as 18 months before 
the start of the fiscal year to which that budget pertains (and shortly after the President has 
submitted his budget for the next fiscal year). 

(3) This agency budget process for Nill involves six levels of organization: (a) the ICDs 
(Institutes/Centers/Divisions); (b) the National Institutes of Health; (c) the Public Health 
Service (PHS); (d) the Department of Health and Human Services (DHHS); (e) the Office of 
Management and Budget; and (f) the President 

(4) The basic steps within an agency entail submission of a preliminary budget from lower to higher 
units, issuance of " allowances" by the higher unit, appeals by the lower unit, and final decisions 
by the higher unit. These internal steps parallel the relationship between each agency and 0MB. 

(S) After receiving these OMB/presidential decisions, the Department confonns its budget 
submission to them. 

SOURCE: National Institutes of Health, Federal Budget Process As It Relates to NIH, undated internal memorandum. 
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EXHlBIT2-B 
Restrictions on the Release of Budgetary lnfonnation 

OMB Circular A-10 

3. =�t!Ymcnta for �o�fidcnfio)ity prior to officio) 
tron . The con i entia nature o agency aubmi•· 
aions, requests, reco111111endations, 8\lpporting materials and 
similar coDDunicationa should be maintained! since these
document• are an integral. part of the decia onmaking 
procesa by which the President reaolves budget issues and 
aevelops recoimnendations to the Congress. Presidential 
budget deciaions are not final until the budget itself 1• 
transmitted to congress. Amendments to the budget and aup­
plemental appropriatio.n requests may also follow the trans­
illittal of the budget. Budgetary material ahould not be 
diacloaed in any form prior to transmittal by the President
of the m&terial to which it pertains. The head of each 
agencr 1• responaible for preventing premature diacloaures
of th a budgetary information. 

31 u.s.c. 1108(.e) 

(e) Except as provided in subsection (f) of this section, an officer or cm•
ployee of an agency (as defined in section 1101 of this til.le) may submit to 
Congress or a committee of Conj!rcss an appropriations estimate or request, 
a request for an increase in that estimate or request, or a recommendation 
on meeting the financial needs of the Government only when requested by 
either House of Congress. 

CRS-39 

(1) 0MB circulars are numbered and begin with the letter "A." They establish regulations that
continue in effect from year to year Wlless changed, in contrast to 0MB bulletins, which are
effective only in the fiscal year for which they are issued.

(2) This 0MB circular is predicated on Section 206 of the Budget and Accounting Act of 1921 (31
U.S.C. I I 08(e)), which bars agencies from submitting their budget requests directly to Congr�
unless they are requested to do so by the House or Senate.

(3) Another section of this circular (not excerpted here) regulates agency testimony before
Con�. Agencies are required to defend the President's recommendations and to ask for the
amounts he has requested. In practice, however, agencies often find means of suggesting
amounts in excess of the President's request.

(4) 0MB guidelines (currently incorporated in Section 12.9 of Circular .A-11) bar agencies from
disclosing budgetary records until the end of the fiscal year to which such information pertains.

SOURCE: Office of Management and Budget, Circular A-10, March 29, 1982, page 3. 
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EXHIBIT2-C 
Legislative Status of the President's Budget 

Table D-1. IUOGET AlmtOIIITl' 
~n-..or-.) 

A..u.bll llwougll ClUll9III 1dlon by Iha Congreu : 
Enadld and pending ~~ ............................................................................................................ _ ........... . 
PrOl)OMd in f-s budge\: / _,, =~= .. =~~::-. ---.. ·:::~····.. .. ... :::::::::::::::: ................ -...................... .. 

2 To be requeslld &epara191y: 
Upon - cl ll'QPOMd legilllticfl _____ ............................ --·-.. ·- · ........................ -- : CMMII agerc,es• _____ ..................... -----· .... - ............................... .. 

·--
635 1 

.... _ .. 
678.3 

2.0 
-4.2 

62.9 

678.8 

8li.O 

0.1 
29.0 ~-of Oelense•Miitary• ........................................... - ............. - ...................................................... ~-_.j,.--4 --0.3 

768.0 760 I Sublo4al. avuabll twoug11 CUfftnt aaon by Cong,111 ................................................................................. ~ =635=·=1 e!-==~===i 

~ A•eillibll ~ c-t ec11on l)y CGng,HS (pe<1nanent WOll'"110nSJ: 

3 ,/' TNS\': .. :~ .. ::::·:::::~:::::::::~=~:~::~ ·:::::::::::.:=.~=:::::=.:::::::::::::::::~ ..................... :::::::::: 
lnlllelt on tilt~ dtlll .................... - .................................................................. · ......................... __ • ......... .. 
Other -·-·---......................................... _ .................................. _ ........................... .................... _ 

1-----1---4---

!63.7 606.2 I 6'7.7 
1255.8) (276.' ) : (296.6) 
(307.9) ,m.a, I (351.1/ 
264.8 286.3 JO.IQ ' 
13'.8 125.6 127.7 

Su b4ceal, availalJle without a,r,ert IC!IOI\ l)y Cong,-tss ................................ --- --- 963.3 1.018.1 1,07~., 

4 --- * ~o: ~=7::'.:t::::::::::::::::::::::::::::::::•.:::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::~:::::::::::::~::::::::::::::~: 1--;__--1-;___4-_ _ 

- - TIIIII, budgol eutho<ity .............. ........................................... - ........................................................................ . 

- 229.1 - 2M.1 --:16U 
(-203.7) (-23'.6) (·230.61 

(- 26.3) (- 31.5) (-35.81 

1,lU.5 1,520.0 1.sn.1 

On-lluogel ............................................................... ---·--.... ---
()11-b.dgo( ....................................... ..... ........... ..... . __ ...................................... - ................... _ ............. .. 

(1.083.8) (1 218.9) {1.260.71 
(2&1.7) (301.1) (317.11 

(1) Less than half of the budget authority recommended in the budget requires new congressional 
action to become available; the remainder is provided through permanent appropriations that 
become available without any current action by Congress. 

(2) Almost all of the budget authority that becomes available through current action of Congress is 
provided in annual appropriations acts. 

(3) Many of the trust funds in the budget have permanent appropriations which make the receipts 
of these funds automatically available for spending. 

(4) The two parts of the budget -- available through and without current action by Congress -- add 
up to more than the budget total. Offsetting receipts are deducted from the subtotal to yield the 
budget total. 

SOURCE: Budget of the United States Government, Fiscal Year 1992, Part 4, page 205. 
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EXHIBIT2-D 
CBO Reestimates of the President's Budget 

--- TABLE 1-2. DIFFERENCES BETWEEN ADMINISTRATION AND CBO 
ESTIMATES OF THE PRESIDENT'S PROPOSED BUDGET 
(By fiscal year, in billions of doll an) 

Adminietratfon Deficit 
or 811rphu E1timat.-

RH1tlmatea to Pay-A._ 
Yo11-Go Propoaau• 

Capit,.l 1ai111 propoul< 
Other propoul1 

Subtotal 

Other Economic Reu1lm11tea 
Revenues< 
Benefit procnm.1 
Netinternt 

Subtotal 

Other Tecluiical Reeetim.atu 
Revenues< 
Depoalt lmurance• 
Propoeed aa•t aaluf 
Buefit procrama 
De(ense 
Net interest• 
Other 011Uay1 

Subtotal 

Tott.I ReHlimetts 

Adminiatration·• Proposed 
Deficit u Estimated by CBO 

Mem.oranda: 
Total Economic ReestimatH 
Tola! Technical Reestimetes 

1991 

318 

d 
d 
ii 

.9 
d 
l 

79 

-9 
0 

-4 
1 
2 
2 

:i 

308 

-9 
-1 

1992 

281 

-1 
d 

:r 

4 
7 
d 

-5 
3 
2 
7 

ii 

9 

290 

.a 
17 

1993 

202 

6 

i 
•I 
.5 
ll 

4 

3 
• I 
2 

-6 
I 

• 6 
8 

19 

221 

5 
14 

1994 

62 

5 
2 

1 

17 
67 
.2 
.7 
4 
8 
2 

79 

112 

173 

26 
86 

1995 

3 

6 
1 

1 

29 
.fl 
18 
39 

2t 
-11 

1 
-8 
d 

12 
3 
~ 

68 

71 

39 
29 

1996 

(20) 

6 
2 

7 

40 
-8 
ll 
63 

30 
. 17 

-1 
-10 

. 4 
13 
_j 
15 

76 

56 

64 
22 
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4 

(1) Shortly after the President's budget is submitted, CBO issues its own analysis, including 
reestimates of the President's projections. This table is taken from the CBO analysis of the fiscal 
year 1992 budget. CBO also issues baseline budget projections that cover five fiscal years and 
assume no changes in current policy (see Exhibit 3-G). 

(2) In making reestimates, CBO distinguishes between differences due to: (a) policy changes, (b) 
variances between its economic assumptions and those used by the President, and ( c) differences 
between its technical assumptions and those used by the President. 

(3) Typically, CBO finds that if its economic and technical assumptions were used, the budget 
deficit would be significantly higher than had been forec.ast in the President's budget. 

(4) Note that the gap between CBO and pr~idential deficit projections widens in the outyears. 

SOURCE: Con~ional Budget Office, Analysis of the President's Budgetary Proposals/or Fiscal Year 1992, March 
1991, page 7. 
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EXHIBIT2-E 
Economic Forecast 

(Calendar years; dollar amount.II in billions) 

M-ior ecooomle tndlcatoN: 
--- CroBS national produc:t, percent 

cha.nee. fourth quan.er over fourth 
quarter: 
Current dollani ................... ............ . 
Constant 11982) dollars ...... ............ . 

GNP deflatnr (peT"Cent change, fourth 
quarter over fourth quarter) ......... . 

Congumer Price Index (percent 
change, fourth quart.er over fourth 
quarter)' ........................................ .. 

U nemployment rote, total (fourth 
quarter)• ......................................... . 

Annual economic auumption11: 
Gl'OflS national product: 

Current dollars: 

Actual 
1989 

5.6 
1.8 

3.7 

4.11 

6.3 

1990 • 

4.5 
0.0 

4.5 

6 .3 

5.8 

19'Jl 

6.3 
0.9 

4.3 

4.3 

6.6 

IW2 111113 

7.G 
3.6 

3.8 

3.9 

6.5 

7.1 
3.4 

3.6 

3.6 

6 .0 

Amount ......................................... 5,201 6,465 5,689 6,095 6,536 
Percent change, year over year .. 6.7 1\.1 4.1 7.1 7.2 

Con11Lanl (1982) dollara: 
AJnounl ......................................... 4,118 4,152 4,140 4 ,267 4 ,415 
Percent change, year over year .. 2.fi 0 .8 --0.3 3.1 3.5 

* * * * * 
Unemployment rate, t.otul, 

annual average• ............................. . 
___ Feder.ti pay raiR@R, January (percent\ 

lnterest rates (percent): 
91-day Tteaaury billa' ................... . 
lO-yt1ar Treasury notos ............. .... .. 

5.:l 
4.1 

R.1 
8.5 

6.4 
3.6 

7.5 
8.G 

6.7 
4.1 

6.◄ 
7.6 

6 .6 
4.2 

6 .0 
7.2 

6.2 
4.7 

5.8 
6.8 

1 

4 

(1) The revenue and outlay estimates in the budget are made in tandem with the economic forecast 
The economic forecast presented here covers through calendar year 1996 (1994-1996 data are 
not shown). Exhibit 1-N illustrates the sensitivity of budget projections to changes in economic 
conditions. 

(2) Gross National Product (GNP) is projected in both nominal and _real tentlS. Nominal GNP 
(expressed in current dollars) is essential in projecting budget receipts; real GNP (expressed in 
constant dollars) is used to project future unemployment and changes in the volume of economic 
activity. 

(3) Both the GNP deflator and the Consumer Price Index (CPI) measure price changes. The GNP 
deflator encompasses all goods and services exchanged at market prices; the CPI is a more 
selective measure derived from a representative basket of goods and services. 

(4) Changes in the unemployment rate have a more pronounced impact on revenues than on outlays. 

(S) The pay raises shown in the budget are the amounts that the President intends to recommend to 
Congress; they are not necessarily the increases that would be required to maintain comparability 
of Federal and private pay. 

SOURCE: Budget of the United States Government, Fiscal Year 1992, Part One, page 32. 
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EXHIBIT2-F 
Comparison of CBO and 0MB Economic Forecasts 

1 
TABLE 11-l. COMPARISON OF CBO, ADMINISTRATION, AND 

BLUE CHIP SHORT-RUN ECONOMIC FORECASTS 
(By ca_leDdar year) 

~al lttimated lim111 
1989 1990 1991 1"2 

Fooartla Quarter lo Pourtla Quarwr rPercaalaf e ellaa,e) 
Jtaal CK-N■tianal l'fodlKl 

CBO l.l 0.2 1.3 3 .4 
MmiDi.crauoa I.I 0 o.t u 
Bliu Cltip u 0.3 0.9 2 .8 

Implicit ONP OillaLor 
CBO 3.1 4.4 '1 3.6 
AdmW.tralioa 3.1 4.5 u 3.1 
Bli.1Clup 3.7 4.0 3.8 3.1 

Conawner Priu lndn• 
CBO 4.6 G.I 4,0 u 
Adminiotratlon 4.5 6.3 u a 

2 Bliu Clllp 4.6 4.3 J II 4.1 

Cl•lllaa U11o1mploymen1 Ra~• 
C.lcadar,Yur Averaa:e IPt~tDtl 

CBO 5.3 u 6.8 fl.4 
Admlnl1trauon 5.2 5.4 8.7 8.6 
Bliu Clup 5.3 Ii.Ii 8.5 6.3 

ThrN•Monlb Ttulury BUI RA~ 
CBO II u 6.6 7.0 
Admln.lauatioa 8.1 7.6 64 , .o 
Blwr Cltip 8.1 7.5 6.0 6 .3 3 Tcn-YurCovemmeal Not. Rat.a 
CBO 8.S 1.6 7.9 7,7 
A.tlmia»tralioa 8.5 u 7.5 7.2 
Bl.uCltlJI' 8.5 1.5 7.1 110 

(1) CBO compares its economic forecasts to both the 0MB (H AdministrationH) forecast and to the 
"Blue Chip" forecast (a composite of the forecasts made by major private sector economists). 

(2) For some economic indices, the most widely used measures are changes from the fourth quarter 
(October-December) of one calendar-year to the fourth quarter of the next year; other economic 
forecasts are made using calendar-year averages. 

(3) Some of the widest forecasting differences pertain to future interest rates, with CBO's 
projections generally much higher than those issued by 0MB. 

SOURCE: Cong.ressional Budg.et Office, Analysis of the President's Budgetary Proposals/or Fiscal Year 1992, March 
1991, page 21. 
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EXHIBIT2-G 
Effects of Economic Changes on the Budget 

Table III- 7. EFFECTS ON THE BUDGET OF CHANGES IN ECONOMIC 
ASSUMPI'IONS SINCE LAST YEAR 

( ln billions of dollars) 

111111 111112 19113 IIHM 1995 

Budget totals under 1991 budget economic 
uaumption, and 1992 budget policies: 

Raceipt.a ·······································"·•············"········ 1,140.8 1,228.2 1,323.0 1,422.3 1,510.1 
OuUaya ............... .......................... ............... .......... 1.388.0 1,408.8 l,◄06.9 1,368.7 1.404.0 

1 2 Surplus or Deficit (- ) .................................... - 247.2 - 180.6 -82.9 63.6 106.1 
Changea due to economic aaaumptions: 

Receipts .................. .................. ............................. -49.4 -63.2 
Outlays: 

-70.3 --57.0 -42.8 

lnflal ion ............................................................. 5.0 9.6 11.9 14.0 16.5 

3 
Unemployment .................................................. 6.3 6.9 6.8 4.3 2.2 
l nt.erftAt rates ........................... , , ....................... 5.9 10.9 14.4 17.8 19.8 
lnuire1l on change. in borrowing .................... 4.4 9.8 16.2 22.3 28.8 

Tot.al, oullay11 ...................................... ........... 2 1.6 37.1 411.3 511.4 66.3 

lnCTeate in deficit ......................................... 71.0 
Budget totals under 1992 budget economic 

100.3 118.6 115.4 109.1 

aMumptiona and policies : 

Receipt& ·····················--··················· .. ··········----······· 1,091.4 1,166.0 1,252.7 1,366.3 1.467.3 
Oullays ........... ....................................................... 1,409.6 l,◄◄~.9 1,454 .2 1,427.1 1,470.3 

Surplua or Deficit (- ) .................................... - 318.1 -280.9 -201.5 ~ 1.8 - 2.9 

(1) If the economic assumptions in the fiscal year 1991 had been realized, 0 MB estimated (in the 
fiscal year 1992 budget) that the Government would achieve surpluses in fiscal years 1994 and 
1995. 

(2) However, changes in economic assumptions significantly reduced projected revenues while 
adding substantially to projected outlays, with the result that the deficit was estimated to be much 
higher than had originally been budgeted. 

(3) 0 MB separately computes the budget impact of projected changes in inflation, unemployment, 
interest rates, and the increased volume of borrowing. 

(4) Budget projections are revised later in the year, in the Mid-Session Review, and in the following 
year, when the President submits his budget for the next fiscal year, to reflect further changes 
in economic assumptions and budget policies. 

SOURCE: Budget of the United States Government, Fiscal Year 1992, Part One, page 37. 
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C\#IAENT SEMCES ESlNATES. 
~ 

~s-..-_,..__., 
........ ~ 
~ .......... --TocalO...,. ,-~ 

Ollloil0tM1U (-J 

AOMNSTA.I Tc:lM P1101'061EO IUOO(T. ~ -~-"""'~__, 
s.bml, __, ' --· 

u-dori>Jod ollloail,g .-.,. ..... .. 
TOIII~ ,..., .....,. __ 
Ool'd o,IUIIM H --- .. 

DIFFERENCE 

EXHIBIT2-H 
Current Services Estimates 

Tlbll ~ CUIIIIIXT SlJMCU AND IUDGIT CATIGOIIT 'IOTAI.I, ,_.,_,_ 

.. ---,., - .. 
SIU 517.5 nu 
• 1 • • 0 JOU 
<151 7 W .1 uu 
7aJI 7S3 7 7SU ....., - JU -41.2 ,. , 211U 111.f 

IAOIA 1."7.2 , .. ,.,, 1,162.3 1.m.1 

J UU au 21U 

YU m., uu 
au . ., lOU 
4$1.1 ..o.e ""' -------- 725 l 7'7.0 1 ... 1 
-41.1 -3U .... , .. 
1'7.0 21161 212.0 

1-'0I, , ... s., I.ASU 
.. I OIIA 1.1'50 l,2SZ.7 

...... .... --··· lll,1 21() 1 201.S 

~ ---·-···· ·• ····- ------·· ----- .. , .. _. ,. .. -0.1 ~- - 01 01 ~.....,,., ·--· -0.1 -u -ti 

~ .._,. -0..1 -4 7 - t 7 
Uro.-~,-ia ---···-·--· ----- -0..2 -G.2 

.... ---- OJ 1,0 o.s 

~==··--· I.I -u - IU o, u u 
IWcil•-"'H 1.1 ◄ 0 -to.I 
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'"' 
nu 
»u 
-oz.I 

nu 
-43.0 
21U 

I.UU 
I JM,O 

17.5 

1131 0 

JZO • 
!IUA 

71:1.1 
-40.2 
21H 

l-'271 
l ,3!$J 

II.I 

0.2 

--u 
-u 
u 

-0.,1 

..... 
-0. 7 

-S7 

(1) The 0MB current services estimates are similar to baseline budget projections made by CBO, 
though there may be significant estimating differences, as shown in Exhibit 2-D. The 0MB 
estimates cover through fiscal year 1996 (1995-1996 data are not shown). 

(2) The GRH Act prescribes in detail how the baseline is to be developed for purposes of 
sequestration, providing little discretion to 0MB. The current services estimates are prepared 
on a somewhat different basis. 

(3) Current services estimates project future receipts and outlays as if current policies were to 
continue without change. It thus makes it possible to distinguish between revenue and spending 
changes due to economic and technical changes, and those due to policy initiatives. 

(4) The differences between the current services estimates and the President's budget estimates are 
due to the policy recommendations presented in the budget 

SOURCE: Budget of the Uniud Suues Government, Fiscal Year 1992, Pan Five, page 22. 
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EXHIBIT2-I 
Appropriations Language 

0nu.TIOM8, RaLUCH, AJ,rD F•aima 
IINCUJDlNC ftAHIWD OW n1N1111 

For nec:aury experw. of activit.iee authorized by law for the Na• 
lional Oceanic and Atmoepheric Ad.miniatl'ation, includina' acqu.iai­
tlon, mainteDADCe, operation, and hire of aircraft.; ['39] ,4/G commla­
sioned offioen on the active u.t; u authorized by Sl UAC. 18'8 and 
13-M; oonstruction of Cacilitiee, iocludilli initial equipment u author­
ized by 88 U.S.C. 883i; and alteration, modernization, and relocation 
ol Cacilit:iea u authorized by S3 U.S.C. 88Si; [$1,353,156,000] 
11,501,418,()()() to remain available until u:peoded[, of which 
$2,200,000 ,hall be available for col\ltruction and renovation of facili­
tie. at the Stuttprt Fiah Fannin( Experimeatal Station. Stutt,an, 
ATkanau, and to acquire equipment and fumi.ahings neceuary for 
111ch facility which are con.latent with the oricinal plan for the 

* * * * * 
not uceed $2,000,000 and ehall not i,; leee than i460,000J: ~~ickd 
Uurtht-r], That [in addition to the &UUUI appropriated elaewhere io 
thill paragraph, not to exceed $600,000 ahall be available from the 
receipts depoeited in the fund entitled "Promote and Develop Fiahery 
Product. and Re.earch Pertainini: to American Fieheriee" for grant 
management and related activities: Provukd furth~r. That notwith-
1tanding any other provision of law, $400,000 1hall be available to the 
South Carolina Coaiilal Council for the Charleston Harbor F.atuary 
Special Area Management Plan] col~ctioru for u«r ftt6 for Hafood 
irup«tion may be crtdittd to thi, 114XOUnl, to nmoin oooilabk until 
upenrkd. (1 U.S.C 16!12; J!I U.S.C. l'/15m; 15 U.S.C 2i!J, 31J, 3134, 
JJJ,,t, J30b, J30e, 1514, 1511, 190,. 2905, 2906, 2908, 4111, ,4118; 1G 
U.S.C. 861 et WQ.; JO U.S.C. 1,11. 1,419, 14£.6. 1,418, 1489, 1.#70; J3 
u.s.c. 10G ti -,., 1.Ul. 1.Ui. 1.UJ. u.u. 1709, 17°', 1105, 1'109; 31 
U.S.C. 101 tt •t11-: 42 U.S.C. 1891. 74Si. 7-45.4, 8901, B!JOJ, 89(14, 8905; 43 
U.S.C 1J4ie; 49 U.S.C. 1159; Drportnwnt of C,omnwrw Appropri4tioru 
Act, 1991; odditionol outhoriziflll kgulation to be propoud for 
iJ0B,895,000.J 

1 

4 

(1) For each account funded by annual appropriations, the budget prints the text of the current and 
proposed appropriations. Material in brackets is current appropriations language proposed for 
deletion; material in italics is proposed to be added. (Additional discussion of appropriations 
language is provided in Chapter 8.) 

(2) The appropriation exhibited here proposes more than $1 billion for operations, research, and 
facilities of the National Oceanic and Atmospheric Administration. All operating funds for an 
agency or a major program are typically provided in a single account. 

(3) Appropriations language sometimes also authorizes agencies to spend funds that they have 
collected. Without such authorization, these funds would revert to the Treasury. 

(4) The appropriations language is immediately followed by a citation of the annual appropriations 
act in which the appropriation for the current fiscal year was provided. 

SOURCE: Budget of the United States Government, Fiscal Year 1992, Part Four, page 458. 
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1 

2 

EXmBIT2-J 
Program Description and Workload Data 

National Environmental Satellite, Data. and lnfonnation 
&roice.-The&e programs provide for the: operation of envi­
ronmental polar-orbiting and geostationary satellites; subsidy 
of a commercially operated Landsat l)'&tem; and global envi­
ronmental data and information producta and aervices to 
usera in commerce, industry, agriculture, aclence and engi• 
neering, the general public and Federal, State and local ~en­
ciee. The 1992 funding will support procurement of replace­
ment satellites for the polar-orbiting and geostationary sys­
tems. 

The Administration is committed to operating the Landsat 
4 and 5 satellites until completing the development and 
launch of Landsat 6. No funds are proposed for operation of 
Landsat 6 because these costs will be covered by the contrac­
tor, the Earth Observation Satellite Company. Funding is re­
quested for the operation of Landsat 5 88 it appears likely 
that it will continue to operate into FY 1992. 

The Administration is considering options for continuing 
Landsat-type data after Landsat 6. No funds are required in 
1992 for additional satellites, consistent with the expected 
lifetime of Landsat 6. 

CRS-47 

(1) For most budget accounts, the budget describes the programs and provides relevant workload 
or other perfonnance data. Recent budgets have significantly revamped these program 
descriptions, making them briefer and more specifically related to the particular year's budget 
request. 

(2) 0MB instructions for the preparation of the budget (Circular A-11, Section 15.4) call for 
agencies to justify their requests with detailed analyses of workload, unit costs, productivity 
trends, and perfonnance standards. The amount of such data included in the budget, however, 
is quite limited. 

(3) Much more detailed program descriptions and perf onnance data are provided by agencies in 
the justification material presented to the Appropriations subcommittees. The justification 
materials are included in the Appropriations Committees' hearings, published by the 
Government Printing Office. 

SOURCE: Budget of the United States Government, Fiscal Year 1992, Part Four, page 459. 
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EXHIBJT2-K 
Program and Financing Schedule: Program by Activities 

Proaram and rwnc1n1 (in thousands of dollars) 

2 _ __,....... lllniatiDI Cllde 13-1'50-0- 1-306 1990 ICIIIII 1991 al. 

3 

--------- --------·- .. 
,,..,..~ICttvltlei&: 

Onct i,ogram: 
00.01 National Ocun Service ................................................ . 
00.02 Naticml Narine fisheries Service ................................ . 
00.03 Ocanic and Atmospheri: Research ........................... ... . 
00.~ National Weather Selvice ...................................... ....... . 
00.0S National Ellwonmental Satellite, DalJ, and laforma. 

i.i,i Service ............................................................. . 
00.06 Proe,am SIIPQClt .......................................................... . 

00.91 Toul drect proeram ........................................... _ ... 

~p,oeram: 
01.01 Natlonll Ocean Service ............. _ ................................ .. 
01.02 Natw Marne fr:sheries Seim .................... ............ . 
01.03 Ckunic and A!Jnospleric Research .............................. . 
01.04 Hilma! Weather Sa-vice ............................................. . 
01.05 NaW El'Mrorvnenbl Satellite. Data, and lnfc,ma-

tion Service ......................... ·-····-- .. ··--··--.................. . 
01.06 Proeram ~ .......................................................... . 

01.91 TOUI 1'1imbursable program ..................................... . 

144,576 
186,293 
171,784 
425,952 

26-UU 
1~.21, 

1.327,162 

47,693 
16,668 
29,195 

1S8,275 

38,518 
13,683 

304,032 

151,757 
212,240 
208,708 
476,008 

274.682 
1'8,899 

1,472,294 

ss,oos 
24,236 
36,200 

274,751 

25,013 
14,152 

429,357 

1992 est. 

157,252 
174,624 
186,776 
508,619 

406,730 
156,275 

1,590,276 

52,833 
26,916 
29,?06 

222,852 

19,366 
13.943 

365.116 

10.00 Total obiptions ....................................................... 1.631.194 1,901,651 1,955,392 

1 

(1) The "Program and Financing" schedule, which accompanies each budget account, consists of 
three parts: (a) program by activities -- shown here; and (b) financing and (c) relation of 
obligations to outlays -- displayed in the next exhibit. 

(2) Each account has an I I-digit identification code. The first two digits designate the agency; the 
next four are the account number; the seventh digit indicates the type of budget request (such 
as regular or supplemental); and the eighth digit indicates the type of fund. The last three digits 
are the functional classification. 

(3) The first part of this schedule divides resources among the programs and activities comprising 
the account. 0MB instructions call for agencies to define activities that are based on the 
accounting structure, are related to the administrative operations of the agency, and are useful 
for program analysis and evaluation. 

(4) Where appropriate (and not shown in this example), Program and Financing schedules 
distinguish between operating expenses and capital investments. (Unlike virtually all State and 
local governments, the Federal Government does not budget separately for operating and capital 
spending.) 

SOURCE: Budget of the United States Government, Fiscal Year 1992, Part Four, page 458. 
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EXHIBIT2-L 
Program and Financing Schedule: Financing 

,....,.,. anc1 FlNncaia (in tllouSands ol dusJ 

........ IJ...14SO-.-l-l06 ..... 1•1• IIRIIL. 

f'llllllclll: 
17.00 ...., rl,. 1111r 1Mfa!• - ,.m -'-GOO -~ 
21.40 lhllliplldlll,a--,sbltrlJW -n.m -lt.731 
2t40 ~w-......... ,.. 39.131 

39.00 Wett ...... U-) l,YUOI UIUU l,MUIZ 

1 Mstt~ 
am.t: 

~00 ~ ·~ i.m.ua Utl.411 
U.00 Trwllfflel M ._ xcoun1s St,500 73,400 70.IOO 4 --
41.00 ~(-1114) 1.212.Mt 1.GJM l.S72.ffl 

1'111(in!\; 

62.00 TrMSltmd 11Ga ah' 1CCM1s 12.000 

63.00 ~tiGII (Mjl,sled) , ... _.,,..,. ..... __ _____ 12,000 
61.00 ...... Ntlllrity lro!a ~ celltdiNI--- 304.tlZ at,l57 le,111 

3 

llllltiDI GI ow.,tin • nys, 
71.00 Tflll -tins 1.631,194 U0l.651 USS,392 
12.'0 Ollt1ltd tMIICt, DI rA ,u, 183,921 II0,947 931,196 
R40 Ctill•lld lllillcl, _, ti )IUI -- - '80,947 - 9lU96 -s:ia.m 
11.00 ~ ii .....,;nd IID!Ulb - 5,216 - 6.000 -6.000 

17.00 lllU,ys ("OG) l,621,9S9 Ul1,102 1,90.43, 

l,dJusllnelllS t» lludld auttatty and outuys: 
~ tc, dllttq mlectoa. llOO foa fWllls _______ _ - 251,236 -363,00,t -n&.014 II.JO Tnist IIIG ________ _ -29,Sll -34.521 -35.319 

ll.40 bf1defll - - --· .. ·--··· .............. -.--,-·· .. -23,373 -31.132 -41,703 

IUO Total, tll1'l1iftC cdllttiofts_____ -304,192 -429,357 -36S,ll6 

n.oo Mitt 1111vit1 (All>--·----·-"' --- 1)12,709 l,ffi.55' l.584,l16 
90.00 0uu,y, (Mil---···-·-··--........ _ ..... _.,_............ 1,313.167 1,CCl.ltS 1,514,320 

(1) The financing portion of the schedule (continued from the previous exhibit) shows the source 
of funds. In the account exhibited here, the bulk of the funds come from aMual appropriations, 
but some resources also come from permanent appropriations and offsetting collections. 

(2) The financing schedule sometimes displays reductions in available resources, such as when 
funds are withdrawn pursuant to a sequester. (No such reductions were made in this instance.) 

(3) This section of the schedule relates obligations to outlays. The outlay figure reported here for 
the budget year is only an estimate, not a recommendation or a limit. 

(4) Note the differences between the gross and net amounts. The gross amounts represent the total 
to be obligated or spent in this account, regardless of source; the net amounts are the amounts 
to be financed by appropriation to this account. 

SOURCE: Budgtt oftht United States GowrnmtnJ, Fiscal Ytar 1992, Part Four, page 458. 
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~ --2 -... r--. 

EXHIBIT2-M 
Object Classification 

Object Classlflcation (In thoosands ot cklllars) 

----- 13-USO-~l-306 IHO ldllll 

Dulct obliptions: 
PlnaMII ~al: 

11.1 fill.line,--( ................................................ m,m 
11.3 oa. than 1111-time psman,nt ........... , .. --.. --....... 18,933 
11.5 OU. penonnel compensation .............................. 20,070 

11.9 Total pe!somel ~satlon ............................. 400,794 
12.1 CMlillt persunl blnefrts ................ - ....................... 73,400 
13.0 8-frts for former pmon!Jtj .......... - ........................ 6,485 
21.0 Tr,wl and llwport,tioll ol penons ............................ 20,467 
22.0 TrWll(IIUl'OI of things .................... S.S33 
23.1 llentJI payments to CSA ............................................... 29,056 
23.2 Rlnul ~ tl lo olherL ......................................... 12,129 
23.l Qxnrruiation1, utilities. and miscelnus charges ... 35,704 
24.0 Pnntina and r1p1oduction ............................................. 7.146 
25.0 Othtr Jel'lices ......................................................... ..... 481,395 
26.0 Sl.c,pie$ and INlll'ials .................................................. 51,134 
31.0 Elppm«1t ......................................... ,_ ...................... 41.392 
32.0 I.Jnd and llnlcluras ...................................................... 3,576 
41.0 Grants. SIJl>sicks, and contritxrtions ............................ 155.790 
42.0 lnsum:e daims alld indemnitie, ................................. 64 
0.0 lnl!fesl 1nd cividends ................................................... 90 

99.0 $wlo(al. direct ob&iations ....................................... 1.327.155 
99.0 Rmblrsable obli&alions ................................................... 30(032 

--· 
AUOC.UION TO ARMY CORPS or ENGIN[[RS 

32 0 land and st111ttu1es .......................................................... 7 
= .. 

99.0 Subtotal obli&ations. Almy of Corps of Eneinem ..... 7 
= 

99.9 Total abigaliorls ...................................................... 1.631,194 

1 
IHI Ill 1912 tll 

393,047 401,905 
11,616 19,163 
21.092 20,515 

'32,125 441.583 
79,367 89.390 
6,162 6,681 

17,796 Ja,181 
6.752 7,453 

33.W 40,311 
11,055 10,922 
57,761 51,524 
6,672 7.881 

Sll.089 622,561 
49.797 '8,631 
72,820 lOU37 
12.079 10.084 

167,219 123.525 
II II 
I I 

1.472.294 1,590.276 
429,357 365,116 
-- --

- - --
-- ·-· . 

1,901.651 1.955,392 

(1) This schedule -- which accompanies every budget account - classifies obligations among the 
major objects of spending. The same object codes are used for all Federal agencies. 

(2) Some objects are divided into subcodes to provide more detailed infonnation on expenditures. 
Note that personnel compensation is subdivided between full-time compensation and other 
personnel costs. 

(3) For each account with personnel compensation, the budget presents a "Personnel Summary" 
(not displayed here) which provides the amount of full-time equivalent employment (in 
workyears) and other personnel data. 

SOURCE: Budget of the United States Government, Fiscal Year 1992, Part Four, page 459. 



Chapter 3. THE BUDGET RESOLUTION AND 
RECONCILIATION 

The Congressional Budget Act of 1974, as amended, establishes the congressional 
budget process as the means by which Congress coordinates the various budget-related 
actions (such as the consideration of appropriations and revenue measures) taken by it during 
the course of the year. The process is centered around an annual concurrent resolution on 
the budget which sets aggregate budget policies and functional priorities for the next five 
fiscal years. (Pursuant to temporary changes made by the BEA of 1990, the budget resolution 
must cover five fiscal years from 1991 through 1995; if Congress does not extend this 
feature, existing law requires that budget resolutions beginning with fiscal year 1996 cover 
three fiscal years, as was the case before 1991.) 

Because a concurrent resolution is not a law - it cannot be signed or vetoed by the 
President - the et resolution does not ha~ statutozy effect; no money can be raised or 
spent pursuant to it. u ose o t t10n ts to esta lish the framework 
wit,bio wbicb C,;)Agress coosidecs separate revenue, ,,spending, and other bu ~et-re a e 
legislation. Revenue and spending amounts set in the budget resolution establish the basis 
for the enforcement of congressional budget policies through points of order (see Chapter 
4). TI)._e budget resolution also initiates the reconciliation process for conforming existing 
revenue and spending laws to congressional budget policies. 

The Congressional Budget Act of 1974, which includes many provisions that operate as 
rules of the House and Senate, has been amended many times. Major changes to the Act 
occurred in 1985, 1987, and 1990, in conjunction with legislation establishing and revising 
the GRH Act. Additionally, some rules of the congressional budget process have been 
incorporated into or augmented by the standing rules of the House and Senate. 

In the GRH Act, Congress imposed significant constraints on its ability to shape 
budgetary policy through ftscal year 1995 (see Chapter 5). These constraints involve deficit 
targets, limits on discretionary spending, and a pa¥-as-you-go process covering revenues 
and mandatozy ~pending..As long as the GRH procedures remain in effect, policies embodied 
in the annual budget resolution must be consistent with them. 

The congressional budget process begins upon the presentation of the President• s budget 
in January or February. Exhibit 3-A displays the official timetable of the congressional 
budget process, which calls for the fmal adoption of the budget resolution by April 15, well 
before the beginning of the new fiscal year on October 1. Although the House andsenate 
often pass the budget resolution separately before April 15, they often do not reach final 
agreement on it until after the deadline--sometimes months later. The Congressional Budget 
Act of 1974 bars consideration of revenue, spending, and debt-limit measures for the 
upcoming fiscal year until the budget resolution for that year has been adopted, but certain 
exceptions are provided (such as the exception that allows the House to consider the regular 
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appropriations bills after May 15, even if the budget resolution has not been adopted by 
then). 

Structure and Content of the Budget Resolution 

The Congressional Budget Act of 1974 requires the budget resolution, for each fiscal 
year covered, to set forth budget aggregates (see Exhibits 3-B and 3-C) and spending and 
credit amounts for each functional category of the budget (see Exhibit 3-D). The aggregates 
included in the budget resolution are: 

to~l revenues (and the amount by which the total is to be changed by legislative 
action) 

total new budget authority and outlays 

total direct loan obligations and primary loan guarantee commitments 

the deficit or surplus 

and the debt limit 

With regard to each of the functional categories, the budget resolution must indicate for 
each fiscal year the amounts of new budget authority, outlays, direct loan obligations, and 
primary loan guarantee commitments. The functional allocations must add up to the 
corresponding spending or credit aggregates. 

Aggregate amounts in the budget resolution do not reflect the revenues or spending of 
the Social Security trust funds, although these amounts are set forth separately in the budget 
resolution for purposes of Senate enforcement procedures. 

The budget resolution does not allocate funds among specific programs or accounts, but 
the major program assumptions underlying the functional amounts are often discussed in 
the reports accompanying each resolution. Some recent reports have contained detailed 
information on the program levels assumed in the resolution. These assumptions are not 
binding on the affected committees. Exhibit 3-E provides an excerpt from the report of the 
House Budget Committee on the budget resolution for fiscal year 1992. 

Finally, the Congressional Budget Act of 1974 allows certain additional matters to be 
included in the budget resolution. Perhaps the most important optional feature of a budget 
resolution is reconciliation directives (discussed below). 

Formulation of the Budget Resolution 

The House and Senate Budget Committees are responsible for marking up and reporting 
the budget resolution. In the course of developing the budget resolution, the Budget 
Committees hold hearings, receive "views and estimates" reports from other committees, 
and obtain information from CBO. 

In their initial hearings each year, the Budget Committees receive testimony from the 
Director of 0MB, the Secretary of the Treasury, and the Chairman of the President· s Council 
of Economic Advisers. The CBO Director also testifies. 
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The .. views and estimates" reports of House and Senate committees -- an excerpt from 
one appears as Exhibit 3-F -- provide the Budget Committees with information on the 
preferences and legislative plans of congressional committees regarding budgetary matters 
within their jurisdiction. 

The CBO assists the Budget Committees in developing the budget resolution by issuing, 
early each year, reports on the economic and budget outlook, the President's budgetary 
proposals, and, in most years, spending and revenue options for reducing the deficit. These 
reports provide the Budget Committees with baseline projections which inform Congress 
of estimated revenues and spending under assumed economic conditions and with no 
changes in policy. The baseline, which is prepared both for the budget as a whole and for 
many individual accounts or programs, is used' in developing the budget resolution and in 
measuring the budgetary impact of policy changes intended or made by Congress (see 
Exhibit 3-G). It also provides a neutral starting point, which is not influenced by the 
President's recommendations, in preparing the budget resolution. (In August, CBO issues 
new baseline projections when it updates the report on the economic and budget outlook.) 

In marking up the budget resolution, the Budget Committees often are divided along 
party lines. This is particularly so in the House where Democrats on the Budget Committee 
usually review the Chairman's recommendations before the full Committee takes up the 
resolution. There has tended to be somewhat less partisanship in the Senate Budget 
Committee, but there too, Democrats and Republicans have often differed over budget 
policy. 

The reliance on budget summits between the President and Congress has also influenced 
the formulation of recent budget resolutions. In years when summit agreements have been 
reached, the budget resolution generally has ratified the summit agreement; it has not 
represented a wholly independent judgment of Congress. 

The extent to which the Budget Committees (and the House and Senate) consider 
particular programs when they act on the budget resolution varies from year to year. Specific 
program decisions are supposed to be left to the Appropriations Committees and other 
committees of jurisdiction, but there is a strong likelihood that major issues will be discussed 
in markup, in the Budget Committee reports (see Exhibit 3-E), and during floor 
consideration of the budget resolution. Although any programmatic assumptions generated 
in this process are not binding on the committees of jurisdiction. they often influence the 
final outcome. 

Floor consideration of the budget resolution is guided by House and Senate rules and 
practices. In the House, the Rules Committee usually reports a "special rule" (a simple House 
resolution), which, once approved, establishes the terms and conditions under which the 
budget resolution is considered. This special rule typically specifies which amendments may 
be considered and the sequence in which they are to be voted on. It has been the practice in 
recent years to allow consideration of a few amendments (as substitutes for the entire 
resolution) that present broad policy choices. In the Senate, the amendment process is less 
structured, relying on agreements reached by the leadership through a broad consultative 
process. The amendments offered in the Senate may entail major policy choices or may be 
focused on a single issue. 
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The Reconciliation Process 

Recnncjliation is the process used by Conf:ress to hrinf: existing revenue and spending 
law into conformity with the policies in the budget resolution. The process has two stages: 
(1) the adoption of reconciliation instructions in the budget resolution; and (2) the enactment 
of reconciHation ]egjs]ation that implements chan~es in revenue or spending laws. Alth~ugh 
reconciliation has been used since 1980, the procedures tend to vary from year to year. In 
fact, as an optional process, there have been some years sioce J 98Q when reconcj)jation WJlS 
not used. - i\.,.LY' v\.J,..\' ~"'tt.Ml\' ! .:Jw:ir 'm .l.t\-t,-tl.,_"t PY t•li( n-t-r d ... o,~ .. J? 

Reconciliation is used to change the amount of revenues, budget authority, or outlll)'.s 
generated by existing law. On the spending side, the process focuses oo eoritleroent l~s; it 
may not be used, however, to impel changes in Social Security law. ,ht one time, 
reconciliation was ape,lied to discretionary authorizations (which are funded in annu~l 
appropriations acts), but this is no longer the practice. 

Reconciliation begins with a directive in a budget resolution instructing designated 
committees to report legislation changing existing Jaw (or pending legislation). Exhibit 3-H 
is taken from reconciliation instructions in the budget resolution for fiscal year 1991. These 
instructions have three components: (1) they name the committee (or committees) that are 
directed to report legislation; (2) the s i the amounts b which existin laws re be 
changed (but do not identify how these changes are to be made, whic aws are to be altered, 
or the programs to be affected); and (3 the usuall set a dea · e by which the designated 
committees are to recommend the changes in a . The instructions typically cover the same 
fiscal years covered by the budget resolution, with separate doJiar amounts specified for 
each of the years. 

The dollar amounts are computed with reference to the CBO baselgic, Thus, a cwn~~ 
represents the amount bv which r~ nding would increase or decrease -l!f:!!1 
b · e levels as a result of changes mad~ in existing law. This comBY,tation is itsclf ~ed. 

. ut ~ ues ors ndin under current law (or ~ Jicy) 
and about the dollar changes that would ensue from new legislation. Hence, the savings 
assgciated. with the reconciliation process are assumed savin~s. The actual changes in 
revenues or spending may differ from those estimated when the reconciliation instructions 
are formulated. 

Although the instructions do not mention the programs to be changed, they are based on 
assumptions as to the savings or deficit reduction that would result from particular changes 
in revenue provisions or spending programs. These program assumptions are sometimes 
printed in the reports on the budget resolution (as shown in Exhibit 3-1); even when the 
assumptions are not published, committees and Members usually have a good idea of the 
specific program changes contemplated by the reconciliation instructions. 

A committee has discretion to decide on the legislative changes to be recommended. It 
is not bound by the program changes recommended or assumed by the Budget Committees 
in the reports accompanying the budget resolution. Further, a committee has to recommend 
legislation estimated to produce dollar changes for each category delineated in the 
instructions to it. Thus, it has to separately satisfy the instruction for budget authority and 
outlays for each fiscal year covered by the instructions. 
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When a budget resolution containing a reconciliation instruction has been approved by 
Congress, the instruction has the status of an order by the House and Senate to designated 
committees to recommend legislation, usually by a date certain. It is expected that 
committees will carry out the instructions of their parent chamber, but the Congressional 
Budget Act of 1974 does not provide any sanctions against committees that fail to do so. 

Wbs:,n more than one committee in the House and Senate is subject to reconciliation. the 
pro.posed legislattve changes are usually consolidated by the Budget Committees into~ 
owoihus hil1 (~ Exhibit 3-J). The Congressional Bud&et Act of 1974 does not permit th; 
Budget Committees to substantively revise the legislation recommended by the committees 
nfjnrisdiction. This restriction pertains even when the Budget Committees estimate that die 
proposed legislation will fall short of the dollar changes called for in the instructions. 
Sometimes, the Budget Committee&, working with the leadership, develop alternatives to 
the committee recommendations, to be offered as floor amendments, so as to achieve gr~ ter 
compliance with the reconciliation directives. 

' 
The Congressional Budget Act of 197 · es that mendments fered to 

recQPciJiation legislation io either the lioJJSe or the Senate be deficit neutra (see Exhibit 
3-K). In order to meet this requirement, an amendment reducing revenues or increasing 
spending must offset these deficit increases by equivalent revenue increases or spending 
cuts. Additionally, non_germane amendments may not be offered in either House, and, in thll. 
S~oa1e, amendments containing extraneous matter (e, g., having no budgetary effect) are 
precluded (see Exhibit 3-L). 
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2 

3 

4 

EXIIlBIT 3-A 
Timetable of Congressional Budget Actions 

TABLE 1.-COHGRESSIONAL BUDGET PROCESS TIMETABLE 

Durlllt ActQ1 1» be COl¥lleled 

first Monday II F«xuary ....... President submits his budget to Congress. 
February 15 ........................... r.otlgressional Bud2et Office submits report on economic and 

budget outlook fo ~I Committees. 
Six weeks after Pmident's f.ommittees submit r on views and estimates to respec-

bCJdget is submitted. live Budget Comm ee. 
April 1 ........... - ...................... Senate Budget Committee reports budget resolution. 
April 15 ................................. Congress completes action on bCJdget resolution. 
May 15 .................................. Regular awr~ations bills may be considered in the House 

( even if action on the budget resolution has not yet been 
completed). 

Jul\8 10 ................................. Hoose Appropriations Committee reports last regular appro-
priations bill. 

June 30 ................................. Hoose completes action on regular appropriations bills and 
any required reconciliation legislation. 

July 15 .................................. President submits "Mid-Session Review" of his budget to 
Congress. 

October 1 .............................. Fiscal year begins. 

s 

(1) This timetable establishes deadlines for the major steps in the congressional budget process. 
Congress, however, is often unable to meet the deadlines for adoption of the budget resolution 
and passage of reconciliation legislation and appropriations bills. 

(2) Committees differ in the form and content of their "views and estimates" reports. Some 
committees have fonnal markups and issue detailed recommendations; others have informal 
procedures and submit only a sketchy outline of their budget preferences. 

(3) Although the Congressional Budget Act of 1974 bars Congress from considering spending 
measures before the budget resolution has been adopted, the House may take up appropriations 
bills after May 15, even if the budget resolution has not been adopted. 

(4) Congress acts on reconciliation legislation only if the budget resolution contains reconciliation 
instructions. 

(5) If the regular appropriations bills have not been enacted by the start of the fiscal year, Congress 
provides interim funding in a continuing appropriations act. 

SOURCE: Congressional Budget Act of 1974, Section 300 (with modifications). 
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EXHIBIT3-B 
Budget Resolution Aggregates: Revenues 

SEC. Z. RECOMMENDED LEVELS A.ND A.MOUNTS. 
2 "-...... The following budgetary levels are appropriate for the (,seal years 

' 1992, 1993, 1994, 1995, and 1996: 
(1) FEDERAL REVENUES. -(A) The recomm.end«J levels of Fed- - 3 

eral revenues are as follows: 
Fiscal year 1992: $850,400,000,000. 
Fiscal year 1993: $909,800,000,000. 
Fiacal year 1994: $9GG,300,000,000. 
Fiacol year 1995: IJ,MS,'!00,000,000. 
Fiacal year 1996: IJ,079,800,000,000. 

(B) ~ amount.a by which the oggrega~ kwZ. of Federal rev-
4 - - enua ahould bt increased an as follows: 

Fi.tJcal year 199£: IO. 
Fiscal yrar 1993: $0. 
Fiacal year 1994: $0. 
Fiscal year 1995: $0. 
Fiacal year 1996: $0. 

(CJ The amounts for Federal Insurance Contributions Act rev- _ 
enua for ho.pital inaurance within the recommended kvel& of i---- 5 
Fecurol revenues are aa follows: 

F'iacal year 1992: $82,100,()()(),000. 
Fiscal year 1993: $88,600,000,000. 
Fiscal year 1994: $94,400.000,000. 
Filcol year 1995: $100,600,()()(),()()(). 
Fi.scol year 1996: $107.100,000,000. 

(1) The first part of the budget resolution sets forth levels for major aggregates in the budget - total 
revenues, new budget authority, outlays, and so forth. The revenue aggregates are displayed 
here; other aggregates are shown in the next exhibit. 

(2) The budget resolution for fiscal year 1992 sets forth amounts for five fiscal years -- fiscal year 
1992 and the four ensuing years. Budget resolutions must cover five fiscal years until 1995 
(when the GRH Act currently is scheduled to expire), when they revert back to a three-year 
timeframe. 

(3) These amounts do not include receipts of the Social Security trust funds. These receipts, as well 
as Social Security spending, are excluded from the unified budget. 

(4) The budget resolution shown here does not contemplate any legislative action to increase 
revenues. If the budget resolution assumes that revenues will be increased by legislative action, 
the amount of the increase is specified for each fiscal year covered by the budget resolution, but 
it does not specify which provisions of revenue law should be changed. 

(5) Although Medicare receipts (under the Federal Insurance Contributions Act) are included in the 
budget totals, they also are shown separately. 

SOURCE: House Report No. 102-69 (conference report to accompany ff.Con.Res. 121, Concurrent Resolution on the 
Budget - FLSCal Year 1992), May 21, 1991, pages 1-2. 
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EXHIBIT 3-C 
Budget Resolution Aggregates: Spending, Deficit, and Debt Limit 

SEC. Z. RECOMMENDED LEVELS AND AMOUNTS. 
The following budgetary levels are appropriate for the fi.scal years 

1992, 1993, 199,4, 1995, and 1996: 
* * * * 1 --+--- (2) NEW BUDGET AUl'HORITY.- The appropriate levels of total 

new budj/et authority are as follows: 
Fiscal year 1991: 11,269,300,000,000. 
Fiscal year 1993: ll,272,700,000,000. 
Fiscal year 199-4: $1,300,800,000,000. 
Fiacal year 1995: ll,341,700,000,000. 
Fi.Bco.l year 1996: $1,407,400,000,000. 

(3) BUDGBT OVTLAYS.-Thl! appropriate levels of total budget - 2 
outlays a~ as follows: 

3 

Fiacal year 1992: $1,201,600,()()(),000, 
Fi.seal year 1993: $1,212,100,()()(),000. 
Fi.seal year 1994: ll,23-4,400,000,000. 
Fiscal year 1995: $1,209,100,000,000. 
Fiscal year 1996: $1,276,900,000,000. 

(4) DEFJCITS.-The amounts of th/! deficits are as follows: 
Fiscal year 1992: $351,200,000,000. 
Fiscal year 1993: $302,300,000,000. 
Fiscal year 1994: $268,100,000,000. 
Fiacal year 1995: $183,400,000,000. 
Fiscal year 1996: $197,100,000,000. 

5 
_---1---:: (5) Pusuc DEBT.- The appropriate levels of the public debt 

are as follows: 
Fiscal year 1992: $9,982,200,000,000. 
Fiscal year 1993: $.t353,200,000,000. 
Fiscal year 1994: 14,696,600,000,000. 
Fiscal year 1995: $4,955,800,000,000. 
Fiscal year 1996: $5,226,600,000,000. 

4 

(1) New budget authority is provided in annual appropriations acts, pennanent legis lation. or (in 
some cases) new authorizing legislation. 

(2) The outlay amounts set forth in the budget resolution are estimates. However, the current version 
of the GRH Act imposes limits on discretionary outlays and establishes other controls on outlays. 

(3) The new budget authority and outlay amounts do not include spending of the Social Security 
trust funds or the Postal Service. This spending, as well as Social Security receipts, is excluded 
from the unified budget. 

(4) The Congressional Budget Act of 1974 requires that the deficit set forth in the budget resolution 
not exceed the maximum deficit amount under the GRH Act. 

(5) Note that the annual increase in the public debt is greater than the deficit for that fiscal year. 
The main reason for this is that the public debt includes amounts borrowed from the trust funds. 

SOURCE: House Report No. 102-69 (conference repon to accompany H.Con.Res. 121, Concurrent Resolution on the 
Budget-- Fiscal Year 1992), May 21, 1991, page 2. 
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EXlllBIT 3-D 
Budget Resolution Functional Categories 

l/ SEC. £ MAJOR FUNCTIONAL CATEGQRJES. 
1 .,,.,,.. TM Congress determines and declares that the appropriate levels 

of MW budget authority, budget outlays, new direct loan obliga­
tions, new primary loan guarantee commitments, and MW secondary 
loon guarantee commitments for fu;cal years 1992 through 1996 for 
each major functional category are: 

(1) National Defense (050): _____________ j__ 
Fiscal year 1992: 2 

(A} New budget authority, $290,800,000,000. 
(BJ Outlays, $295,300,000,000. 
(C} New direct loan obligations, $0. 
(DJ New primary loan guarantee commitments. $0. 
(E) New secondary loan guarantee commitments, $0. 

Fiscal year 1993: 
(A) New budget authority, $290,900,000,000. 
(BJ Outlays, $292,000,000,000. 
(CJ New direct loan obligation.<i, $0. 
(D) New primary loan guarantee commitments, $0, 
(EJ New secondary loan guarantee commitments, $0. 

* * * * 
(7) Commerce and Housing Credit (370):---------,-

Fiscal year 1992: 
(A) New budget authority, $105,900,000,000. 
(BJ Outla1s, 1104,900,000,000. 
(CJ New direct loan obligations, $2,G00,000,000. 
(D) New primary loan guarantee commitments 

$6~:f00,000,000. ' 
(It} New secondary loan guarantee commitments 

$83,400,000,000. ' 

2 

(1) Each budget resolution allocates new budget authority, outlays, direct loans, and guaranteed 
loans among the various functional categories of the budget. The sum of these functional 
allocations must equal the corresponding aggregates in the first part of the budget resolution. 

(2) Each function has a three-digit identification number. As shown in the excerpts presented here, 
the first function listed in the budget resolution (National Defense) is numbered 050, while the 
seventh function (Commerce and Housing Credit) is numbered 370. The functions and their 
numbers are listed in Exhibit 1-1. 

(3) The functional allocations are not binding on the Appropriations Committees or other 
committees with jurisdiction over spending. Binding limits on committees are set through 
discretionary spending limits (through fiscal year 1995) and allocations and subdivisions made 
under Sections 302 and 602 of the Congressional Budget Act of 197 4. 

SOURCE: House Repon No. 102-69 (conference repon to accompany H.Con.Res. 121, Concurrent Resolu1ion on the 
Budget - Fiscal Year 1992), May 21, 1991, pages 4 and 8. 
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EXJilBIT 3-E 
Committee Report Accompanying a Budget Resolution 

FUNCTION 700: VETERANS BENEFITS AND SERVICES 

EXPLANATION OF COMMITTEE RECOMMENDATION 
The Committee recommends $34.4 billion in budget authority 

and $34.0 billion in outlays for .this function for (iacal year 1992. 
These totals represent a $0.1 billion increase in budget authority 
and an outlay decrease of less than $0.1 billion from the HBC base­
line, which ls $1.1 billion in budget authority and $0.7 billion in 
outlays above the freeze. 

One-Year Freeze --------- --+--
The Committee's initial assumption ia that fl.seal year 1992 fund­

ing for all discretionary programs in this function will be at the 
level provided in the fiscal year 1991 regular appropriations bills. 
(Any fiscal year 1991 supplemental appropriationa are considered 
to be one-time changes and are not reflected in t.he fiscal year 1992 
base level.) This freei.e applies for fiscal year 1992 only; it is ~ 
sumed that funding will increase with inflation thereafter. 

As noted below, however, the initial freeze assumption is modi­
fied for selected programs, which are assumed to receive fiscal year 
1992 funding above or below the fiscal year 1991 free7.0 level. 

Discretionary Policy Changes 

1. MEDICAL CARB 

2 

3 The Committee recommendation assumes an increase of $1.104 
billion .in budget authority and $756 million in outlays above the 
freeze for meclical care in fiscal year 1992. The recommendation 
adds $211 million to the President's request for the Department of 
Veterans Affairs (DV A) medical care, rejecting the President's leg­
islative reductions in this area and adding funds for increased med­
ical care staff to reduce waiting times at overcrowded DV A medical 
care facilities. 

(1) The increases or decreases in spending and revenues recommended by the Budget Committees 
usually are explained in the Budget Committee reports accompanying the budget resolution as 
changes from the baseline. Spending recommendations are discussed by functional category of 
the budget. 

(2) In this case, the House Budget Committee made an initial assumption that all discretionary 
programs in this function would be funded at a "freeze" level for fiscal year 1992 (keeping 
funding at the level provided for fiscal year 1991). Because the baseline provides for increases 
in inflation and other factors, a freeze is computed as a reduction from the baseline. 

(3) The Committee makes exceptions to the overall assumption of a freeze by either increasing or 
decreasing assumed amounts of funding for specific programs. In this instance, the Committee 
recommended a greater increase for Veterans' medical care than was proposed by the President. 

(4) Although assumptions about specific programs or "line items" are not binding on the 
Appropriations Committees and other committees with spending jurisdiction, they may 
represent a consensus and often influence final funding outcomes. 

SOURCE: House Report No. 102-32 (report of the House Budget Committee to accompany H.Con.Res. 121, Concurrent 
Resolution on the Budget -- Fiscal Year 1992), April 12, 1991, page 97. 
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EXlilBIT 3-F 
Views and Estimates of Committees 

1-r---- 11. No lucollciliatio11 - Si ne• th• duration and scope of our 
continued i nvolv-•nt in th• Persian Gulf and th• depth and 
duration of th• r•c•••ion are both uncertain at this tiae , the 
Couiittee strongly insists, on both a bipartisan and unaniaoua 
basis, that there be no reconciliation d i r.cti v• to th• 
Co1111itt•• on •ithar r•v•nu•5 or outlays. 
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lll. TM Prt1ldtnt'1 BIUlgtt PropQIDIJ - The couitte• recogniua -~---t"""-- 2 
that the President'• Budget contain• several revenue proposals , 
s ome of which increase and some ot which deer•••• tax•• · Jn 
addition, the President bas proposed legislati ve reductions of 
$25 billion in Medicare over the next five years, a cap on 
foster care administrative fu.n<Ss under Title JV-E of the social 
Security Act and the complete repaal of the Trad• Adjuetment 
Aasi atance progru (TAA). The Co&iaittee anticipate• l i ttle or 
no budgetary saving• this fiscal year fro• th••• proposals. 

3 _--1,----:--:- I V. Pouib/4 °'"'"''"'' lnitioti...,, - At some ti•• during the year, 
the Couitte• aay consider the following initiatives with 
budgetary consequences: tax aiaplification, expiring tax 
provision■, preventive and other health ••••urea, uneaployaent 
insurance refonaa and improvements, child welfare changes , and 
other aeasures. The Co-itt•• will f ul ly co~ply with the new 
pay-as-you-qo requirements , as we have in previous year s . 
However, given the uncertainty of economic projection• at this 
ti■•, th• co-ittee wiehes to eaphasiz• that the budget resolution 
should not attempt to project the uount of outlay• or r evenue 
losses a■sociatod with the above initiatives. Instead, the Budget 
Committee should be aeaured that all legi slation reported fro■ the 
co-ittee on Ways an~ Means will be defici t neutral, consistent 
wi t h the nev pay•ae-you-go requirements. 

(1) The Congressional Budget Act of 1974 requires House and Senate committees to report their 
views and estimates on budget matters in their jurisdiction within six weeks after the President 
submits his budget. The excerpt shown here is from the fiscal year 1992 report of the House 
Ways and Means Committee. 

(2) The Committee stated its unanimous view that it should not be directed to recommend certain 
legislative changes through the reconciliation process at this time. 

(3) The House Ways and Means Committee, like many other committees, concentrates on those 
matters in disagreement with the President's budget. A few committees, however, prepare a 
detailed report covering all of the programs or accounts in their jurisdiction. 

(4) The Committee expressed its disagreement with the President's major recommendations for 
budgetary savings and indicated that it might pursue legislative initiatives in several areas. To 
keep it options open, the Committee argued against the Budget Committee assigning any dollar 
amounts to the initiatives at this time, pledging instead to abide by the pay-as-you-go 
requirements if the initiatives were pursued. 

SOURCE: House Budget Committee, Views and Estimates of Committees of the House on the Congressional Budget/or 
Fiscal Year 1992, House Budget Commiuee Print No. CP-3, March 1991, page 376. 
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CHAPTER lll 

TABLE lll-1. 

Butline 
Rev.nun 
Outlay, 
Deficit 

EXlilBIT 3-G 
CBO Baseline Projections 

THE Bl'DGJ:T oun.oox 13 

CBO PROJECTIONS OF TOTAL FEDERAL REVENUES, 
OUTLAYS, AND DEFICITS (By riecal year) 

Aclllal 
1990 1991 1992 1993 1994 1995 1996 

In BlWona or Dollan 

1,031 1,094 1,170 1,251 1,332 1,416 1,496 
1,252 1,391 l .◄68 U90 1,543 1,544 1,6.12 

220 298 298 239 211 128 135 

* * * * 
~1 CANCEL 1llE NASA INTERNATIONAL SPACE 

STATION PROGRAM 

Am11wSIYID15 CululatiYC 
SmA,afrom ,1p mllllQAS or esonm} Phc-Ycar 
CBOBaeline 1992 1993 1994 1995 1996 Smnp 

Bud,el Autllority 2,000 2,050 2,lSO 2,200 2,300 10,650 

Outlays 1,8.SO 1,900 2,100 2,150 2,250 lQ,2.50 

2 

(1) CBO issues baseline projections of revenues, outlays, and the deficit for the current fiscal year 
(in this case, fiscal year 1991) and each of the next five years on the basis of an assumed rate 
of inflation and projected workload changes that are mandatory, such as increases in the number 
of Social Security recipients. The baseline assumes that current policy will continue in effect. 
In some cases, laws that are scheduled to expire are assumed to continue. 

(2) In these baseline projections, the deficit surges to record levels and remains high for a few years 
(largely because of a recession and the aid provided to the ailing thrift industry), then drops 
markedly in later years. 

(3) CBO's baseline projections for most individual programs are not published. However, CBO 
issues an annual report on deficit-reduction options that shows the amount of savings from 
baseline levels for many programs. 

(4) CBO computes deficit-reduction options as providing savings from the baseline level, not from 
the previous year's spending level. (See Exhibit 1-H for an illustration of how savings arc 
computed from the baseline.) 

SOURCE: Congres.sional Budget Office, Economic and Budget Oulloolc: Fiscal Years 1992-1996, January 1991 , page 
63; and Congressional Budget Office, Selected Spending and Revenue Options, June 1991, page 29. 
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EXHIBIT3-H 
Reconciliation Directives 

RECONCILIATION 

2 ___..1---SBc. ,f. (a) Not later than October JS, 1990, the committees naTMd 
in ,ubBection., (b) and (c) of thir section ,hall 1ubmit t}if ir recom• 
mendation.s to the Committeu on the Budget of their respective 
Houses. After receivill6 tlw8e recommendations, the Committeu on 
the Budget ,hall report to the HoUIU! and Senate a reconciliation 
bill or resolution or both carrying out all ,uch recommendations 
without any substantive revision. 

3-,------ HOUSE COMMITl'EES 

CRS - 63 

(bXJ) The House Committee on Agriculture sJiall repo_rt (A) 
chall6es in laws within its jurisdiction which proui.de ~pending au­
thority as defined in section 401{cX2XC) of the Co~wnal BUfig~t 
Act of 197,4, suffrcient to reduce outl~ys, (B) clw:nges in laws within 1 ,,,,. 4 
its jurisdiction which provide spending autho_nty other tha,., cu de-,,,v 
fined in section ,401(cX2XC) of the Act, sufficient to red~ outlays, 
or (CJ any combination thereof, as follows: $1,022,()()(),000 in outlays 
in fiscal year 1991, $2,023,(){)(),()()(} in outlays in fiscal year_ 1992, 
$3,214,()()(),000 in outlays in fr,scal year 199~, $3,432,00f?,OOO m out-
lays in fiscal year 1994, and $3,936,000,000 m outlays m fiscal year 

,1995. 
5,........... 

(1) The reconciliation directives are contained in the budget resolution adopted by Congress. 
Reconciliation is an optional procedure (these directives are from the fiscal year 1991 budget 
resolution; reconciliation directives were not included in the budget resolution for fiscal year 
1992). Reconciliation is used principally to reduce the projected deficit by raising revenues or 
reducing entitlement spending through changes in existing law. 

(2) The reconciliation directives usually set a deadline for committees to report their legislative 
recommendations, but committees sometimes do not meet the deadline (and it may be extended). 

(3) The reconciliation directives name the committees which must make legis lative 
recommendations. Separate instructions are ~ed to House and Senate committees. In most 
years, at least several committees in each House are subject to reconciliation directives; their 
recommendations usually are consolidated into an omnibus bill, but sometimes committees 
(particularly the revenue committees) are allowed to proceed separately with their legislation. 

(4) The directives state that spending authoriry (mainly entitlements) must be reduced by an amount 
sufficient to yield specified outlay savings or that revenues must be increased by specified 
amounts. They do not mention the programs or laws to be changed, only the dollar amounts. 

(5) Under present practices, reconciliation directives cover five fiscal years; in past years, they 
usually covered three fiscal years. 

SOURCE: House Report No. 101-820 (conference report to accompany H.Con.Res. 310, Concurrent Resolution on the 
Budget-Fiscal Year 1991), 0ctober7, 1990,pages 14•15. 
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EXHIBIT 3-1 
Program Assumptions in the Reconciliation Process 

CX>NFEREHCE AGREEMENT REDJNCIUATION BY HOUSE COMMITTEE-tontinued 
(llli'dNadaillilcNll.,._.J 

l"l 1n1 JIU lttS 

* * * * .,,, .. ..., 
fa c.m. i.s ........... _._._,,_, .. _ ............ _ 0 - .572 - .562 - .568 - .S90 -2.292 =========-======:-:-=::::~ = 
Ohr: 

11111:att:. 
Plvwar ~·-- .................... -3.100 - 5.200 -6.300 -7.000 -UOO - 30.000 
ln(qy ~...................... -l.600 -3.600 - S.600 - 7.100 -9.500 - 2'.000 
..._ ..... ................. _....... 0 - .400 -.500 -.500 -.600 -2.000 - - -------------

~NllliNfl_ ... _ ........... -4.700 -9.200 - 12.44>0 - 15.200 -18.SOO - 60.000 
SodlJ SlaKity PIWCt, ................. ...... . - .500 - 300 - .400 - .400 - .400 2 .000 
U pauiM hnl (REV) .......... -............. - .025 - .035 - .040 - .050 - .050 - .200 
l'lkX' .......... _,_.................................. - .120 - .130 - .130 -.130 - .130 -.'40 
~ luna.......... ............. 0 -1.100 -USO -USO - 1.200 -HOO 
SGclal s-i\y ~ts................... 0 - .043 - .028 0 0 -.071 _ ______ _,c_ 

Slelotai ........................... _ ............... - 4.JCS -10.208 -13 343 - 16.130 - IU,O -63.51 l 
Tam: Silnlllil Lu: PD111 (RCV) .......... ...... __ -_14_.200 __ -_2...:..S.600 __ -_2..:..6..:..:ooo.:....__- .:..:31;__;_.400:..:......_---=.3::..l.400:.::__- .:.:12::::8.=600 --+-

r-tlllee t~ (DR) . ... _ ..................... _. -18.~S -36.380 -39.910 -4l098 - Sl.410 - 19U03 

M ~ (w/o d0ublt CXJUllb) : 
f9s (DR) ............................... ___ ............... - .968 -2.068 -1.951 - 2.0ZI -2.122 
Ot!lef (Dll) .............. _ ...... _ .. _ .,..................... - 9.526 -17.3-Cl -'n.577 - 27.290 - ll.736 
T.ues (RfV) ........ ............ ........................... -1000 -25.600 - 26.000 -31.400 -31.400 

- 9.136 
-101.470 
-128.600 

TO!ll r1Cllrdlld (OIi) .............. -.. - .... ...... -24.6~ -H.009 - SO.S3-C - 60.711 -65..258 - 246.206 

lltSeaflrtOiltlti'M (REV)_ ..... ,-........................ -3.031 -I.Al$ -1.803 - 1.W - 1.2ll -9.376 
•~ Glhlr mnlllDJ entili1m91Vlees ._... - .600 -.600 - .600 -.600 -.600 -3.000 

Taul ,_ mum ~ 1111nd;tuy 

~cuts (DR) .... - . ........................ -28.331 -'7.U4 -52 937 -62.799 -67.071 -258.582 

2 

(1) The program assumptions that underlie the reconciliation directives do not appear in the budget 
resolution; they usually are discussed in the reports accompanying the budget resolution. 

(2) Both the revenue and spending amounts listed in this table have a minus sign, which indicates 
the amounts by which the defici l would be reduced below the baseline. Hence, a revenue increase 
is shown as a negative amount. 

(3) The program assumptions are not binding on committees -- they may recommend alternative 
deficit reductions -- but these assumptions typically are based on understandings worked out by 
the Budget Committees and the affected committees (and sometimes with the President, as well). 
Consequently, they usually influence the changes in existing law made in reconciliation bills. 

(4) The example used here, taken from the managers' statement accompanying the conference 
report on the fiscal year 1991 budget resolution, was defeated in the House, largely because 
certain program assumptions were not acceptable to a majority. Accordingly, the managers' 
statement accompanying the conference report that was agreed to subsequently by the House 
and Senate assigned to committees unspecified savings which made no reference to particular 
programs (not shown here). 

SOURCE: House Repon No. 101-802 (conference report lo accompany H.Con.Res. 310, Concurrent Resolution on lh.e 
Budget -- Fiscal Year 1991), October 4, 1990, page 30. 
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EXHIBIT3-J 
Omnibus Budget Reconciliation Legislation 

SEC. '158, REDUCTION IN PAYMENTS UNDER PART B DURING FINAL 2 
MONTHS OF 1990. 

(a) IN GB!iSRAL.- Notwithstanding any other provision of law 
(including any other provision of this Act, other than subiection 
(bX4)), payments under part B of title XVlll of the Social Security 
Act for items and services furnished du~ the period beginning on 
November l, 1990, and ending on December 31, 1900, Rhall be 
reduced by 2 percent, in accordance with subsection (b). 

* * * * 
SEC. 6501. ENVIRONMENTAL PROTECTION AGENCY FEES. 

(a) AssESSMENT AND CoLLECTioN.-The Administrator of the 
Environmental Protection Agency shall, br regulation, assess and 
collect fees and charges for services and act1vitiee carried out pursu­
ant to laws administered by the Environmental Protection Agency. 

(b) AMOUNT o, Fu:s AND CHARGES.-Fees and charges assessed 
purauant to this section shall be in such amounts as may be nec­
essary to ensure that the aggregate amount of fees and charges 
collected pursuant to this section, in excess of the amount of fees 
and charges collected under current law-

(1) in fiscal year 1991, is not less than $28,000,000; and 
(2) in each of fiscal years 1992, 1993, 1994, and 1996, is not less 

than $38,000,000. 
* * * * 

SEC. 11201. INCREASE IN EXCISE TAXES ON DISTILLED SPIRITS. WINE, 
AND BEER. 

(a) Dism.um SPlllITS.-
(1) IN CENER.AL.-Paragraphs (1) and (3) of section 600l(a) 

(relating to rate of tax on distilled spirits) are each amended by 
striking "$12.50" and inserting "$13.50". 
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2(a) 

2(b) 

2(c) 

(1) Omnibus budget reconciliation legislation i.s made up of the recommendations of all the 
committees given instructions in the budget resolution. The bill usually is divided into titles 
(sometimes more than a dozen) that correspond to major areas of committee jurisdiction. In 
some years, the reconciliation bill is the principal vehicle for implementing deficit-reduction 
plans, including those arising from summit negotiations between the President and Congress. 

(2) This exhibit shows three types of provisions commonly fowid in reconciliation bills: (a) a 
reduction in spending; (b) the establishment or expansion of a user fee; and (c) an increase in 
revenues. 

(3) Much of the length and complexity of reconciliation measures derives from the inclusion of i 
nongennane and extraneous matter, notwithstanding rules intended to bar its inclusion. For \ 
example, the measure used in this example included discretionary authorizations, program 
changes without any budgetary impact, and an entire title devoted to the establishment of new 
budgetary procedures (see also Exhibit 3-L). 

(4) Reconciliation bills sometimes have provisions that establish new programs or expand existing 
ones, thereby increasing spending. To be judged in compliance with reconciliation directives, 
committees must make sufficient reductions so that even with the increased spending taken into 
account, the required savings still are met. 

SOURCE: Public Law 101-508, Omnibus Budget Reconciliation Act of 1990, Seclions 4158, 6501, and 11201 (104 Stat. 
1388-89, 1388-320, and 1388-415). 
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EXH1BIT3-K 
Deficit Neutrality of Amendments 

Sec,310 
(d) LIMITATION ON AMENDMENTS TO RECONCILIATION BU.LB AND 

RESOLUTIONS.-
(1) It shall not be in order in the House of Representatives to 

consider any amendment to a reconciliation bill or reconcilia­
tion resolution if such amendment would have the effect of in­
creasing any specific budget outlays above the level of such 
outlays provided in the bill or resolution (for the fiscal years 
covered by the reconciliation instructions set forth in the rnost 
recently agreed to concurrent resolution on the budget), or 
would have the effect of reducing any specific Federal revenues 
below the level of such revenues provided in the bill or resolu­
tion (for such fiscal years), unless such amendment makes at 
least an equivalent reduction in other specific budget outlays, 
an equivalent increase in other specific Federal revenues, or 
an equivalent combination thereof (for such fiscal years), 
except that a motion to strike a provision providing new 
budget authority or new entitlement authority may be in 
order. 

1 

3 

(1) This House provision -- and a similar one pertaining to the Senate -- bars floor amendments to 
reconciliation measures that would increase the deficit. To be "deficit neutral," an amendment 
reducing revenues or increasing spending must offset these deficit increases by equivalent 
revenue increases or spending cuts. 

(2) This deficit-neutrality requirement pertains only to floor amendments. It does not pertain to 
deficit-increasing provisions recommended by a committee instructed to produce reconciliation 
savings (however, such provisions in the Senate could violate the Byrd Rule, discussed in 
Exhibit 3-L). 

(3) One effect of this restriction is to make it difficult lo amend reconciliation bills in the House or 
Senate. Although deficit-neutral amendments may be offered, the requirement that they contain 
offsets usually makes them politically unattractive. Of course, amendments may be offered that 
reduce the deficit below the budgeted level. 

SOURCE: Congressional Budget Act of 1974, Section 3I0(d)(l). 
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EXHIBIT3-L 
Senate Restrictions on Extraneous Matter 

Sec. 313 
(b) ExTRANEOUS PROVISIONS.-{l)(A) Except ns provided in para­

graph (2), a provision of a reconciliation bill or reconciliation reso­
lution considered pursuant to section 310 shall be considered extra­
neous if such provision does not produce a change in outlays or rev­
enue, including changes in outlays and revenues brought about by 
changes in the terms and condition! under which outlays are made 
or revenues are required to be collected (but a provision in which 
outlay decreases or revenue increases exactly offset outlay in­
creases or revenue dec1·eases shall not be considered extraneoU9 by 
virtue of this subparagraph); (B) any provision producing an in­
crease in outlays or decrease in revenues shall be considered extra­
neous if the net effect of provisions reported by the Committee re­
porting the title containing the provision is that the Committee 
fails to achieve its reconciliation instructions; (C) a provision that is 
not in the jurisdiction of the Committee with jurisdiction over said 
title or provision shall be considered extraneous; (D) a provision 
shall be considered extraneous if it produces changes in outlays or 
revenues which are merely incidental to the non-budgetary compo­
nents of the provision; (E) a provision shall be considered to be ex­
traneous if it increases, or would increase, net outlays, or if it de­
creases, or would decrease, revenues during a fiscal year after the 
fiscal years covered by such reconciliation bill or reconciliation res­
oluti_on, and such incr~ases or decreases are greater than outlay re­
ductions or revenue increases resulting from other provisions in 
such title in such year; and (Fl a provision shall be considered ex­
traneous if it violates section 310(g). 
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(1) Concern over the use of reconciliation measures to enact provisions which do not reduce the 
deficit (or even increase it) led the Senate in 1986 to adopt a rule, known as the Byrd Rule (for 
its chief proponent, Senator Robert C. Byrd), to control the practice. (The Byrd Rule was 
incorporated into the Congressional Budget Act of 1974 (as Section 313) by the BEA of 1990.) 
The House bas no comparable rule, though it may adopt special rules reported from the House 
Rules Committee to restrict the inclusion of extraneous matter. 

(2) The Byrd Rule on extraneous matter supplements the prohibition against the offering in the 
Senate of nongermane amendments to reconciliation measures set forth elsewhere in the 
Congressional Budget Act of 1974. Under the Byrd Rule, several categories of extraneous matter 
are established, and both committee provisions and floor amendments can be stricken by a point 
of order. 

(3) Since its adoption, the Byrd Rule bas been invoked only a few times. Instead, potential violations 
of the Byrd Rule usually have been corrected by amendments offered by the Senate leadership, 
deleting the extraneous matter. 

(4) Extraneous provisions include items which would cause the estimated deficit for future fiscal 
years to rise. 

SOURCE: Congres.s;ional Budget Act o f 1974, Section 313(b)(l). 
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Achievement of the policies set forth in the annual budget resolution depends on the 
legislative actions taken by Congress (and their approval or disapproval by the President), 
the performance of the economy, and technical considerations. A good deal lies beyond the 
direct control of Congress. H economic conditions - growth. employment levels, inflation, 
and so forth -- vary significantly from projected levels, so too will actual levels of revenue 
and spending. Similarly, actual levels may differ substantially if the technical factors upon 
which estimates are based, such as the rate at which agencies spend their discretionary funds 
or participants become eligible for entitlement programs, prove faulty. This chapter is 
concerned with enforcement of the budget resolution during legislative action by Congress, 
not with the effects of economic or other factors. 

Congress' regular tools for enforcing the budget resolution on a yearly basis are overall 
spending ceilings and revenue floors and committee allocations and subdivisions of 
spending. (As mentioned in Chapter 3, Congress sometimes employs the reconciliation 
process to help achieve its budgetary goals; Chapter 5 discusses the special enforcement 
procedures under the GRH Act.) In order for the enforcement procedures to work, Congress 
must have access to complete and up-to-date budgetary information so that it can relate 
individual measures to overall budget policies and determine whether adoption of a 
particular measure would be consistent with those policies. Substantive and procedural 
points of order are designed to obtain congressional compliance with budget rules. A point 
of order may bar House or Senate consideration of legislation that violates the spending 
ceilings and revenue floors in the budget resolution, committee subdivisions of spending, 
or congressional budget procedures. 

Spending Ceilings, Revenue Floors, and Committee Allocations 

In the early years of the Congressional Budget Act of 1974, the principal enforcement 
mechanism was the ceiling on total budget authority and outlays and the floor under total 
revenues set forth in the budget resolution (see Exhibit 4-A). The limitations inherent in 
this mechanism soon became apparent. For example, the issue of controlling breaches of 
the spending ceilings usually did not arise until Congress acted on supplemental 
appropriations acts, when the fiscal year was well underway. The emergency nature of the 
legislation often made it difficult to uphold the ceilings. 

In view of the inadequacies of relying on enforcement of the budget totals, Congress 
changed the focus of enforcement to the committee allocations and subdivisions of spending 
made pursuant to Section 302 of the Act ( and, for fiscal years 1991-1995, pursuant to Section 
602 of the Act, as discussed below). The key to enforcing budget policy is to relate the 
budgetary impact of individual pieces of legislation to the overall budget policy. Because 
Congress operates through its committee system, an essential step in linking particular 
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measures to the budget is to allocate the spending amounts set forth in the budget resolution 
among House and Senate committees. 

Section 302 Allocations and Subdivisions 

Section 302 provides for a two-step allocation procedure; first, the spending totals in the 
budget resolution for the upcoming fiscal year are distributed to committees; then, each 
committee divides the amount allocated to it among its programs or subcommittees. Section 
302(a) provides for allocations to committees to be made in the statement of managers 
accompanying the conference report on the budget resolution. A section 302(a) allocation 
is made to each committee which has jurisdiction over spending. (The committee allocations 
do not take into account jurisdiction over discretionary authorizations funded in annual 
appropriations acts.) The amounts of new budget authority and outlays allocated to 
committees in the House or Senate may not exceed the aggregate amounts of budget 
authority and outlays set forth in the budget resolution. Although these allocations are made 
by the Budget Committees, they are not the unilateral preferences of these Committees. They 
are based on assumptions and understandings developed in the course of formulating the 
budget resolution. 

The House and Senate have different practices for allocating spending amounts to 
committees. The House (as Exhibit 4-B shows) allocates budget authority, outlays, and 
entitlement authority, and distinguishes in each case between "current level" (which reflects 
mandatory spending under existing law and outlays ensuing from prior-year appropriations) 
and "discretionary action" (which represents spending increases or decreases that would 
result from legislative action). The Senate (as shown in Exhibit 4-C) allocates budget 
authority, outlays, and entitlements funded in annual appropriations (not total entitlement 
authority), but does not distinguish between current level and discretionary action. In 
addition, the Senate (but not the House) separately allocates outlays and revenues of the 
Social Security trust funds for the next fiscal year and four ensuing fiscal years. 

Another distinction between the House and Senate regarding Section 302(a) allocations 
is that the former distributes each committee's allocations among the functional categories 
in the budget resolution. These functional amounts are not binding on the committees. 

After the allocations are made to committees under Section 302(a), each committee 
subdivides the amounts it receives among its programs or subcommittees, as required by 
Section 302(b) (see Exhibits 4-D and 4-E). (The Appropriations Committees are required 
to subdivide the amounts among their subcommittees.) A committee's Section 302(b) 
subdivisions may not exceed the total a.mount allocated to the committee. Each committee 
reports its subdivisions to its respective House and a committee's spending legislation may 
not be considered until such report has been filed. 

Section 602 Allocations and Subdivisions 

During the period that the GRH process is in effect, the procedures for making committee 
allocations and subdivisions under Section 302 of the Congressional Budget Act of 1974 
are superseded by special procedures in Section 602 of the Act. Under Section 602(a), the 
allocations to committees are made in the same manner as required by Section 302 except 
that allocations are made for the sum of the five fiscal years covered by the budget resolution, 
and. in the House only, amounts are allocated for each of the five fiscal years. 
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Section 602(b) requires that only the House and Senate Appropriations Committees 
subdivide amounts allocated to them, and only for the first fiscal year covered by the budget 
resolution. Other Senate committees may subdivide their allocations but are not required to 
doso. 

Scorekeeping Procedures and Cost Estimates 

Scorekeeping is the process of measuring the budgetary effects of pending and enacted 
legislation and assessing its impact on a budget plan - in this case, the budget resolution. 
In the congressional budget process, scorekeeping serves several broad purposes. First, 
scorekeeping informs Members of Congress and the public about the budgetary 
consequences of their actions. When a budgetary measure is under consideration, 
scorekeeping information lets Members know whether adopting the amendment or passing 
the bill at hand would breach the budget. Further, scorekeeping information enables 
Members to judge what must be done in upcoming legislative action to achieve the year's 
budgetary goals. 

Fina11y, scorekeeping is designed to assist Congress in enforcing its budget plans. In this 
regard, scorekeeping is used largely to determine whether points of order under the 
Congressional Budget Act of 1974 may be sustained against legislation violating budget 
resolution levels. 

The principal scorekeepers for Congress are the House and Senate Budget Committees, 
which provide the presiding officers of their respective Houses with the estimates needed 
to determine if legislation violates the aggregate levels in the budget resolution or the 
committee subdivisions of spending. The Budget Committees make swnmary scorekeeping 
reports available to Members on a frequent basis, usually geared to the pace of legislative 
activity. CBO assists Congress in these activities by preparing cost estimates of legislation, 
which are included in committee reports, and scorekeeping reports for the Budget 
Committees (see Exhibits 4-F and 4-G). The Joint Committee on Taxation supports 
Congress by preparing estimates of the budgetary impact of revenue legislation. 

Enforcement and Waiver of Points of Order 

The Congressional Budget Act of 1974 provides for both substantive and procedural 
points of order to block violations of budget resolution policies and congressional budget 
procedures. 

One element of substantive enforcement is based on Section 311 of the Act, which bars 
Congress from considering legislation that would cause total revenues to fall below the level 
set in the budget resolution or total new budget authority or total outlays to exceed the 
budgeted level. In the House (but not the Senate), Section 311 does not apply to spending 
legislation if the committee reporting the measure has stayed within its allocation of new 
discretionary budget authority or new entitlement authority. Accordingly, the House may 
take up any spending measure that is within the appropriate committee allocations, even if 
it would cause total spending to be exceeded. Neither chamber bars spending legislation that 
would cause functional allocations in the budget resolution to be exceeded. 



CRS- 72 Chapter 4. ENFORCING THE BUDGET RESOLUTION 

Section 302(f) of the Congressional Budget Act of 197 4 bars the House from considering 
any measure that would cause the relevant committee•s subdivisions of new discretionary 
budget authority or new entitlement authority to be exceeded. Further, it bars the Senate 
from considering any measure that would cause either a committee•s Section 302(a) 
allocation (except for annual appropriations measures) or Section 302{b) subdivision to be 
exceeded. 

During the period that the GRH process is in effect, the points of order that may be raised 
under Section 302(f) are applied to the allocations and subdivisions made under Section 602 
of the Congressional Budget Act of 1974. Further, these points of order apply only to the 
first of the five fiscal years covered by the budget resolution and to the five-year total. 

Also during this period, Section 601 (b) of the Act prohibits the Senate from considering 
a budget resolution (through fiscal year 1995) or annual appropriations measure (through 
fiscal year 1993) that would breach the discretionary spending limits. 

Section 605(b) of the Act requires (in the Senate only) that spending and revenue 
legislation not cause the GRH deficit target for the upcoming fiscal year to be exceeded. 

The Senate (but not the House) enforces revenue and spending levels for Social Security 
contained in the budget resolution. Section 311 bars the consideration of any legislation that 
would violate revenue or outlay levels for the first fiscal year or the sum of the five fiscal 
years. Further, Section 302(f) bars the consideration of any legislation that would violate 
the Social Security outlay allocations for the same periods. 

In addition to points of order to enforce compliance with the budget resolution and the 
allocations and subdivisions made pursuant to it, the Congressional Budget Act of 1974 
contains points of order to ensure compliance with its procedures. Perhaps the most 
important of these is Section 303, which bars consideration of any revenue, spending, 
entitlement, or debt-limit measure prior to adoption of the budget resolution. However, the 
rules of the House permit it to consider regular appropriations bills after May 15 (and, 
through fiscal year 1995, certain deficit-neutral legislation after April 15) even if the budget 
resolution has not yet been adopted. 

When the House or Senate considers a revenue or a spending measure, the Chainnan of 
the respective Budget Committee usually makes a statement advising the chamber as to 
whether the measure violates any of these points of order (see Exhibit 4-H for an example). 

If no point of order is made, or if the point of order is waived, the House or Senate may 
consider a measure despite any violations of the Congressional Budget Act of 1974. The 
House often waives points of order by adopting a "special rule" such as the one that appears 
in Exhibit 4-1. The Senate may waive points of order by unanimous consent, by motion 
under Section 904 of the Act, or, in the case of Section 303 of the Act, by a special waiver 
resolution. The Senate requires a three-fifths vote of the membershlp to waive certain 
provisions of the Act 
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EXHIBIT4-A 
Aggregate Spending Ceilings and Revenue Floors 

SEC. 311. (aXl) LEcisuT10N SuBJECr TO Po1NT OP ORDKR.-Except 
as provided by subsection (b), after the Congreaa has completed 
action on a concurrent resolution on the budget for a fiscal year, it 
3hall not be in order in either the House of Representatives or the 
Senate to consider any bill, joint resolution, amendment, motion, or 
conference report providing new budget authority for such fiscal 
year, providing new entitlement authority effective during such 
fiscal year, or reducing revenues for such fiscal year, if-

(A) the enactment of such bill or resolution as reported; 
(B) the adoption and enactment of such amendment; or 
(C) the enactment of such bill or resolution in the form rec-

ommended in such conference report.; 
would cause the appropriate level' of total new budget authority or 
total budget outlays set forth in the most recently agreed to con­
current resolution on the budget for such fiscal year to be exceed• 
ed, or would cause revenues to be le&& than the aperopriate level of 
total revenues set rorth in such concurrent resolution except in the 
case that a declaration of war by the Congress is in effect. 

* * * * * * 
(b ) ExCKP'TlON IN THE HouH OF REPRESENTATIVES.-Subsection (a) 

shall not apply in the House of Representatives to any bill, resolu• 
tion, or amendment which provides new budget authority or new 
entitlement authority effective during such fiscal year, or to any 
conference report on any such bill or resolution, if-

(1) the enactment of such bill or resolution as reported; 
(2) the adoption and enactment of such amendment; or 
(3) the enactment of such bill or resolution in the form rec• 

ommended in such conference report, 
would not cause the appropriate allocation of new diecretionary 
budget authority or new entitlement authority made pursuant to 
section 302<.a) for such fi&eal year, for the committee within whose 
jurisdiction auch bill, resolution, or amendment falla, to be exceed• 
ed. 
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(1) Section 311 bars consideration of any measure that would cause total budget authority or total 
outlays to exceed, or total revenues to fall below, the levels set forth in the budget resolution. 
In the House (but not the Senate), Section 311 does not apply to spending legislation if the 
committee reporting the measure has stayed within its Section 302 allocation of new 
discretionary budget authority or new entitlement authority. 

(2) In the House, this provision may be waived by a special rule adopted by a majority of those 
present and voting; in the Senate, a waiver requires a three-fifths vote of the membership (60 
Senators). 

(3) The prohibitions in this section pertain only to total revenue and total spending. There is no bar 
against consideration of measures that would cause a functional allocation to be exceeded. 

(4) Section 605{b) of the Act requires (in the Senate only) that spending and revenue legislation not 
cause the GRH deficit target for the upcoming fiscal year to be exceeded. 

(5) The revenue and spending estimates of the Budget Committees are authoritative in enforcing 
the revenue floors and spending ceilings. 

SOURCE: Congressional Budget Act of 1974, Section 31 l. 
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EXIDBIT4-B 
Section 302(a)/602(a) Allocations to Ho~ Committees 

}-_... (X)NFERENCE aEEMOO ON H. <X>N. RES. 121, ALLOCATION Of SPENDING R£SPONSIBIUTY TO 
HOUSE COMMITTEE PURSUANT 10 SEC. 602(a) OF TllE CONCRESSOW. BUDGET ACT-flSCAL 
YEAR 1992--Conlinued 

3 

I\JSU: ~ AIIO TRANSPOOATlON <XIIMIITU 

5 
01rNn1 IMI (lllldlll IN): 

270 f-sY - ··············•····· ... · ..... _ ... _ .......... - ... - --- 1,135 

~ e~~~~~~;;; ,_1 ___ _ 
ass 0 
1&1 0 

0 0 
110 0 
67 0 

s.t,ioul ............ - ....................................... ·--·-·····-·····.................. 4,100 1,197 0 

Dilcnlionl,Y adloll (asund lealsblion): 
400 TIM!l)QIUtion .... - ...................................................................... - ... --........ __ 1....:.6.l_SS ____ _ 0 0 

·-
SibtOIII ........................................................... -.... ................................... 16,351 0 0 

0,rMliHet ICIIJl ...... _ ................................ - --··· .. ··•· ................. ..,.....,,=21=,ISI========= 1.197 0 

SCllNCl Sl'la.. AHO TICHNOLOCY CCtlMITTU. 
c.Ttlll IMI (wci.d l,ow): 

250 Glneral 9Ciefa. ~ - Jnd t.eclvdosJ ............................ --- 21 
770 E-sY----·-----·-.............. --- 15 
500 (Maliln, trJnl1, ~ t. and ml SIIVU$ _ ..... - ........... _.____ :..1 --~--

4 

~ ....... ____ .. _......... 31 0 

6 
QilMit1et IOlll, ______ ........... - ... ---.. -·--···-c==3=7===3&=---== 0 

(1) Under Section 302(a) of the Congressional Budget Act of 1974, separate allocations are made 
by the House and Senate Budget Committees to committees of their respective Houses. During 
the period that the Gramm-Rudman-Hollings process is iri effect, the procedures for making 
allocations \lllder Section 302(a) are superseded by special procedures under Section 602(a). 

(2) Section 602(a) allocations are made in the same manner as required by Section 302 except that 
allocations (not shown here) also are made for the sum of the five fiscal years covered by the 
resolution. 

(3) The Budget Committees use different approaches in making allocations. For example, the House. 
Budget Committee allocates entitlement authority in addition lo new budget authority and 
outlays, and, under Section 602(a), it provides separate spending allocations (not shown here) 
for each of the five fiscal years. (See the next exhibit for an example of allocations made by the 
Senate Budget Committee.) 

(4) A positive amount under "discretionary action" reflects the assumption that the committee will 
report legislation that increases spending for programs withiri its jurisdiction. A negative amount 
reflects the expectation that the committee will report legislation that reduces spending. 

(S) The distinction between "current level" and "discretionary action" enables a committee to use 
its full discretionary amount even when the total spending allocation has been exceeded. 

(6) The functional amounts are advisory and are not enforced. 

SOURCE: House Report No. 102-69 (conference report to accompany H.Con.Res. 121, Concurrent Resolution on the 
Budget - Fa.seal Year 1992), May 21, 1991 , page 32. 
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EXHIBIT4-C 
Section 302(a)/602(a) Allocations to Senate Committees 

SENATE COMMITTEE BUDGET AUTHORITY ANO OUT\.AY ALLOCATIONS PURSUANT TO SECTION 302 OF 
THE CONGRESSIONAL BUDGET N::T FOR 1992 

(Dallnill.-..S) 

C:-..llet 

Diw:I_.. 
llftll,dlall 

~, . ..,. 
_..., IW\ll)ril!OII 

luilltl n..-. 
H\'JIQl'I, - •••• 

_J,arailllm,J____ -----···· .. ·-·................. 721,611 730.848 ----·· 
.. riculhwt. lMrition. and far!Slry ................. _ ......................... - .......... _._.... 19.780 U.m 1',m 5.908 
Arftltd Slr,ices .. _ ... __ ....... - ....................... - ... - .............. , ... _ ..................... _ 49.C~ 36.297 ---· .. -··---
8ni11&, Hou!ln&, and lllban Alfairs .............. -........................................ . •. 107.100 99.810 ---
Cornmeitt. Soenct. w TrlllS!IO'Uti<ln .•• - ................... ··-···-·--- 2.3'2 m m 482 
E.nerc, ..S Nlhnl hsourca ................................................... ····•··-·--· .... -..... 1.654 1.256 60 60 
Envronment n PUblic Worts .... ---........................ - ..... _................. 11.n.1 1.1s, ........................... . 
r- .... ____ _ .............. ...... ---·· .. ····................... m.m 417.336 96.746 96.403 
Forlian Rcations ... ----··-............................... ····--- 12.174 11.159 ............................... . 
GowrnmenUI Attain .. - .............................. _ ..... , ... _ ............................. - .. -·. 73.598 48.!">40 500 500 
Judici,fy_................................... .. •. ... . ............................................................ 2.15& Z.391 157 155 
I.Jllor n, Hun\111 Rt'SOUfccs..................... .............. ................................................... 6.601 6,723 5.339 4,126 
RuleS and Adtnlft~taUon .................... -.............................................................. 45 170 ........................... . 
Veterans A11lli11 .................................... ............. -·-·---··· .. ··.... ............. 1.646 1.f,39 17.101 17.073 
Sdect Indian Alf,irl.................................... ... . .. .............. ___ .a2 463 ............................... . 
Small BuSillns .................... ... .................................................... ............................ 300 - 146 ............................. .. 
Nol llkat.ed lo Cl)fflmodllies ............. ...................................................................... - .239,'26 -241,132 ........ ....... ·:·--::.:::.::.:.:: 

Total ............................................................................................................. 1.269.300 1.201,600 135,105 124,707 
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(1) Under Section 602(a) of the Congressional Budget Act of 1974, the Senate Budget Committee 
allocates spending to committees for the next fiscal year and (not shown here) the sum of the 
five fiscal years, but, unlike the House, it does not make separate allocations for each of the five 
fiscal years. Further, the Senate (but not the House) allocates revenue and outlay amounts for 
Social Security. 

(2) As used here, "direct spending" includes discretionary appropriations as well as mandatory 
spending (such as entitlements) and thus differs from the use of the term in the PA YGO process 
established under the BEA of 1990 (see Chapter 5). Neither meaning of the tenn includes 
discretionary authorizations. 

(3) "Entitlements funded in annual appropriations" are displayed for informational purposes. The 
amounts shown in this column are included in direct spending. 

(4) Senate allocations do not distinguish between "current level" and "discretionary action," nor are 
they divided among functional categories. 

(5) The amounts "not allocated to committees" (in this case, a typographical error states 
"commodities") refers to offsetting receipts, which are subtracted from the committee allocations 
in computing the totals. 

SOURCE: House Report No. 102-69 (conference report to accompany H.Con.Res. 121, Concurrent Resolution on the 
Budget -- Fiscal Year 1992), May 21, 1991, page 27. 
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EXHIBIT4-D 
Section 302(b)/602(b) Subdivisions by Appropriations Committees 

SUBDIVISION TO SUBCOMMn'TEES,
1 

FISCAL YEAR 1992 ---------1 __ 
BUOOE:r AUTHORITY AND Otm.AYS - } 

- flo--"-- - -
225 
18.1 

5,000 
uoo 15,IIO 

16,WQ 

700 
'80 

,.no 
9,180 

13,205 
12.050 

118,275 
57,800 

2,341 
2,317 

"""' ----
I0,915 902 

-r-- 3 
ao,121 DJ 

270,~ 164 
276,.166 164 

100 _ _ _ 

'80 ·-- -- - ··-·- ··· 
21,.530 __ _ 
I0,$23 __ _ 

15,106 '1 
IS,i12 &I 

IS,205 78 
12.050 78 

69.284 14U91 
57,809 U l,01' 

2.9" 81 
2,317 81 

&,JIM ··· ·-···- -··----·-
S..il2 - --

12,500 37,888 
11,270 29,'86 

(1) Under Sections 302(b) and 602(b) of the Congressional Budget Act of 1974, the House and 
Senate Appropriations Committees are required to subdivide their allocations by subcommittee. 
In this way, the amounts in each regular appropriations bill can be compared to the subdivision 
for the relevant subcommittee (because each subcommittee reports one of the thirteen regular 
appropriations bills). 

(2) It is not in order to consider appropriations measures in the House or Senate until the 
Appropriations Committee has filed a report setting forth its subdivisions of spending made under 
Section 302(b) (or Section 602(b)). The Appropriations Committees may revise their 
subdivisions at any ti.me by filing a new report. 

(3) The structure of these reports corresponds to that used in the Section 302(a) (or Section 602(a)) 
allocations. Thus, in this example, the "discretionary" and "mandatory" columns used by the 
House Appropriations Committee correspond to the "discretionary action" and "current level" 
allocations made by the House Budget Committee. Additionally, the "discretionary" amounts 
are subdivided to reflect the three categories of discretionary spending limits in effect through 
fiscal year 1993. 

(4) The amounts subdivided to the subcommittees may not exceed the total amount allocated to the 
committee. 

SOURCE: House Report No. 102-81 (Report on the Subdivision of Budget Totals - Fiscal Year 1992), House 
Appropriations Committee, May 29, 1991, page 4. 
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EXHIBIT4-E 
Section 302(b)/602(b) Subdivisions by Legislative Committees 

FISCAL YEAR 1991- BUDGH AUTHORITY, OUTLAY. AND ENTlnEMENT AUTHORITY ALLOCATION­
SUBDIVISION BY PROGRAM 

wtrtn! 1M1 (tfllcted IN): 
farll lffllllcytt llullll bentlits ....................................... .......... . 
Cm W.ict lt l(tmtnl aiid frder1I ffllOIOYN lift IIISUWIO! --··-· .•..• 
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Sublotll .. ................ ... _ ............................ ·-· ... ... .... .... ... ...... - 88~ ---::,=. __ _:__ - 2,165 -l.230 

65.937 42. ◄64 34.710 
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(1) Under Section 302(b), all committees (except the Appropriations Committees) may subdivide 
their allocations either by program or by subcommittee. Under Section 602{b) (which is in effect 
for the duration of the GRH Act), legislative committees are not required to subdivide their 
allocations. 

(2) A legislative committee receives an allocation, and makes subdivisions, only for entitlements 
and other types of spending authority; it does not make any subdivisions for discretionary 
authorizations funded in annual appropriations acts. 

(3) The structure of these reports, like the reports by the Appropriations Committees, corresponds 
to that used in the Section 302(a) (or Section 602(a)) allocations. Accordingly, this report of a 
House committee distinguishes between "current level" and "discretionary action." Most of this 
committee's funds are classified as current level because the bulk of its spending results from 
entitlement programs. 

(4) The negative amounts indicate that to stay within its allocations, the committee will have to report 
legislation reducing spending for certain programs within its jurisdiction. 

SOURCE: House Report No. 102-26, Report of the Committee on Post Office and Civil Service Pursuant to Section 
302(b) of the Congres.sional Budget Act of 1974, March 19, 1991, page 1. 

--. 
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lh:t~ 

EXHIBIT4-F 
CBO Cost Estimates 

11192 1!193 

ludltt Allthorlly ..•.••.•. ·-··--·-···---·-·-· .. ··-.. •· 15.245 17.130 
Estimalld ~ . ......................................................... -...... 29 43 
~ ............ ·-·- ····-·····....... ........... . .................... ....... (') I 
~ 

Aulllarizltian ltwl .... ................................... . _................ 12 12 
lstilnllld Owtlays .................................. .... ...... _ .. _ .. _ ···· 2.666 11.121 

1- Im IUI ~5 llillll. 

1194 

18.025 
4' 
1 

12 
IUIM 

1995 119' 

19.635 20.635 
39 39 
1 l 

12 12 
15.673 17.398 

The costs of this bill fall within budget functions 400 and 300. 
Basis of estimate: The bu~et authority created by the bill con­

sists of new contract authonty for the federal-aid highways prer 
gram and new direct spending authority from a National Recre­
ational Trails Trust Fund. 

* * * * * * 
In addition, the bill would eliminate some existing refunds of 

taxes paid by off-highway business motor fuel users. Specifically, 
taxes paid on gasoline not used on highways and used for purposes 
defined as both business-related and recreational would no longer 
be refunded. The Joint Committee on Taxation estimates that 
elimination of these refunds would increase revenues and decrease 
the deficit by less than $1 million in 1992 and by $1 million per 
year over the 1993-1996 period. 

Appropriated Programs (See Table 8). For those programs subject 
to appropriations, CBO assumed that the full amounts authorized 
for each year would be appropriated prior to the start of the fiscal 
year. Outlay estimates are based on historical spending rates. 

1 

3 
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(1) Section 403 of the Congressional Budget Act of 1974 requires that CBO prepare five-year cost 
estimates of all public bills (other than appropriations bills) reported by House or Senate 
committees. These estimates are usually published in the reports accompanying the bills. 

(2) The cost estimate presented in this exhibit pertains to an authorizing bill with provisions that 
have several different types of budgetary effects ·· it provides direct spending, increases 
revenues, and provides discretionary authorizations. 

(3) With respect to the revenue effects of the bill, the CBO cost estimate reflects infonnation 
provided by the Joint Committee on Taxation. 

(4) In estimating the cost of discretionary authorizations, whose funds are provided in annual 
appropriations acts, CBO assumes that the authorization will be fully funded. Also, as explained 
by CBO, the outlay estimate is based on past spendout rates. In this instance, the estimated outlays 
from authorizations include relatively small amounts from discretionary authorizations and 
billions of dollars from the direct spending contract authority. 

(5) In estimating the cost of entitlement legislation (for programs such as Medicare or Aid to Families 
With Dependent Children), CBO estimates participation rates, price changes, and other relevant 
financial and demographic factors. 

SOURCE: Senate Report No. 102-71, The Surface Transportation Efficiency Act of 1991, Environment and Public Works 
Committee, June 4, 1991, pages 79-80. 
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EXHIBIT4-G 
Scorekeeping Reports 

BUDOJ:T SCOREKJ:EPINO 
REPORT 

• Mr, BA6SER. Mr, President, I 
bereb:, ,ubmlt to the senate the most 
recent budaet 1COreteeplnr report for 
flseal Jet.I' 1991, prepared b:, the Con• 
srealon.al Budaet omce under aecuon 
30a<b> of the C<msrealon.al Budaet 
Act of 11'1C, u amende:I.. Thll report 
servm u the acoreteeplns report tor 
I.he PW'POHI of ,ectlon I05<b) &nd sec• 
tlon SU o! the Bud,et Act. 

ThJa report ahon that current level 
apendtnr la under the budret resolu­
tion by •o.4 billion In budret author• 
it:,, and under the budfet resolution 
b:, to., btlllon In ouUays. eurrent level 
Is *1 mllllon below the revenue t.arret 
In 1991 and H million below the reve­
nue tt.raet over the Ii :,ean, 1991-95. 

The current estimate of the deficit 
for pu.rpoea ot calculattn, the m.axJ. 
mwn deficit amount Is '321U bllllon. 
$0.4 billion below the awtlmum de!lclt 
amount for 1991 ot •3::7.0 bllllon. 

The report follows: 

U.S. CoJtcassa. 
CoRGJUt&a:OJfAJ. B,n,on 0.-ncz. 

Wa.shi,aqtoft. DC, Jv.n.s Z4, 1991. 
Hon. '3111 SAuma. 
C1uitl'ffl4ff,, CommUt.N on the Btuloet. U.S. 

.knctU. Wuhington. DC. 
OL\ll ML CJLumuJr. The &tta.ched rePOrt 

showa the ettecta of Consraatcmal acUoD on 
the budaet for flac:&1 J'e&r 1991 and S. cur• 
rent throuah J'une 21, 1091. The estimate• 
of budaet &utbortty, ouUayil, and nvenuea 
are conai.tent wttb the techn!cal &nd · eco­
nomic &UWD.ptio- of the Bud.set Enforce­
cent Act of 1990 <TlUe x:ra of P .L. 101-
508). 'nUI report I& aubmJtied under Sectlon 
~OS(':J) and In a1d of Section 311 oft.he Con­
r.-eulonal Budpt Act. u amended. &nd 
meets the rr.qulrementl for Senate acore­
keepl:nir of Section I of S . Con. R- 32, the 
1988 Plrst Concun-ent Reaolut.ion on the 
BudreL 
· Since my l&St report, dated J'une l'T. 1091. 
there hu been no action t.h&t affect.a tho 
current level of apen~ &nd reveou4!& 

Sincerely, 
Rom:"T D. Rl:%SCUAUD 

Dtrecl~r. 

THE CURRENT LEVEL REPORT FOR THE U.S. SEHATE, 1020 
CONG., 1ST S~~-~ OF JUNE 21, 1991 

(llltli!i.-~dMsJ 

....., 
~itl °"""' -:::. -· '",. p:,s 

~-hori!J l.lft,2 I.IU.t -H 
~ UJU u~ -.• ·-u, IOU IOU, 1•1 IHl•tS 4.HO.l U'IOl 1• 
lluiluaOlf'dlmed m .o l?U -.• 
Dnl1 - ollliplilll lO.I 106 -.J 
C..111101..S111M......-II-- nu IOU -.J 
0.a:t;,,:111111111 ...... o l~ -nu 
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(1) The Congressional Budget Act of 1974 requires that the House and Senate Budget Committees 
is&le scorekeeping reports on the status of the congressional budget. Both Committees meet this 
requirement by inserting CBO scorekeeping reports into the Congressional Record, as frequently 
as the pace of legislative activity requires. The CBO reports take the form of a letter addressed 
to each Budget Committee Chairman, with accompanying tables. 

(2) These reports are used principally in determining whether a pending measure would violate 
Section 311 of the Congressional Budget Act of 1974 by causing total budget authority or outlays 
to exceed, or total revenues to fall below, the levels set in the budget resolution. 

(3) As used here, "current level" includes both new legislation already enacted during the session 
and revenue or spending resulting from existing law. The scorekeeping reports take account only 
of legislation passed by Congress; they do not include pending measures, not even those whose 
enactment is expected. 

(4) The scorekeeping reports deal only with budget totals (total budget authority, total outlays, and 
so on) because there is a violation if Congress deviates from the totals, but not if it deviates from 
the functional allocations or from particular assumptions used in the budget resolution. 

SOURCE: Remarks of Senator James Sasser, "Budget Scorekeeping Report,# in the Congressional Record of June 24, 
1991, at page S 8513. 
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EXJilBIT 4-H 
Floor Statements of Budget Committee Chairmen 

Ml'. PANETTA. Mr. Chlirman, I rise 1o cb­
a,u budget lu&IN related to H.R. 1281, the 
dire enwgency aupplelental appropriation tor 
~ Y'N" 1991, and H.R. 1282, the 0nert 
Shield eupplemental tor flleel ye.- 1991. 

H.R. 1282. lhe Delert Shield bill, p,OYtdet 
that Ill of the fundl ~ available In h bill 
.. 00111idared to be incremental costa tor 
Operation Onert Shield/09..t Storm. It ii 
cu ~ that lhe timing prOYlded In 
the bill II CIOl\llltent with the admlnlstrallon'1 
requeet. Under the Budget Enforcement Act, 
lnc:temental 00ltl for Operalion Oelert Shield 
are exempt from the defense spending limits. 
In thia case, where there ii agreement • 
1-.n Cong.-... and the P.-..ident that theM 
tundl .,. lnc:nmenlal DNert Shield CO&ts, 
"- coata wll not be 11a>ject to the defenae 
aperdng limits end will not cause a Nq1.-. 
ter. In addition, lhe Budget Enforcement Act 
prOllidN lhet lhe coats of emergency prtM­
liona, Including DeNrt Shield 001ta, are noc to 
be counted tor pu,pc)IN of determination■ 
Wldef polnta of o,der under uetlonl 302, 303, 
and 311 of lhe Budget Act. TheN coeta 
lherelo,e Will not be ecored against the ~ 
mlttN'I allocation or ltl ~liont and will 
not be 9001.t agu,st the total ~ 
levell ~ the budget l"NOlution. In tu viN, 
thel'lthn, the bll does not violate the Budge, 
Act. 

HA 1281, ho-.vw, l"8QUlred two Budget 
Act Waiver&. Enactnwit of the bill U reported 
would c:aUN the bill .to axc:eed the OOmmit­
tee'I allocation and would C8UH total outlays 
In the budg9t r-..>lutlon to be exceeded. How­
ever, ll Is Important lo nota that HouN Joint 
Resolution 157, a tedncll corrections" bill 
passed by the HouN on Fabnla,y .28, 1~1. 
by vaice YOl9, II pencing In the Senate and 
may be daanld at any time. That bil~ II en­
acted. would reduce the level of budget a~ 
thority proyided In the fiacal year 1991 foreign 
operationl bill by $403.5 million. H that bill had 
been enacied prior to conaideration of H.R. 
1281, the c.ommittee on Appropriations would 
have been within Its overall committN alloca­
tion and, becausa of the provtslons of the 
Fazio exemption, ttMn would hava been no 
need for • walv• of section 311. Because 
some individual IUbc:ommlttees would still be 
ovet thW 1Utxivisions, hn wouict still be a 
096d for a waiver Of 1ec:tion 302(0, notwith-
81anding the fact that the committee was 
within its overau allocation. 

2 

(1) The Chairman of the House Budget Committee usually infonns the House of the budget 
implications of spending measures under consideration. In this exhibit, the Chairman (Mr. 
Panetta) explained the budget enforcement implications of the House's consideration of two 
supplemental appropriations bills. The explanation, in typical fashion, identified the provisions 
of the Congressional Budget Act of 1974 that would be violated by consideration of the measures, 
and for which waivers were requested (see next exhibit). 

(2) In noting that one of the bills would require waivers of two different sections of the Congressional 
Budget Act of 1974 in order to be considered, the Chairman discussed mitigating factors 
regarding the waivers. During such discussions, the Ranking Minority Member of the Committee 
sometimes offers a different perspective. 

(3) Members of the committee which reported the bill, in th.is instance the House Appropriations 
Committee, also discuss issues or individual items associated with the bill, but generally not the 
particulars of budget enforcement. 

(4) The Chairman sometimes includes a "fact sheet" or tabular data that explain the budget 
implications in more detail. 

(5) The Chairman of the Senate Budget Committee makes floor statements of a similar nature during 
consideration of budgetary legislation in the Senate. 

SOURCE: Remarks of Representative Leon Panetta in the Congressional Record of March 7, 1991, at page H 1483-I 484. 
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EXlflBIT 4-1 
Waiving Enforcement Provisions 

Mr. PROST. Kr. &peuer, by dlrec­
a of the Committee on Rulea, I all 

up Boaae Baolutton 103, and aat for 
lw 1mmedJ.U OODllden.tJon. 

The Clerk rud the 1'910lution, u fol­
low: 

II.Ra.103 
~ Thai all potnta at order tor talJ. 

w. to oumplJ' with the proNSom of 1eo­
tioaa 102(0 and 111<&> of ibe eoncre-ona:a 
~Ace.vi H'ft aDd Wltla ~- J<lXU 
of nale XI and claule 7 of rwe Jal are 
berebJ' nJnd aouiA camlderallon of \be 
bW (IL& UIU ma.kinr d1n emerreoe, IUP­
plemantA! IIPPN)prf&Uolll for the oonae­
quenca at Operati,oQ ~ &orm/Daert 
Bhiald. faoct IIWDIII. unempJo,ment oom­
pematioa lldmlmltntroa. veter-am c:mnpm­
•tioo and pemiooa, llftd oc.tier urnnt needs 
fOt' Ult ftleal y-.r eodlna Sesltembff IO. 
lffL and for ot.btr ~ Durms comld­
uatJau of &he bill, &lJ POlntl of mder 
ap1oa pnmdona ID tbe bW tor 1aDure to 
complJ' with lbe Dl'OVl&iOna ol d&ua. 2 and 
I or rwe Jal are bureby waived. except. 
aplrlA the pro'fiatons ber\nnlnJ on pace 2f.. 
l!ne lT throaab pap 25. line to; be~ 
on pace 2', Imes H tbrouah 21; anci bedn· 
Din, OD pap 12, Una H throurh 12. I\ ahall 
be In oTder to conalder the followm, IIINDd­
ami.. prtnted ID the n:i,art of the Oammlt­
tM cm BIil• loCCOIDPADYW thla naolllUon: 
(U tbe amendment to be oUued by l\cpn­
MDtatiY& 8l&U.erJ of J!C&mu. Mid Ullmd• 
mmt ahall be debt.table for 11ot. &o tllceed 
th1rtJ' mJnat.-, CQ\1&ll7 dn1ded Md oon­
Cl'Olled '" Uw proponent IIDd a Member op­
pONd tbuwto, and all points of order 
ap1mt laid am111dment foz falluN to 
comply WUb ~ pnmalonll of clame 1 al 
rwe XJ:I are bereo, wa1Yed; 

Mt. PROST. llr. Speaker, Home 
RaoluUoa 10311'11"1 c:malD potntl of 
oriser ll1iDst tile comldffl.tion of 
B.R. Wl, and 1P1nA oertllD prori­
liom ol the bill JUl 1281 mwa dire 
tlDUlezlC, 111pplementa1 &pproprfl. 
Uona for aome of tbe comequenca of 
Open.tion Deeert &ormJI)esat 
ShJdd, food ltlm,-. unemploJmen1 
c:mpenatJon ~ ntmnl 
eompwaUon and pemioDI, and other 
urient needl for filcll ,ar 1"L 

The nile ftiftl two pm!,aooa of the 
Budret Act apJmt c:onaldmt!on or 
t.be bill: SecUcm J02(O whldl problblta 
eomldcnUon or mlSllll'el which 
would came the approprtai. commit­
tee allocation to be m:eeded; and aec­
tion 111(&) which prohlb!tl the comld· 
eraUon o! lectal&Uon which cauaes Ule 
blldret autbonl.7 or o1rtl&1 c:tllinp to 
be eiceeded or the menue floor to be 
breached. The Committee on Rules 
baa recommended Ult.et watvera In the 
rule In order that Ule dire emeraenc, 
1UPPlemental can be comfdmd bJ the 
Bou.at. 
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(1) The House may waive any points of order under its rules (including provis10ns of the 
Congressional Budget Act of 1974 that operate as rules of the House) by adopting a "special 
rule" (in the form of a House resolution, as shown here). A special rule usually applies to the 
consideration of a single measure; it may waive various points of order against consideration of 
the bill, amendments, or the conference report. 

(2) Special rules are reported by the House Rules Committee. The manager of the rule customarily 
explains the specific waivers that would be granted. 

(3) The Senate does not have "special rules" for waiving its rules. However, the Senate may waive 
its rules (including provisions of the Congressional Budget Act of 1974 that operate as Senate 
rules) by unanimous consent, by motion, and in one case, by the adoption of a special waiver 
resolution. Some waivers of the Congressional Budget Act of 1974 require the affinnative vote 
of three-fifths of the membership. 

(4) This special rule waived points of order under two sections of the Congressional Budget Act of 
1974 as well as parts of the standing rules of the House. The House considers the special rule 
before it takes up the measure to which the rule applies. If the House fails to adopt the special 
rule, the measure typically is withdrawn until another special rule is adopted. On rare occasion, 
the House amends the special rule to change the tenns of consideration. 

SOURCE: Remarks of Representative Martin Frost in the Congressional Record of March 7, 1991, at page H 1463. 



Chapter 5. THE GRAMM-RUDMAN-HOLLINGS 
PROCESS 

After a decade of experience with the Congressional Budget Act of 1974, Congress faced 
persistent high deficits and increasing budgetary deadlock. In 198:5, it enacted legislation 
aimed at bringing the Federal budget into balance by the early 1990s. That legislation -- the 
Balanced Budget and Emergency Deficit Control Act of 1985 - is commonly referred to as 
the Gramm-Rudman-Hollings (GRH) Act. 

The GRH Act established a series of declining annual deficit targets and created an 
automatic spending-reduction process (known as sequestration) intended to ensure that the 
deficit targets are adhered to even if Congress and the President fail to reduce the deficit 
sufficiently through legislative action. Congress made significant changes in the GRH Act 
in 1987 and 1990. The most recent changes, the Budget Enforcement Act (BEA) of 1990 
(discussed below), were made in conjunction with the enactment of a five-year 
deficit-reduction accord covering fiscal years 1991-1995. The accord, embodied in the 
budget resolution for fiscal year 1991, is intended to achieve about $500 billion in deficit 
reduction over the five-year period (as measured from the baseline budget projections made 
at that time). 

The BEA is a long, complicated act and some of its provisions have yet to be tested. 
Although this chapter reflects the current interpretations of the BEA, practical experience 
is likely to modify some of the interpretations presented here. 

The Sequestration Process 

Sequestration involves the issuance of a presidential order that permanently cancels 
budgetary resources (except for special funds and trust funds) for the purpose of achieving 
a required amount of outlay savings in order to reduce the deficit. Once sequestration is 
triggered by an executive detennination, spending reductions are made automatically; this 
process, therefore, is regarded by many as providing a strong incentive for Congress and the 
President to reach agreement on legislation that would avoid a sequester. 

From its inception in 1985 until its revision by the BEA in 1990, the process was tied 
solely to the enforcement of fixed deficit targets. If a sequester occurred, a formula set forth 
in the GRH Act required that half the required outlay reductions be made in defense programs 
and half in nondefense programs. For the most part, sequestration reductions were made 
uniformly across the range of accounts covered by the process (many accounts, involving 
roughly two-thirds of Federal outlays, were exempt from sequestration) and were applied 
uniformly to programs, projects, and activities within accounts. For certain entitlement 
programs, the reductions were made under special rules (for example, Medicare could not 
be cut more than two percent). 
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The BEA changed the sequestration process substantially. First, it revised the deficit 
targets in the GRH Act and made them adjustable, and extended the sequestration process 
for two more years -- through fiscal year 1995 (although the budget is not expected to be in 
balance by that time). Second, the BEA set limitations on distinct categories of discretionary 
spending funded in the annual appropriations process. lbird, the BEA created pay-as-you-go 
procedures to require that increases in direct spending (i.e., spending controlled outside of 
the annual appropriations process) or decreases in revenues due to legislative action are 
offset so that there is no net increase in the deficit. 

In addition to retaining the sequestration process that enforces the deficit targets in the 
GRH Act, the BEA established sequestration procedures to enforce the discretionary 
spending limits and the pay-as-you-go requirements. To the extent that any sequesters must 
be made, they will occur on the same day (which must be within 15 calendar days after 
Congress adjourns to end a session); sequestration of this type is referred to as 
"end-of-session sequestration." Furthe.r, one or more additional sequesters may occur 
subsequently in the fiscal year to eliminate any breach in the discretionary spending limits; 
this type of sequestration is referred to as "within-session sequestration." Exhibit 5-A sets 
forth the timetable for the issuance of sequestration reports and orders under current 
procedures. 

Sequestration tied to enforcement of the deficit targets would occur only if a deficit 
excess remained after the other two types of sequestration, to enforce the discretionary limits 
and PA YOO requirement, had been implemented. The operation of these types of 
sequestration makes sequestration tied to the deficit targets virtually impossible through 
fiscal year 1993, and unlikely in fiscal years 1994 and 1995. 

The deficit targets and discretionary spending limits must be adjusted to take into account 
a variety of circumstances and developments, as discussed below. 

Previously, the surpluses of the Social Security trust funds were included in the deficit 
estimates made under the GRH Act but Social Security spending ( except for administrative 
expenses) was exempt from sequestration. Under the BEA, Social Security spending still is 
exempt from sequestration, but the trust fund surpluses are not included in the deficit 
estimates, though as discussed in Chapter 1 (see Exhibit 1.J) they are included in the 
"consolidated" deficit. 

Deficit Targets, Spending Limits, and PAYGO Process 

The three enforcement mechanisms established by the BEA that involve sequestration 
-- deficit targets, discretionary spending limits, and pay-as-you-go procedures -- are 
discussed in more detail below. These mechanisms function largely independently of one 
another; discretionary spending actions have no bearing on revenue or direct spending 
actions, and vice versa. 

Deficit Targets 

The original GRH Act established a fixed deficit target for each fiscal year covered by 
the process. The targets were not adjusted to take account of changes in economic conditions, 
such as growth or inflation rates, or changes in the number of persons receiving various 

• 
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FederaJ payments. As a result, the actual deficit was consistently higher than the deficit target 
for each year in which fixed targets were in effect (fiscal years 1986-1990). 

The BEA shifted from fixed to adjustable deficit targets for fiscal years 1991-1995. It 
also revised the deficit targets for these years, as shown in Exhibit 5-B. The President is 
required to adjust the deficit targets for fiscal years 1991-1995 to reflect updated economic 
and technical assumptions and changes in budgetary concepts and definitions, as applicable, 
when he submits his annual budget for fiscal years 1992 and 1993. Further, he may adjust 
the deficit targets for fiscal years 1994 and 1995 when he submits his budget for those fiscal 
years. The margin-of-error (the amount by which the deficit target may be exceeded without 
triggering sequestration) is set at zero for fiscal years 1992 and 1993 and at $15 billion for 
fiscal years 1994 and 1995. Because of the adjustments to the deficit targets, the operation 
of the discretionary spending limits and pay-as-you-go procedures, and other factors, a 
sequester tied to the deficit targets is virtually impossible for fiscal years 1991-1993 and 
unlikely for fiscal years 1994 and 1995. 

Discretionary Spending Limits 

The BEA establishes limits on discretionary spending. For fiscal years 1991-1993, 
separate limits are set for new budget authority and outlays for three different categories -­
defense, international, and domestic. For fiscal years 1994-1995, limits on new budget 
authority and outlays are established for a single category - total discretionary spending. 

In the President's budget for each of fiscal years 1992-1995, discretionary spending 
limits must be adjusted to take into account changes in budgetary concepts and definitions, 
changes in projected inflation, and (for fiscal years 1993-1994) changes in estimates of credit 
subsidy costs. 

Additionally, at the end of each session, 0MB must adjust the discretionary spending 
limits to allow for emergency appropriations (so designated by the President and by 
Congress in statute, and including costs for Operation Desert Stonn/Desert Shield), the 
enactment of legislation affecting certain programs, and specified special allowances. 
Special budget authority allowances effectively increase the international cap by about $1.2 
billion and the domestic cap by about $1.5 billion (precise determinations cannot be made 
until the aforementioned adjustments are calculated). Special outlay allowances for all three 
discretionary spending categories are meant to ensure that sequestration will not be triggered 
due to minor differences in scorekeeping between 0MB and CBO. 

Exhibit 5-C shows the original discretionary spending limits and Exhibits 5-D and S-E 
show how the discretionary spending limits are adjusted and used in sequestration 
calculations. 

Enforcement of the spending limits is accomplished through a special sequestration 
process and by linking the limits to points of order under the Congressional Budget Act of 
1974. A sequester under this process would occur only within the category in which a breach 
occurred. If the enactment of legislation causing a breach in the spending limits occurs during 
the last quarter of the fiscal year (i.e., between July 1 and September 30) the appropriate 
discretionary spending limits for the next fiscal year would be reduced by the amount of the 
breach. 
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Pay-As-You-Go (PAYGO) Procedures 

Under the pay-as-you-go (PA YGO) process created by the BEA, legislation increasing 
direct spending or decreasing revenues must be offset so that the deficit is not increased. 
The PA YGO process does not require any offsetting action when the spending increase or 
revenue decrease is due to the operation of existing law, such as an increase in the number 
of persons participating in the Medicare program. Direct spending -- sometimes referred to 
as mandatory spending -- consists largely of spending for entitlement programs. Most direct 
spending and revenue programs are established under permanent law, so there is not 
necessarily any need for recurring legislative action on them (and the PA YGO process does 
not require such action). 

Enforcement of the PA YGO process is accomplished through a special sequestration 
procedure and through links to the Congressional Budget Act of 197 4. The PA YGO process 
does not preclude Congress from enacting legislation to increase direct spending; it only 
requires that the increase be offset by reductions in other direct spending programs (which 
could include increases in offsetting receipts), by increases in revenues, or by a combination 
of the two. If a sequester under this process is required, it would have to offset the amount 
of any net deficit increase in that fiscal year and the prior fiscal year caused by the enactment 
of legislation, and would be applied to non-exempt direct spending programs. 

Spending for Social Security benefits and Federal deposit insurance commitments in 
effect at the time the BEA was enacted, as well as emergency direct spending and revenue 
legislation (so designated by the President and by Congress in statute) that would cause a 
deficit increase, is exempted completely from the PA YGO sequestration process. All 
remaining direct spending programs are covered by the PA YGO process to the extent that 
legislation affecting their spending levels is counted in determining whether a net increase 
or decrease in the deficit has occurred for a fiscal year. If a PAYGO sequester occurs, 
however, many direct spending programs would be exempt from reduction. 

Exhibit 5-F provides an example of the "PA YGO scorecard" used to keep track of this 
process. The use of the PA YGO scorecard, as it would apply to revenue measures, is 
illustrated in detail in Chapter 6. 

Sequestration Reports and Orders 

As originally framed, the GRH Act provided for the automatic issuance of a sequestration 
order by the President upon the submission of a report by the ComptrolJer General 
identifying a deficit excess. This feature of the Act was invalidated by a Supreme Court 
ruling (Bowsher v. Synar) in 1986 on the ground that the constitutional separation-of-powers 
doctrine was violated because the Comptroller General is a legislative branch official. 
Congress subsequently revised the process in the Balanced Budget and Emergency Deficit 
Control Reaffirmation Act of 1987 by placing the triggering function in the hands of the 
0MB Director, an executive branch official. 

The new, multiple sequestration procedures provided by the BEA remain automatic and 
are triggered by a report from the 0MB Director. For sequestration purposes generalJy, there 
is only one triggering report issued each year (just after the end of the session). AdditionalJy, 
0MB reports triggering a sequester in one or more categories of discretionary spending may 
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be issued during the following session if legislative developments so warrant. The CBO 
Director must provide advisory sequestration reports, five days before the 0MB Director's 
reports are due. 

Early in the session. 0MB and CBO issue sequestration preview reports. The reports 
provide estimates of the deficit targets and discretionary spending limits, with the 
adjustments prescribed by law. Also, the reports provide estimates of any net deficit increase 
or decrease caused by the enactment of direct spending or revenue legislation subject to the 
PA YGO process. In August, 0MB and CBO issue sequestration update reports to reflect 
the impact of legislation enacted during the interim. Finally. 0MB and CBO issue 
sequestration reports shortly after Congress adjourns to end the session. The end-of-session 
reports must reflect any pertinent legislation enacted since the update reports were issued 
and must indicate the baseline amount of budgetary resources and the amount and percentage 
of the reduction for each account subject to sequestration. In preparing its update and final 
sequestration reports, 0MB must use the economic and technical assumptions that were 
used in the earlier preview report. During the course of the session, 0MB must provide 
Congress with cost estimates of budgetary legislation within five days of its enactment, so 
that compliance with the discretionary spending limits and PA YGO requirements can be 
monitored. The cost estimates must be based on the economic and technical assumptions 
used in the President's most recent budget. 

Several other reports are associated with the sequestration process. First, within-session 
sequestration reports may be issued by CBO and 0MB (no later than July 10 and July 15, 
respectively) if supplemental appropriations or other discretionary spending is enacted that 
causes a breach in a discretionary spending limit Second, the President must notify Congress 
by August 10 of each year if he intends to use authority provided him in the GRH Act to 
exempt military personnel accounts from sequestration. Finally, the Comptroller General 
must issue a compliance report (issued within 30 days of the final 0MB sequestration report 
and the presidential sequestration order) evaluating whether the 0MB and CBO reports and 
the presidential order comply with the requirements of the GRH Act. 

Any sequestration order issued by the President must follow the 0MB sequestration 
report strictly. 

Sequestration Estimates and Calculations 

Sequestration reports for a fiscal year must provide baseline estimates of total spending, 
revenues, the deficit, and the deficit excess for purposes of enforcing the deficit targets; 
estimates of discretionary spending for purposes of enforcing the discretionary spending 
limits; and estimates of direct spending, revenues, and the net increase or decrease in the 
deficit for purposes of enforcing the PA YGO process. The GRH Act, as amended by the 
BEA, provides detailed instructions for making the baseline estimates. 

Baseline estimates are made for each account on the basis of different categories of 
budgetary resources (see Exhibit 5-G). Each budgetary account is classified as: (1) direct 
spending or (2) discretionary spending under one of the three categories. For defense, 
budgetary resources subject to sequestration are new budget authority and unobligated 
balances of prior budget authority. For nondefense programs, budgetary resources subject 
to sequestration for the same period are new budget authority, direct spending authority, and 
obligation limitations. 
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The GRH Act requires that, in implem~nting sequestration, the President cut each 
"program, project, or activity" (PPA) within a budget account by the same percentage. The 
term "program, project, and activity" does not have a statutory definition. Instead, the GRH 
Act specifies that, for accounts funded through annual appropriations, the term is to be 
defined each year in appropriation acts and accompanying reports. For accounts not funded 
by annual appropriations, PP As are defined as the budget activities listed in the "program 
and financing table" for each such account in the President's budget. 

The GRH Act stipulates different methods by which the sequestration calculations are 
to be made depending on the type of sequester involved. With regard to sequestration tied 
to the deficit targets, the GRH Act establishes a formula under which half of the required 
outlay reductions must be made in defense programs (i.e., programs in the National Defense 
(050) functional category) and the other half in nondefense programs. Additionally, the Act 
specifies certain steps that must be followed in calculating the reductions. A deficit sequester 
would occur only after any sequesters required by the discretionary spending limits or the 
PA YGO process had been made. 

With regard to sequestration involving the discretionary spending limits, 
across-the-board reductions would be made in any category in which the budget authority 
or outlay limits for that category were breached. A uniform reduction percentage would be 
calculated for the appropriate category, taking into account whether the President intended 
to exempt military personnel accounts (in the defense category) and applying the maximum 
two-percent reduction in special-rule programs (certain health programs in the domestic 
category). 

Under the PA YGO process, the sequester calculations are made so that three programs 
with automatic spending increases (COLAs) -- the National Wool Act, the special milk 
program, and vocational rehabilitation - are cut first, followed by two special-rule programs 
(Stafford loans, formerly called guaranteed student loans, and foster care and adoption 
assistance), and then Medicare and the remaining non-exempt direct programs. The cut in 
Medicare under PA YOO is limited to four percent, rather than two percent as in the case of 
a sequester tied to the deficit targets. 

The GRH Act exempts from sequestration many specified programs and activities, 
including Social Security, Federal retirement and disability programs, net interest, certain 
low-income programs, veterans· compensation and pensions, and regular State 
unemployment insurance benefits, and certain types of resources, such as unobligated 
balances of budget authority for nondefense programs. 

Few discretionary spending programs are exempt from sequestration; on the other hand, 
most direct spending programs are exempt. According to the 0MB sequestration preview 
report for fiscal year 1992, for all direct spending (including Social Security benefits), more 
than 80 percent of outlays are associated with budgetary resources exempt from 
sequestration. 

Suspension and Modification of the Sequestration Process 

The five-year enforcement procedures under the GRH Act and the Congressional Budget 
Act of 1974 may be suspended in two ways. First, the procedures are suspended 
automatically in the event a declaration of war is enacted. Second, the procedures may be 
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suspended if Congress enacts a special joint resolution triggered by the issuance of a 
#low-growth" report by CBO (see Exhibit 5-B). Under this procedure, the CBO director 
must notify Congress whenever either of the following two conditions exist: (1) CBO or 
0MB estimates two consecutive quarters of real (inflation-adjusted) economic decline 
during the six-quarter period consisting of the previous quarter, the current quarter, and the 
four following quarters; or (2) the Commerce Department advance, preliminary or final 
reports for the most recently completed quarter and the preceding quarter indicate real 
economic growth of less than one percent for each quarter. Upon receipt of such a report, 
the Senate majority leader must introduce (and the House majority leader may introduce) a 
joint resolution -- to be considered under an expedited process --providing for the suspension 
of the budget enforcement procedures. 

The GRH Act contains several procedures by which the final sequestration order for a 
fiscal year may be modified or the implementation of the order affected. First, the Majority 
Leader of the House or Senate may introduce a joint resolution to modify the end-of-session 
sequestration order issued by the President, including modifications that effectively cancel 
it. Second, the President is authorized to submit to Congress a report proposing changes in 
the reductions in defense programs, projects, and activities (PP As) made in the 
end-of-session sequestration order, subject to certain restraints. The changes would increase 
the amount of reduction for some PP As in order that the amount of reduction for others 
could be lessened (or the reduction eliminated altogether), but would not occur unless 
affirmed by Congress through the enactment of a joint resolution. Finally, the Senate may 
develop alternatives to a sequestration order by passing legislation under a special 
reconciliation process (the section does not set forth any House procedures). 
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EXHIBITS-A 
Timetable of the Sequestration Process 

Oeadine Action to be ~led 

5 days before President CB0 issues sequestration preview report. 
submits his budget 

By first Monday in Tebruary .. President submits budget to Congress, including 0MB seques­
tration preview report 

Not later than Ju~ 10 ........... CB0 issues any required within-session sequestration report 
regarding discretionary spending. 

Not later than July 15 ........... 0MB issues any required within-session sequestration report, 
and President issues sequestration order, regarding discre­
tionary spending. 

August 10 ............................. President notifies Congress if he intends to exempt military 
personnel accounts from sequestration. 

August 15 ............................. CB0 issues update report for end-of-session sequestration. 
August 20 ............................. 0MB issues update report for end-of-session sequestration. 
10 days after end of CB0 issues final report for end-of-session sequestration. 

session. 
3 ---15 days after end of 0MB issues final report for end-of-session sequestration; 

session. President issues sequestration order, if required. 
30 days later......................... Comptroller General issues GRH Act compliance report. 

2 

5 

(1) This table compares the original GRH Act targets with the revised ones enacted in 1987 and 
1990 (and as adjusted in the fiscal year 1992 budget). 

0MB (and CBO) regularly issue three types of sequestration reports: preview reports early in 
(2) the session, update reports in August, and end-of-session reports after Congress has adjourned. 

The 0MB end-of-session report is the only one that would trigger sequestration. 

Additionally, 0MB (and CBO) must issue one or more "within-session" sequestration reports 
(3) if Congress enacts appropriations measures causing a breach of the limits for the fiscal year in 

progress in one or more of the discretionary spending categories. 

(4) The President must issue a sequestration order on the same day that the 0MB Director issues 
an end-of-session or within-session sequestration report indicating a violation. 

The CBO reports are advisory only -- they do not trigger a sequester -- and are issued five days 
(S) before the 0MB reports. 0MB must explain in its reports any significant differences between 

its estimates and those of CBO. 

Shortly after the final sequestration reports have been issued, the Comptroller General issues a report 
assessing compliance with the GRH Act. 

SOURCE: 1991 Green Book: Overview of Entitlement Programs, House Ways and Means Committee, comminee print 
WMCP 102-9, May 7, 1991, page 1587. 
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EXJilBITS-B 
Original and Revised ORH Deficit Targets 

(Amounts in biMa'IS « dol"!$) 

Revision in 
Oriainal lal'l't 1987 revision 1990 reYision ftsal year 

1992 budeet 3 
1986................................................. 171.9 .............................................................. .. 
1987 ................................................. 144 ............................................................... . 
1988 ................................................. 108 144 ......................................... . 
1989 ................................................. 72 136 ......................................... . 

2 1990 ................................................. 36 100 ......................................... . 
1991 ................................................. 0 64 327 .................. .. 
1992........................................................................ 28 317 349.8 
1993 ........................................................................ 0 236 285.2 
1994 .............................................................................................. 102 157 .5 
1995 .............................................................................................. 83 117.3 5 

(1) This table compares the original ORH Act targets with the revised ones enacted in 1987 and 
1990 (and as adjusted in the fiscal year 1992 budget). 

(2) The targets established in 1985 and revised in 1987 covered a six-year period ending with a zero 
deficit Further, the deficit targets were fixed and, in most years, declined by $36 billion from 
the preceding year. 

(3) The deficit targets, as revised by the BEA of 1990, are no longer fixed, but must be adjusted 
periodically by the President under procedures prescribed by the Act. This table shows the first 
adjustments to the targets when the President submitted his budget for fiscal year 1992. 

(4) The President must adjust the deficit targets through fiscal year 1993; he may adjust the targets 
for fiscal years 1994 and 1995 at his option. The President adjusts the targets to take into account 
revised economic and technical assumptions and changes in budgetary concepts. If Congress• 
legislative actions are consistent with established budget policy, the deficit targets will have no 
procedural significance, at least through fiscal year 1993. 

(S) The deficit targets established in 1990 are, on the whole, much higher than the earlier targets 
for several reasons. Unlike the earlier targets, the new targets exclude the Social Security trust 
funds and therefore do not reflect their large and growing surpluses. Other factors contributing 
to the increase in the targets include the large sums needed to resolve problems with insolvent 
thrift institutions and revised economic assumptions. 

SOURCE: 1991 Green Book: Overview of Entitlement Programs, House Ways and Means Committee, committee prim 
WMCP 102-9, May 7, 1991, page 1588. 
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EXIIlBIT 5-C 
Discretionary Spending Limits for FY 1991-1995 

[ Amounts in biMions of dollars J 

FilUI,--

lttl lffl lMJ IM4 IHS 

~ 
9udill IIIClllri1y _ ............. - ..... - ....... _ ......... ·- ·······-.......................... 211.911 291.'43 291.115 . .::: ...• ::e, ••• ,,,, .. ---4-__ 
~--· .... · ····--······ .... · ..................... _ ..................... ___ ... 291,660 295.7'4 292.686 ·-...... -···-···-·· 3 

"""1'lliDnll: 
ludll( wtlaily ·-·····--· .... --.• -.-·-.. ·· .. ·----·-··· .. ·-·--···- 20.100 20.500 21.400 .... - ..... - ......... .. 
OlltilJs-•-··--....... - ... ·-·-............... - ...... _ .. _,_ ............... - ll600 19.100 19.600 ...... - .... _...... .. 
~ 

84111111 ll/lll0rilY - - ........................... - .... ····- ·· .................... - ... - ....... _ 182.700 191.300 I 91.300 .. _ .... _ ........... . 
~ - ................................................ _ ........... - .. ·····--··· 19ll00 210.100 221.700 .... - ... - .............. .. 

Tobllbntiluy: 
8- aulhorily ·-· .. ····-· .. , ....................................................................................................... ,- ............. 510.800 517.700 
<Mllys ..... __ , ............................................. _ ... _·-··-··-·-·-· .. ·--· .. -· .. -·--.. - ........ ,_.,,_ ....... 534.800 S40 800 

(1) The discretionary spending limits apply to funds provided in annual appropriations acts (except 
for mandatory programs, such as Medicaid, funded in such acts). Limits are set both on new 
budget authority and outlays and a breach of either type of limit would cause a sequester. 

(2) For fiscal years 1991-1993, the discretionary spending limits are divided into three categories: 
defense, international, and domestic spending. For fiscal years 1994 and 1995, the limits apply 
only to total budget authority and outlays. 

(3) The spending limits provide small increases in budget authority for the defense and international 
categories between fiscal year 1991 and 1993, but provide greater increases in budget authority 
for the domestic category during the same period. 

(4) The original discretionary spending limits are set forth in Section 601 of the Congressional Budget 
Act of 1974. In addition to being enforced by sequestration, the spending limits are enforced in 
the Senate (during consideration of the budget resolution and appropriations acts) by a special 
point of order. 

(S) The discretionary spending limits are adjusted periodically (as discussed in Exhibit 5-D). 

SOURCE: House Report 101-964 (conference report to accompany H.R. 5835, Omnibus Budget Reconciliation Act of 
1990), October 27, 1990, pages 1152-1153. 
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EXHIBITS-D 
Discretionary Spending Limits: Periodic Adjustments 

Table 1.-Computatlon or Discretionary Spending Limits by category For 
Fiscal Yttr 1991 

(Oolw -,nca kl~) 

Oi1creliol\&I')' spending limhs: 
Budget ■111horiiy .................................... .. 
Oull■ys .................................................... . 

M1unnana IO 1pending ~mill: 
lnllln'lal Atvenue S..Vic:9 fuming abolre 

lt,e June 1990 b■s1line: 
Budget a;lhority ................................ .. 
Ouiaya ........................................ ...... . 

Debi lotgiYenes1 tor Egypt and Poland: 
Budget a;lhority ................................ .. 
Oullllys ............................................... . 

Operation Denn Shield: 
Budget a;lhority ................................ .. 
auuya ............................................... . 

Tora! •~sted cfiscretionary IP■Odng limiu : 
Budget ■uthoril)' .. .... ........................... ... . . 
Oudays ............................................... . 

211,811 
297,NO 

1,000 
1,16$ 

288,1118 
288.825 

lnwnalional 
~ 

20,100 
11,800 

100 

20,100 
18,700 

Dotnfflic Total 

112,700 481 ,718 
1N,100 514,360 

191 Hl1 
183 183 

100 

1,000 
1,16S 

182,891 492,909 
198,283 515,808 

CRS- 93 

(1) Discretionary spending limits are adjusted twice each year -- when the President submits his 
budget (taJcing into account changes in inflation, budgetary concepts, and estimates of credit 
subsidy costs) and in the 0MB end-of-session sequestration report (taking into account 
legislative actions of Congress affecting certain programs, emergency appropriations enacted 
during the session, and specified special allowances). 

(2) This exhibit shows adjustments to all three categories made in the end-of-session 0MB 
sequestration report for fiscal year 1991. The changes were necessitated by the enactment of 
appropriations measures affecting the Internal Revenue Service, debt forgiveness for Egypt and 
Poland, and emergency spending for Operation Desert Shield. 

SOURCE: Office of Management and Budget, Final Sequester Report, Fiscal Year 1991, November 9, 1990, page 3 (see 
House Document 102-11, January 3, 1991). 



CRS- 94 Chapter 5. THE GRAMM-RUDMAN-HOLLJNGS PROCESS 

EX1DBIT5-E 
Discretionary Spending Limits: Sequestration Calculations 

Tabi. 3.-0lscretlonary Budget AuthOl1ty 1nd Outlays for Flscal Year 1991 
COmpared to Discretionary Spending LlmHa by category 

1 
(Dollar Mlounta ii mlions) 

O.ltnH lnlemelionel DotT.51ic: To1al Altairs 

Toi. aqusted discntiona,y apendng lmlta: 
Budget IIU1horiry ...................................... 21u1, 20,100 1'2,891 ,112,909 
Oudays .................................................... 298,825 18,700 1N,283 515,815 

Total 1991 ,ppropriatio111: 
Bud;•t aultloriry ...................................... 288,874 20,495 182.381 491,750 
Oudays .................................................... 207,989 19,403 199,863 517,256 

~ 
~ 

Appropriation& 0\/et/under H apendng 
limits: 1..--:;-; Budget authoriry ...................................... -1.044 395 -1,159 

OJaays ................................................... . ~ 703 1.sao 1,4.48 

2 

Special ouda y allowance .. ......................... 2.500 1,500 2,500 6,500 
Exoea outllly& covered by special ouday 

ll~nc,a ...... - ...................................... - 703 1.580 2,283 

4 

,. 

(1) In determining whether a sequester must occur, 0MB compares the total amount of 
appropriations enacted and the estimated outlays for the fiscal year with the discretionary 
spending limits for that fiscal year. For fiscal years 1991-1993, these comparisons are made 
within three different categories. 

(2) This exhibit, taken from the O:MB end-of-session sequestration report for fiscal year 1991, 
compares enacted amounts to the limits in each of the three categories. A breach of $395 million 
occurred in the international affairs category. Although the enacted levels of budget authority 
were below the limits in the other two categories, that did not affect the determination that a 
breach had occurred in the one category. Breaches in one category cannot be offset by savings 
in other categories. 

(3) Toe breach of $395 million in the international affairs category required the President to issue 
a sequestration order reducing all non-exempt accounts in that category by 1.9 percent. (The 
sequester, which was necessitated by a drafting error in the Foreign Operations Appropriations 
Act, was canceled the following session when legislation correcting the error was enacted.) 

(4) Although breaches of the outlay limits occurred in two categories, sequestration was not required 
because the breaches did not exceed the special outlay allowances for those categories. The 
special outlay allowances are intended to ensure that minor scoring differences between 0MB 
and CBO will not trigger a sequester. 

SOURCE: Office of Management and Budget, Final Sequester Repon, Fiscal Year 1991, November 9, 1990, page 7 (see 
House Document 102-11, January 3, 1991 ). 
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EXlilBIT S-F 
Pay-As-You-Go (PA YGO) Scorecard 

anaetad 1-1•l•tlon1 Ch&::l: 1ft outlay• • 
v•,_::~oe-f:~~t:}~nP.L. 
Aqent Or!J>99 Act (R.a, 556, 

P,t., 102•4 ) 

102•31 

W., &ducat.Lon •nd ... plo~nt 
Pr09n•• (N .a, 110, P,t.. 102-161 

CIO 
01111 

CIO -
CIIO 

baolutlon Trutt cor ratloc, -
Pund1119 Act. (I. 4lr, P,t., 102•11) 

CIIO 

Par■ LIIA Culf Olmfllct luppl-nt&l -
t~'if~~}t~,?. m~;jl -fl~ 

a1yr.~.8t~~;!t;~L~~~s~~:t -nd•. 
0.~0~~=~•~f' t~~=.';;1~" ,.i.. 102·40) 

a.llabULtatLon AC~ -od•. en.a. 2121, P, L. 102-s21 

vi:~:_i•2!r,'•~'l.To~r· 

-Cll0 -
ceo 
~ 

ceo -cao 
0111 

0 
0 

0 
0 

2 . 
0 
4 

0 
0 

J 
•6 

0 
0 

0 . 
-1 
·l 

5 
•l 

6 

0 
0 

0 
0 

0 
0 

0 
0 

s 
1 

-s 
-s 

· 49 
-s -•• 

-36 
•5 

-ll 

0 
0 

0 
0 

g 

g 
s 
0 

0 
0 

0 
0 

J . 
0 
0 

10 
0 

10 

0 
0 

0 
0 

0 
0 

145 
0 . 
0 

0 
0 

0 
0 

! 

0 
0 

148 
0 

148 

0 • 

0 
0 

0 
0 

g 

170 
0 . 
0 

0 
0 

0 
0 

0 . 
0 
0 

111 
0 

171 

. 
0 . 
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(1) The pay-as-you-go (PA YGO) process does not preclude Congress from enacting legislation 
that increases direct spending or reduces revenues; it only requires that these changes be offset 
by reductions in direct spending, increases in revenues, or a combination of the two so that the 
deficit is not increased. Failure to fully offset these changes will trigger a sequester of 
non-exempt direct spending programs. 

(2) The budgetary effects of direct spending and revenue legislation are tracked over the full five 
years of the process using a PA YGO scorecard. Although the enactment of a measure may not 
trigger sequestration in the current fiscal year, its effects may require a sequester in a future 

fiscal year. 

(3) Under the PAYGO process, a sequester occurs only once each year-within 15 days after the 
end of a session of Congress. The process does not apply to one measure at a time, but to the 
cumulative impact for a fiscal year of all measures enacted during the current or previous 

sessions. 
(4) If Congress enacts direct spending or revenue legislation that increases the deficit for a fiscal 

year after a sequester for that year has occurred, the deficit increase is counted in the 
sequestration report for the next fiscal year under a "look-back'' procedure. 

SOURCE: Congres.5ional Budget Office, Current Status Report on P.AYGO Legislation, July 3, 1991. 
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EXHIBIT5-G 
Sequestration Reductions by Account 

--+--------- AccoUlll TIiie. ~ 

Funds Appropriated to the President 
International Security Assistance 

PeaONeping o~ (044-1032-A): 

BL/dger Aulhonry ··-··· · ·· 32.800 IZI 
O.i:lays ············-·-······ 22,632 430 

Ecoro:-nic support furl<! (loatli) (~1CXJ7-A): 
8udger Authoruy ..........•.• 3, 1"5.000 59.755 
011d1ys ....................... . 1,785,310 33,1121 

ln111mat1n miliwy td1Xation and training (04--1»-
1081-A): 
Bud99t Aulhorrty ...... . .. 47,l;s IHl7 
OL-uys .................... .... zi,s;a '" 

Fort1;n Mil,ta,y Financing ~ns) (04-®--1012--A): 
Budget Auth01iry ............ 5,111.1121 97,126 
Oirecr Loan Lim11arion .••• '03,500 7,E&G 
Ou:iays .......... ............... 1,860.~ 35,354 

Multilateral Assistance 
Contribvt,on to t'lt Inter-American O.....iopment Bank 

(04-12-0072-A): 
Bud;tr Aull'Qrll)' .... ...... 111.299 1,735 
OL"J.ays .......... .. ........ .. 21,617 411 

Conrriburion to lhe lnremaoonal OtYllopme111 
Assoc1.ilion (04-12-0073-A): 
8~-dgel Authority .............. 1,064,150 20.21 Q 

o~:iays .......................... 1S6,'30 2,972 

2 

3 

(1) When a sequester must occur, the sequestration report provides the necessary infonnation to 
implement the sequester on an account-by-account basis. For each non-exempt account, the 
report identifies the sequester base and, by applying the uniform reduction percentage or special 
rule to the base, the resulting sequester amount. Th.is exhibit provides an excerpt from a 
sequestration report where the sequester applied only to the international affairs category. 

(2) The sequester base includes the total amount of sequestrable budgetary resources available in 
the account, including new budget authority, unobligated balances for defense programs, direct 
spending authority, and obligation limitations. Prior to fiscal year 1992, credit levels also were 
included in the sequester base (in this exhibit, notice the sequester of $7.666 million under a 
direct loan limitation for Foreign Military Financing). 

(3) Reductions are applied unifonnly to each account (except those covered by special rules) and 
there is no minimum amount. Thus, $623 thousand in budget authority was sequestered from 
the Peacekeeping Operations account while $97 .126 million in budget authority was sequestered 
from the Foreign Military Financing account; both accounts were reduced by 1.9 percent. 

(4) In implementing these reductions, each agency also must reduce "programs, projects, and 
activities" (PPAs) within each account willonnly. PPAs are defined by appropriations acts and 
accompanying reports, or, for accounts not funded by appropriations acts, by the 
program-by-activities listing in the "program and financing table" in the President's budget. 

SOURCE: Office of Management and Budget, Final Sequester Report, Fiscal Year 1991, November 9, 1990, page A-3 
(see House Document 102-11, January 3, 1991). 
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EXHIBITS-H 
Suspension or Modification of the Sequestration Process 

By Mr. MITCHELL: 
S.J. Rea. 137. Joint resolution 1wi­

pendin1 certain provtsl.ona of law pur­
suant t.o section 258(aX2> of the Bal­
anced Budaet and Emerrenoy Deficit 
Control Act of 1985; pursuant to sec­
tion 258<aX3) of the Balanced Budcet 
a.,d Emergency DeC1clt Control Act of 
1985, referred to the Committee on 
theBudaet. 
5UU'DIJO11 or C'EaTAllf raOVJIJOJfl or Tiff 

SA.LAJICD ■U!>Cff AJfD IDIDCDfC'Y 111171C1T 
001ff110LACr 
Mr. MITCHELL. Mr. President, I 

ask w1animoua coruent that • letter 
from Mr. Rellcbauer of CBO. relatlnc 
to the resolution J1at Introduced, be 
placed ln the Rsc:ou folloTt1nl' the 
text of the Joint resolution. 

There bein. no obJeclion, the mate, 
rial • •u ordered to be print.ed 1n the 
Rse<>AD. u follow.: 

8 .J. Ra. 137 
Ruolt-ed b the Snaou ond Hovu of R~ 

,uentatfvu of~ United Stou, of Amuico 
ill Co11~N O.Uffllbled, That the Co~­
dec:l.ara \.hat the condltlona apeclfled IP aeo­
tlon 2$4(J) of the Bala.need Budcet and 
Dneruncy Deficit Control Act ol 1P85 are 
met. and the Implementation of the Con• 
ST-lon&l Budcet and lm1>0W1drnent Con­
trol Art of 11174, ch&pter 11 of title :u . 
Unlt.ed Stal.et Code. and part C ot the Bal· 
anced Bl>daet and Emer1en<'Y OcflcJt Con• 
trol Act 011985 IN modified a, dcscrlbed In 
aectlon 2S8tb> or the Ba1Anccd Budeet and 
Emercency Deficit Control Act of tt&S. 

/ 
CollOID5.IO•n BuDGn Orne&. 

Wulli11gt011, DC, April Jq, IUI. 
Ron. DAIi Qt'4n&. 
..,..ldnl Q/ lh~ SCIIGk. 
lll"ullingtcm. DC. 

Ds4a ML Paan,un: Under Mctlon 3&4(J) 
of the B&lanoed Budaet and El:ntr;enc1 
Deficit Cont.rol Ad or 1eu 12 o.s.c. to4<J». 
Lht Concrealonal Bud1et Offlt:e mu:Jt 
nout, the eonsna In U>e nmt of an eoG­
DOIDlc llowdown. Tht eectlon re&da 111 ~ 

CJ) LDW•IP'Owih ttPOl't.-At anJ LI.me, CDO 
ahal1 DOUIJ tht COI\ITUI U-

(2) Ule IDOft rtt.ent or tht Dfp1trtmf'nl of 
Commerce·• lld\'&n<'e prellmln11'7 or f inal 
repon of actu&l real -,nomlc 1rot,lil lndl· 
c:&Le that the~ or real «onomJc 11'(,Wth 
for nch of the most ,-cenUy reported quar­
ter and the lmmtdlate prectdlnl quartf'r la 
leA than one percant. 

nua lett.er .erv~ to nottr, th• Conl'TC'II 
that on .April 26, 111111, t h e Department of 
coaunerct·• ad\'&nct repon on the 1ro• ·Ln 
of rul Orou National Product durln1 the 
flm calen411' quarur of 111111 lndlca.t.ed that 
CT(IWlh WU 1- than 1.0 percent dwine 
t!\at qulJ"LU and the pre<:Nlinl quart.er. 

Sincerely, 
n oun D. RiaaauVD. 

Dil"N:lor. 

CRS-97 

./ 2 

(1) The sequestration process (and special five-year enforcement procedures in the Congressional 
Budget Act o f 1974) are suspended automatically in the event a declaration of war is enacted 
and may also be suspended if Congress enacts a special joint resolution triggered by the is.suance 
of a "low-growth" report by CBO. 

(2) This exhibit shows a CBO low-growth report triggered by one of the conditions set forth in the 
GRH Act -- in this instance, CBO inf onned Congress that the Department of Commerce had 
reported two consecutive quarters of real economic growth o f less than one percent CBO must 
issue a low-growth report al any time tha~ the prescribed conditions are mel. 

(3) In the Senate, the Majority Leader must introduce a joint resolution suspending the enforcement 
procedures upon receipt of a CBO low-growth report and the Senate must vote on it under 
expedited procedures. (The exhibit shows an example of such a resolution.) In the House, the 
Majority Leader may introduce such a joint resolution at his discretion. 

(4) The GRH Act sets forth several procedures by which Congress may modify or effectively cancel 
a sequestration order. All of these procedures require the enactment of legislation. 

(S) In addition lo employing the procedures in the GRH Act to modify or effectively cancel a final 
sequestration order, Congress may use its general legislative powers for the same purpose. 
Congress used omnibus budget reconciliation bills to rescind sequestration reductions for fiscal 
year 1988 and to modify sequestration reductions for fiscal year 1990. 

SOURCE: Remarks of Senator George MitcbeU in the Congressional Record of May 6, 1991, at page S 5352. 
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Article I , Section 8 of the U.S. Constitution gives Congress the power to levy "wees, 
duties, imposts, and excises." Section 7 of this Article requires that all revenue measures 
originate in the House. (The Senate sometimes strips a House-passed revenue measure of 
all text except for the enacting clause and then inserts its own revenue provisions.) Although 
the annual budget resolution (which sets forth total revenue for the next five fiscal years) 
often originates in the Senate, this sequence does not violate the Constitution because the 
resolution itself does not raise revenues. 

In the House, revenue legislation is under the jurisdiction of the Ways and Means 
Committee; in the Senate, jurisdiction is held by the Finance Committee. While House rules 
bar other committees from reporting revenue legislation (see Exhibit 6-A), sometimes 
another committee will report legislation levying user fees on a class that benefits from a 
particular service or program or that is being regulated by a Federal agency. In many of these 
cases, the user fee legislation is referred subsequently to the Ways and Means Corwnittee. 

Revenues of the Federal Government (also referred to as receipts) derive from a number 
of sources. The top part of Exhibit 6-B shows that individual and corporate income taxes 
account for more than half of the receipts of the Government. Social insurance taxes are an 
increasingly prominent source of revenues and they now provide more than one third of 
total receipts. Additional amounts accrue to the Government from various excise taxes, 
customs fees, and miscellaneous receipts. These revenues do not include various offsetting 
receipts, which, as will be discussed below, are not accounted for as budget receipts. 

Exhibit 6-B also indicates that there has been remarkable stability in Federal revenues 
as a share of the GNP over an extended period of time. Revenues totalled 20 percent of GNP 
in 1970 and 19 percent in 1990. But the exhibit shows that the portion of receipts that are 
Federal funds (the general funds of the Government that, unlike trust funds, are available 
for all purposes) has progressively declined over the years - from 15 percent of GNP in 
1960 to only 12 percent today. This means that an increasing portion of Federal revenues 
are restricted to particular uses. 

Most receipts derive from existing provisions of the tax code or Social Security law 
which continue in effect from year to year unless changed by Congress. Th.is tax structure 
can be expected to produce increasing amounts of revenue in future years as the economy 
expands and incomes rise. Nevertheless, Congress usually makes some changes in the tax 
laws each year, either to raise or lower revenues or to redistribute the tax burden. In most 
years, these changes have only a marginal impact on total revenues, though the effects on 
particular categories of taxpayers can be enormous. As displayed in Exhibit 6-C, Congress 
enacted almost 20 major revenue measures during the 1980s; these cumulatively reduced 
Federal revenues for fiscal year 1990 by an estimated $195 billion. The most sizeable of 
these changes by far was the 1981 tax reduction act. From time to time, Congress also alters 
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the tax burdens in ways which greatly affect specific taxpayers, even if total revenues are 
not changed very much. Such was the case in 1986 when Congress enacted far-reaching tax 
reform legislation. 

Revenue Legislation in Congress 

Congress typically acts on revenue legislation pursuant to proposals in the President's 
budget. An early step in congressional work on revenue legislation is publication by CBO 
of its own estimates (developed in consultation with the Joint Committee on Taxation) of 
the revenue impact of the President's budget proposals. As shown in Exhibit 6-D, the 
congressional estimates often differ significantly from those presented in the President's 
budget. These estimates are important for the pay-as-you-go (PA YOO) rules adopted in 
1990 and described in the next section of this chapter (and in Chapter 5). Exhibit 6-D also 
reveals that the revenue impact often is estimated to be far greater in future years than in the 
year immediately ahead. 

Revenue estimates are used by Congress in formulating the annual budget resolution, 
which sets forth total revenues for each of the next five fiscal years and the amount (if any) 
by which these totals are to be increased or decreased by legislative action. The budget 
resolution also may contain reconciliation instructions directing the House Ways and Means 
Committee and the Senate Finance Committee to report legislation changing the total 
amount of revenues. Legislation reported pursuant to these instructions often is considered 
as part of an omnibus budget reconciliation bill, but sometimes it is considered as a separate 
revenue measure. 

The revenue totals in the budget resolution establish the framework for subsequent action 
on revenue measures. Congress generally may not consider legislation increasing or 
decreasing revenues for the next fiscal year until it has adopted the budget resolution for 
that year. Congress sometimes waives this requirement - in the House, usually by means 
of a "special rule" reported by the Rules Committee; in the Senate, usually by unanimous 
consent, or by a waiver resolution or motion authorized by the Congressional Budget Act 
of 1974. 

The budget resolution contains only revenue totals and total recommended changes; it 
does not allocate these totals among revenue sources (although it does set out Medicare 
receipts separately), nor does it specify which provisions of the tax code are to be changed. 
These specific decisions are made in the revenue legislation reported by the House and 
Senate committees with jurisdiction over such matters. 

Revenue legislation usually is considered in the House under a special rule (typically 
either a "closed" or "modified" rule) that either bars any floor amendments or specifies those 
that may be offered. The House rarely acts on such measures under an "open" rule, which 
would allow any floor amendment to be offered. The Senate does not restrict floor 
amendments in this manner, but it does have strict budget rules that can block revenue 
legislation or amendments which would cause the deficit to rise. 
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Pay-As-You-Go (PAYGO) Rules 

The BEA of 1990 established pay-as-you-go (PA YGO) rules which affect the 
consideration of revenue (and direct spending) legislation in Congress. The PA YOO rules 
are in effect for fiscal years 1991-1995 and will expire at the end of this period unless they 
are extended. (For a discussion of the changes made by the BEA, see Chapters 3, 4 and 5.) 

The ,basic PAYOQ mle is that congwional action on revenue and direct speoc:ling 
le&,islatica shnu)d not add to the budget deficit. ,Wirect spending consists of entitlement and 
other roaadatccy spending programs.) Legislation reducing Federal revenues must be offset 
by measures increasing revenues or decreasing direct spending by an equal or greater 
amount, or a sequestration of certain direct spending programs will occur. 

In enforcing PA YOO, it is necessary to distinguish between baseline revenues deriving 
from existing laws and increases or decreases in revenues resulting from new legislation. 
This distinction is shown in Exhibit 6-E, which is based on revenue estimates made by CBO 
and the Joint Committee on Taxation. (However, the BEA makes OMB's estimates 
determinative for PA YOO and related budget controls.) The first line of numbers in Exhibit 
6-E estimates baseline revenues for five fiscal years. Congress is not required to offset any 
drop in baseline revenues due to changing economic conditions or technical re-estimates. It 
would, however, be required to act if baseline revenues decline because of new legislation. 
The next 6 lines of numbers estimate the impact of pending proposals on baseline revenues. 
These PA YOO proposals include the extension of expiring tax laws and any other 
recommendations affecting Federal revenues. 

Although it covers 5 fiscal years, PA YGO is enforced one year at a time. This means 
that revenue increases or decreases enacted for one fiscal year are not netted against increases 
or decreases for another year(except under the "look-back" feature, discussed below). 
Moreover, PA YOO is enforced against all revenue (and direct spending) legislation affecting 
a fiscal year, not against individual measures. PAYOO does not bar Congress from 
considering a measure that would reduce revenues; its enforcement procedures are triggered 
only if all legislation enacted for a fiscal year would increase the deficit above the baseline 
estimate. 

Consider the scenario set forth in the table below. Congress enacted two revenue 
measures in 1991, one in July and the other in October. Although both bills were enacted 
during a single session of Congress, the first one was enacted during fiscal year 1991 and 
the second one was enacted during fiscal year 1992. The July bill lost $30 million in revenue 
in fiscal year 1991 while the October bill had no effect in that fiscal year. For the remaining 
four fiscal years, the July bill loses revenue and the October bill increases revenue each year; 
the net effect over the five-year period is an increase in revenues of $95 million. 

FY1991 FY1992 FY1993 FY1994 FY1995 FY91-95 
Julv Bill -30 -150 -200 -150 -50 -580 

October Bill 0 +250 +150 +150 +125 +675 

TOTAL -30 +100 -50 0 +75 +95 

Note: plus sign ( +) indicates revenue increase; minus sign (-) indicates revenue decrease. Amounts 
shown are in millions of dollars. 
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This example illustrates several operating rules of the PA YGO process and is predicated 
on how the process would be implemented at the end of the 1991 session of Congress, shortly 
after fiscal year 1992 had begun, if these were the only PA YGO measures enacted during 
that session. 

First, no PA YGO sequester for fiscal year 1992 would be required based upon the fiscal 
year 1992 effects of the two bills (which, in the net, increase revenues by $100 million). 
However, a "look-back'' feature of PAYGO requires that the deficit impact of legislation 
enacted since the last end-of-session sequester review be taken into account. Accordingly, 
the net amount for fiscal year 1992 would be reduced by $30 million to take the fiscal year 
1991 impact of the July bill into account. Even with this adjustment, no sequester would be 
required for fiscal year 1992. The effects of the bills on future fiscal years are taken into 
account when the sequester reports for those future fiscal years are prepared. 

Further, House and Senate consideration of the July bill would not have been hindered 
by the PA YGO requirements; even though the bill decreased revenues, PA YGO 
requirements do not apply to the consideration of individual measures. (However, provisions 
in the Congressional Budget Act of 1974 might have had an effect on the bill•s 
consideration.) 

When the end-of-session sequester for fiscal year 1993 is calculated (and if no additional 
PA YGO legislation has been enacted), a sequester would be required at that time because 
the net effect of the two bills for that fiscal year is a $50 million deficit increase. A sequester 
could be avoided if Congress enacted PA YGO legislation offsetting the deficit increase. 

PA YGO emphasizes deficit neutrality, not deficit reduction. Thus, legislation producing 
additional revenue can finance increased direct spending or reductions in other revenue and 
does not have to be applied to deficit reduction. 

Tax Expenditures 

In enacting revenue legislation, Congress often establishes or alters tax expenditw·es. 
The term "tax expenditures" is defined in the Congressional Budget Act of 1974 to include 
revenue losses due to deductions, exemptions, credits, and other exceptions to the basic tax 
structure. 

Tax expenditures are a means by which the Federal Government pursues public 
objectives and, as the term denotes, can be regarded as alternatives to other policy 
instruments such as direct spending. The President's budget presents two different measures 
of tax expenditures: revenue losses and outlay equivalents. Revenue losses measure the 
amount of revenue that the Federal Government forgoes; outlay equivalents measure the 
amount of spending that would be required to provide taxpayers the same after-tax income 
that would be received on the basis of a revenue los.s measure. The President's budget lists 
almost 100 different tax expenditures with revenue losses of $50 million or more (see 
Exhibit 6-F). 

Tax expenditures are classified by budget function to facilitate the comparison of 
spending programs and tax expenditures. The Joint Committee on Taxation estimates the 
revenue effects of legislation changing tax expenditures, and it also publishes five-year 
projections of these provisions as an annual committee print. 
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Offsetting Collections 

Offsetting collections are collections or receipts that are counted as negative spending, 
not as revenue. These collections offset -- that is, reduce -- budget outlays (and, where 
applicable, budget authority) by an equivalent amount. For example, if $SO million of 
offsetting collections were credited to an account, the budget outlays in that account would 
be reduced by $SO million. 

Offsetting collections include income from business or market-type activities, income 
from the sale of assets, voluntary user fees, and certain flows of funds among the accounts 
maintained by the Federal Government. Compulsory user fees (in which the payer has no 
discretion) resemble taxes and are, therefore, accounted for as revenue. 

The distinction between budget receipts and offsetting collections is sometimes vague. 
In general, any income received by the Federal Government in the exercise of its sovereign 
power is recorded as a receipt; any arising from the sale of goods and services or other 
business-like charges are budgeted as offsetting collections. 

Although classifying income as revenue or as an offsetting collection does not affect the 
size of the budget deficit, it does affect the enforcement of the budget rules adopted in 1990. 
When income is classified as a receipt, it is included in the PA YGO process discussed earlier. 
When it is recorded as an offsetting collection, it must be classified as either discretionary 
or mandatory spending. A discretionary offsetting collection would affect spending 
computations under the discretionary spending limits (discussed in Chapter S); a mandatory 
offsetting collection would be considered direct spending and would be covered by the 
PAYGO process. 

Exhibit 6-G indicates that offsetting collections, including the income of the U.S. Postal 
Service, total ahnost $200 billion each year. The President frequently proposes changes in 
offsetting collections. Exhibit 6-H lists the changes proposed in the budget for fiscal year 
1992. These changes do not include proposed fees for direct or guaranteed loans. Beginning 
with fiscal year 1992, income from these fees are included in the computation of credit 
subsidies (see Chapter 9) rather than as offsetting collections. 
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1............._ 

EXl-llBIT 6-A 
Revenue Legislation: House Rules 

House Rule XXI (clause 5.) 

~ (b) No bill or joint resolution carrying a tax 
• MA. 1tatric1io11 9fl or tariff measure shall be reported 
i.ua. •1111 •---nui by any committee not having J. uris-Hll"J'lna taXH or 

Lvilfa. diction to report tax and tariff 
measures, nor shall an amendment in the House 
or proposed by the Senate carrying a tax or...,.._ 

3 tariff measure be in order during the consider-
ation of a bill or joint resolution reported by a 
committee not having that jurisdiction. A ques-
tion of order on a tax or tariff measure in any 
such bill, joint resolution, or amendment thereto 
may be raised at any time. 

(1) Jurisdiction over revenue measures is assigned to the Ways and Means Committee in the House 
and to the Finance Committee in the Senate. These committees also have jurisdiction over certain 
spending programs, such as Social Security, funded by earmarked taxes. Clause S(b) of House 
Rule XXI, shown here, bars any other House committee from reporting revenue legislation; 
there is no comparable Senate rule. 

(2) The reference in clauseS(b) to the Senate pertains to situations in which the Senate adds revenue 
provisions to a House-passed measure. This part of the clause bars House consideration of 
revenue provisions added by the Senate lo a House-passed measure not reported by the Ways 
and Means Committee. 

(3) The House sometimes allows committees with jurisdiction over particular programs to report 
legislation containing revenue provisions related to those programs. In applying this rule, the 
House distinguishes between levies on the general public (such as income taxes and social 
insurance premiums), which are in the exclusive jurisdiction of the Ways and Means Committee, 
and fees, which are imposed on beneficiaries of particular services or to regulate certain 
activities. In the latter case, legislation containing the user charge may be reported by other 
committees. This type of measure is sometimes jointly or sequentiaUy referred to the Ways and 
Means Committee. 

SOURCE: House Rule XXI, Oause 5(b). 
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EXHIBIT6-B 
Sources of Revenue 

lNO 1ffl 1NO 

Aaer-&..-olTOUII ...... ._ 

lndnid...J "'-T- .... ~ .,.. 
2 :::::-

~ec.pant.1-,.._ 3K 1,.. 13 
llocaal1-T- lK 2K 11 .. 

.-- AIIOthor~ 11 .. 1K 100. 

TOTAL a&CIJP'l'S: 
0..-Bu,dett 19'1, ~ 1, .. 
OCr-B...,_. 15 1,.. 25 

M • ,.__.._,. ol GNP 

IDdivid...Ji-Tua K ... K 
c..,-.i.i-,.._ ,,., , .. 2'I, 

llodali-.r-Tuao ,., 6 .. K 
AIIOO-Jtoc,oipl,o ,.. ,.. ,., 

4 TOTAL RECEIPl'S 111, ~ lK 
On-Buq,tt lK 11111. 16 .. 

o«-8...i,.t 21, "' 
, ... 

(FedataJ P'w>cl Jl«mpt. 1$1, 14 .. 13'1. 
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111112-. 

~ "" K "' '7 .. '7 .. ... "' 
731. 73'A. 3 27 .. 27., 

... K 
2'I, ,., , .. , .. 
2-. ,., 
lK ~ 
14'1, 14'1, 
6'1, 6 .. L---5 

12'1, l.2'1,) --

(1) The top part of this table shows major sources of Federal revenues (receipts) as percentage of 
total revenues; the bottom part shows each source as a percentage of GNP. 

(2) Over the past 30 years, there has been a shift in the composition of Federal revenues. Corporate 
income taxes account for a declining share of total revenues and social insurance taxes account 
for a higher share. The "all other receipts" category includes excise taxes, which also have 
declined as a proportion of total revenues. 

(3) Off-budget receipts are the taxes paid into the Social Security trust funds. 

(4) Although there has been a shift in the source of Federal revenue, total receipts comprised about 
the same share of the Gross National Product in fiscal year 1990 that they did in fiscal year 1970. 

(5) Federal funds are available for the general purposes of the Government; unlike trust funds, they 
are not eannarked for specific programs. Note the decline in Federal fund receipts relative to 
the GNP. 

SOURCE: Table prepared by the Congressional Rese.arcb Service from data presented in Budget of the United States 
Government, Fiscal Year 1992, February 1991, Part Seven, pages 22-23. 
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EXJilBIT6-C 
Revenue Effects of Major Enacted Legislation 

---

NET £HECT Of MAJOa EKACTUI WISLATION ON REC£11'TS 1 

(lt .._11-·II 
• ·••-

IMI 19'9 19'0 1'91 . .. '"' 
Eccnomic Rawmy Tu Ac1 of 1981 ..... - 264.4 -290.9 -322.8 -357.1 -397.6 
Tix Equity and fiscal lltsponslbi~ty 

Ac1 of 1982 ................... - ............... 57.3 SS.7 57.2 61.2 60 
Hiatway RMnue Act d 1982 .............. 4.9 S.l 5.1 5.1 5.1 
Social Seclrity Mlfflinents of 1983 .... 24.6 30.9 23.4 23.8 25.2 
llltwesl and Dividends Tax Coml)liance 

Ac1 of 1983 ... _ ............. - ............... -1.8 -Z.O -2.5 -2.8 - 3.1 
llairoad Retireme11t Revenue Act or 

1983 ............. - ................................. 1.2 I.I 1.1 I.I 1.2 
lllflcil Reduciiffl Act r/. l 9U ............... 25.4 27.1 31.D 33.8 37.9 
Conscridated (ffilibus Bucliet Recon• 

cllialion Act d 1985 ......................... 2.9 3.0 3.0 3.2 3.S 
fedefal ~· Ret,ement System 

Act ol 1986 ..................................... -0.2 -0.2 -0.3 - 0.4 - 0.4 
Omnibus Bud&et Reconciliation Act ol 

1986 .............................. _ ................ H 2.0 1.0 0.1 1.0 
~und Amerdments and Reauthor• 

iz1tion Act of 1986 ........................... 0.6 0.8 0.8 0.8 0.8 
Continwi1 Resolution for 1987.. ............ 2.8 3.0 2.6 2.6 2.6 
Tu Refl)(ffl Act at 1986-.. .................... -8.9 -2U -20.3 -16.4 - 20.9 .. 
Omnibus Budget Rea>IICiliat1011 Acl or I 

1987 ....... - .............. _ ...................... j 8.6 
Conliluln& Resolution for 1988 .............. 

1 
2.0 

Medicare C.,IJsboPhie CcYera~ Act of , 
1988 1 ............................................................... .. 

13.9 16.1 15.4 12.2 
2.7 2.6 2.7 2.7 

0.6 6.6 7.2 6.9 
Famil'/ SuPCl(Wt Act ol 1988 ..................................... . 0.1 0.2 0.3 0.3 
Techn~I and MisallLlneous Revenue 

Act ol 1988 ....................................................... .. - 0.4 -0.1 0.1 -0.3 

- .. 
1-.,0 

-613.7 · 

112.9 
10.2 
M.4 

- U 

2.3 
58.7 

6.0 

-0.5 

3.0 

1.6 
5.6 

: - 44.6 

30.0 
5.3 

7.2 
0.3 

-0.6 

Net w reduction ( - ) ........... 6-=1=•2=.6====~======='==~~..L..::::::::~i---,;.~= - 171.3 - 195.3 - 219.8 [-2_~8.3 -366.6 

2 

4 

(1) The estimates in this table take accoW1t of: (a) the direct effects of legislative changes at an 
assumed level of economic activity, and (b) the indirect effects of induced changes in economic 
activity on incomes. 

(2) The 1981 legislation outweighed all other tax measures in the 1980s in terms of its impact on 
Federal revenues, with its effects persisting into the next decade. It lowered fiscal year 1991 
receipts by an estimated $358 billion; all other revenue legislation enacted during the 1980s 
added an estimated $138 billion to fiscal year 1991 receipts. 

(3) Note the variety of measures -- reconciliation bills, Social Security legislation, continuing 
resolutions, and others -- used to enact changes in Federal revenues. 

(4) The projections made at the time revenue legislation is considered are not always realized. The 
Tax Reform. Act of 1986 was expected to be "revenue neutral" over the five years following its 
enactment. However, the estimates shown here indicate that it resulted in a reduction in Federal 
revenues. 

SOURCE: Budget of the United States Government, Fiscal Year 1990, January 1989, page 4-4. 
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EXHIBIT6-D 
CBO Reestimates of President's Revenue Proposals 

TABLE Ill-4. CBO/JCT AND ADMINISTRATION ESTIMATES OF 
PROPOSED SA VINOS AND INVESTMENT INCENTIVES 
(By f1&cal year, in billion& of dollars) 

Propoaal 1992 1993 1994 1995 1996 

E1clude 30 Percent of Capital Oaina• 
CBO!JCT 3.7 -3.2 -4.4 .,.1 -3.4 

1 
Administration 3.0 1.7 0.9 1.8 1.7 

Establish Family Savings Accounts 
CBOtJCT -0.4 -0.6 -1.0 .1.4 -1.8 
Administration -0.3 -0.8 -1.3 -1.8 -2.3 

Waive the Penalty for Early 
Withdrawal• from IRAs for 
Fint-Time Homtbuyera 

CBOIJCT -0.2 -0.1 -0.l -0.1 -0. 1 
Administration -0.1 -0.1 -0.l -0.1 -0.1 

Total 
CBOtJCT 3 .2 -4.0 -5.6 -5.6 -6.3 
Adminiatralion 2.7 0.8 -0.5 -0. l -0.7 

4 
SOURCES: JolntCommlttH on Taut ion: Office o( l\1anagem.nt and Budget. 

(1) CBO's revenue estimates often differ from those issued by the President in his budget. For 
example, CBO estimated that changing the capital gains tax rate would result in revenue losses 
in fiscal years 1993-1996. The Administration, by contrast, projected revenue gains in these 
years. Disagreement between the President and Congress over revenue estimates can have 
significant implications for the PAYGO process, in which the estimates issued by 0MB are 
determinative. 

(2) The revenue impact of legislation often is far greater in the "outyears" than it is in the year 
immediately ahead. The outyear estimates are used in enforcing the PAYGO process for each 
year to which they apply. 

(3) Under the PAYGO process, if the total of all revenue (and direct spending) legislation for a 
fiscal year causes the deficit to increase, the increase must be off set by legislation decreasing 
other revenues ( or direct spending), or else a sequester of certain direct spending programs will 
ensue. 

(4) The Joint Committee on Taxation (JCI) is a joint House-Senate Committee that provides staff 
assistance to Congress on revenue legislation. 

SOURCE: Congressional Budgel Office, An Analysis of the President's Budget Proposals/or Fiscal Year 1992, March 
1991, page 41. 
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EXlllBIT 6-E 
Revenue Estimates for the PAYGO Process 

1 --r--. TABLE In-2. CBO ESTIMATES OF REVENUE PROPOSALS 
IN THE ADMINISTRATION'S 1992 BUDGET 
(By fiscal year, in billions of dollars) 

Proposal 1992 199:l 1994 1995 

CBO Baseline Re\'enues 1,169.2 1,250.7 1,331.5 1,415.4 

Pay-Aa-You-Go Proposals 

3 - -E:a:tend e.:a:piring income 
ta:a: provisions . 1,3 -1.9 -1.8 -2.0 

Savings a nd investment 
incentive proposals• 

Require Medicare contribu-
3.2 -4.0 -5.5 -5.6 

tions from all atate and 
local government employeesb 

E1tend and lower Highway 
1.1 1.5 1.5 1.5 

Trust Fund tausb 0.0 0.0 0.0 0,0 
Other propoaals C •0.1 -0.3 -0,5 

Subtotal, Pay-As-Y ou•Go 3.0 -4 .4 -6.0 -6.6 s_ 
~ ms Enforcement Funding Proposal 0.0 0.0 0.0 0,0 

Total, Revenue Propo&als 3.0 .4.4 -6.0 •6,6 

President'• Budget Revenues 
as E1time.ted by CBO 1,172.2 1,246.3 1,325.5 1,408.8 

1996 

1,495.4 2 

·2.2 

-5.3 

1.5 

•2.8 
-0.5 
-9.2 ... :---4 
0.0 

-9.2 

1,486.2 

(1) These CBO estimates are advisory; the BEA of 1990 makes 0MB revenue estimates 
determinative for calculating revenue gains and losses from legislation. 

(2) Baseline revenues are the estimated revenue yield from existing laws. Reductions in baseline 
estimates due to economic factors or technical re-estimates do not trigger PA YGO enforcement 
rules. 

(3) The extension of expiring revenue provisions (whether they gain or lose revenue) is considered 
as new legislation (with certain exceptions); hence, changes in revenue resulting from such 
extensions are not included in the baseline but are computed as revenue increases or losses under 
the PA YGO process. 

(4) If total legislation enacted for a fiscal year would produce a revenue Joss, the loss would have 
to be off set by an equivalent revenue gain ( or reduction in direct spending) from other legislation, 
or a sequester of certain direct spending programs will ensue. 

(5) Revenue increases resulting from additional appropriations for enhanced IRS enforcement are 
not included in the PAYGO computation. 

SOURCE: Congressional Budget Office, Analysis of the Presidents Budget for Fiscal Year 1992, March 1991, page 36. 
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EXlilBIT 6-F 
Tax Expenditure Data 

ESllllAlU FOR MAJOR TAX EXPENDITURES IN THE INCOME TAX RANKED IY REVENUE LOSS 

''" ...... ol ...... , 

Net eic:llsion al ~ioye, plan$ pension contrhJtlcns and earnings ............. ·-····· .. ·•····· ................... _ ...... .. 
Oedl.ctoli!y of ffiOO!P9t lnlerest on owne,«cupied homes ............................ _ .................................... . 
Ercusion cl ~ ccnrllulions to, mecfic:al insurtra pl'lffliums Md mecical cart ...............................• 
~ bass 01 Clplll gains II death ................ ·-···············-···-····················-·······················-········ 
Acctlerllad ~ (Nolmll la.I method) ···········································-······-································ 
~ cl nonbusiness State and local laJ.es OCller 11111 on ownei«cupied tiomes ........................... . 
Erdusion cl OASf blll8lits to, retired WOlllers ······················-····························· .................................. .. 
~ of cllarilatlle c:onbiJutions ··········· ·······-····························································-··················· 
Exuision cl ilteresl on l)UbiC purpose Stal.e and local debt .............•..•.....•..••.•.........•......•...........••............. 
Oellffal of capital gair,s on home sales ..... ·-···························································· ...................................... . 
~ ol Slate and Local p,cperty tax on awner-oc:acitd homes ........................................................ . 
Exclusion al intern! on lilt insuranct savings ................................................................................................ . 
Exception from passive lou I\Aes to, $25,000 of f9f11II lou .......................................................................... . 
Ne1 erdusiM 01 IRA pension conlJibutions and earnings ............................................................................... . 
Excusion ol uncaxed Medclre benefits ............................................................................................................ . 
Inventory propeny sales 90UfCt rules •~on .............................................................................................. . 
C,edil for c:tlild and dependent care expenses ................................................................................................. . 
Eldusion ol interest on Industrial developmen1 bonds ..................................................................................... . 
Reduced rates on lirll S100.000 of co.,,o,ate lncoml (Normal IJX method) .................................................. . 
Prelerenbal trealmenl ot capital galns (Normal tax melllod) ........................................................................ . 
Er.clusion ol sooal sec:uri1y benefits tor dependents and survivors ............................................................... . 
Erdusion ol capilal gains on home sales fol persons age S5 and <Ner •••.••.•..•.••.••..•••.•••..•••.•...••.•••.••••.•••..•• 
Erdusion of wortcn.,n·s compensation benefits .................................................................. _ ....................... . 

0eduaibili1y ol rnecxal txpenSeS ............ ·-·································"····························· .. •••••••••••••••••••••••••·•• 
Erdusion of premiums on~ ile insurance ......... ....................................................................................... . 
Excuion of interesl on Slite and local debC for private nonp,ofil health facilities ......................................... . 
$peciil meiger rulas to, financial instillAions .................................................................................................... . 
Ellllld income credit. ..•. . .......................................................................................................................... . 
EICl)ensing (Normal 1aX method) ............................ ·-·············· .. ··••························ ........................................ . 
T &11 c:rtdit tor corpcrations ravilg income from doing business in Uniled Stales p)SSeSSions ................ . 
Erdusion of benefits and allowanca 10 armtd totctS personnel .................................................................. . 
Special ESOP NIis (Oltwr !tan 111V11Slmlnt crtd't) ......................................................................................... . 

51,170 
40.54S 
33,470 
26,800 
26,100 
20,405 
18,000 
16.800 
13.950 
13,925 
11,575 
7.960 
7,715 
7,265 
6.700 
4,845 
4.395 
4,020 
3,755 
3.460 
3,405 
3,340 
3,310 
3,170 
2.900 
2,895 
2,760 
2,540 
2,470 
2,325 
2.060 
2.055 
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(1) The tax expenditures in this table are computed in terms of estimated revenue losses; the budget 
also reports tax expenditures in terms of outlay equivalents. 

(2) Tax expenditures come in various forms -- exclusions of income from taxation, deduction of 
certain income in computing taxable income, preferential treatment of certain activities, tax 
credits, and deferral of taxation. 

(3) The first three items on this list account for more than one third of total tax expenditures. These 
and many other tax expenditures have enjoyed special treatment since the early years of the 
Federal income tax. 

(4) It is generally agreed that the value of individual tax expenditures cannot be added to calculate 
total tax expenditures. The reason for this is that changing one tax expenditure provision might 
result in more or less reliance on other tax expenditures. These interactions are netted out in 
computing total tax expenditures by function; they are not netted out for the budget as a whole. 

SOURCE: Budget of the United SUJtes Government, Fiscal Year 1992, February 1991, Part Three, page 40. 
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Coldoradlpolillllin .... ~ : 

EXlilBIT 6-0 
Offsetting Collections 

Table X-5. TOT AL OfF9ETTlNO COL1.ECTl0MS ---- 11111 

lilldicwepNOniuN nohrchatgos ____________ 11.245 

~ aalllQMI Mid ~UIM ----·---...... _ ....... _....... 10.293 
~ Conllrinll 51111 ~ nm/ P11o11um - INM. pi.- ldmio_., wt 
... ll!d<lis~~ ..... .. --... ·-------­

Sllil al pq,sly 111d .....,.., lnwlll nxlffll. ns II at. calllcliDrs ~ In , .. 11:· 

- --------------
~ . colldcl-...,._, in r9Clipt accounll ·---.... ·---·---

3,008 

14.131 

39,376 

4 --..--~ crtdlld 1D ~ ac:oou,,11; 
PosW s.,;i;,e _,., 11111 ft CINI~------·-.................... _ .. 32.202 

32.818 
1.4117 

10,719 
11.'37 

llljJoli1cry lnlurance um .... _ ................ •--·-.. ···-.. •-.. ------
T.-.- v., Auhrily ns powor admnslrrion C01ec1ions .......... _._ .. ___ _ 
ComnWI'( Cid Co,pa,uon loan rapaymenll and 00W cddorw; ............ __ _ 

Clrle<IOlnrec,aymenis ---.. ·-----...... _ ...................... --... -. 
Loan ~.-1y n - iralrance p,!l'l,.rr&. - income, n III CINI ~ Q'ldiled 

10 ~-15 ···------------- 42.536 

,., 

11,144 
10,300 

S,729 

14.808 

40.681 

43.1SO 
57.146 
1.922 
8.476 

12.580 

46.500 
~. ~ Q'e618d 10 ~ ICCCM115 .......... _ ....... _ ...................... - ......... i--,44-,-,99-+---11s.m 

Total ~ c:oldlr'& ............ ----.... - ................ ·----.... 113,675 216.'54 
TOIII allletll!g caldors t>Cldng ofl-bodge! PllL!lal SeMoe mlecions ___ _ 151,373 173,30,I 

1 

·-
13,002 
10,000 

3.1113 

15,839 

3 42.IIIM 

46.088 
&7,C9 

9.271 
8.54' 
9.459 

49.347 

190.665 

233.469 

187.381 

(1) Offsetting collections are budgeted as deductions against outlays, not as revenues. There are 
three main types of offsetting collections: user fees and other charges, proprietary receipts from 
the public, and intragovemrnental transactions. Only the first two types of offsetting collections 
are exhibited here. lntragovernmental transactions are flows of money between budget funds 
or accowits. 

(2) The distinction between receipts and offsetting collections is not always clearcut and the 
government sometimes changes the classification. Prior to the 1983 budget, for example, 
Medicare premiums paid into the supplementary medical insurance fund were classified as 
receipts; since then, they have been recorded as offsetting collections. 

(3) These proprietary receipts arise out of business-type operations. The receipts are credited to one 
of the funds maintained by the Federal Government. 

(4) The offsetting collections credited to appropriation accowits are usually available to be spent 
without any further action by Congress. Congress sometimes limits the amount of these 
collections that can be spent in a single year. 

SOURCE: Budget of the United States Government, Fiscal Year 1992, February 1991, Part Three, page 10. 
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EXHJBIT6-H 
Proposed Changes in User Fees 

CRS- 1/1 

Tllllt " ,IIOP09EJ) UIEII FEES AND OT1U 0ffSET1IIO 00U.iC'T10NI 

,,_,,_., 
---r--1

2/ 

"" 

/ ...... ffld:aid...., and eriication (1'111)
fOA �,... and INlaod inlplciots --· 
Y-.WJMdicalcn�. 
--...-· 
�IOdllnNfl9dlllnholclllg. 
SE<:,.rwian ... 
FCC bnlr,g rd .w:e ...................... --.................. ...... ,_ ...... ,_ ............ 
CFTC aonncl hlfrlg ,_.,, ... ,_., .......... _, .............................................. -... 
FBIA ,....._, rl � jlltne .... _., .. _,,,_ ... , ....... __ , .. _ .. ,_ ............ 
FCC� a.aion -·-----.. 

" Slaili:IIII.�-.. ····--
�: 

a 1t1a nrni1 peWOlll.ffl ,_...-. __ , ....... -........... -............ -......... 
YtlltWII IOIII �• ·-·-·· ...... ,_ .. ,,.,._,.,_,., .. _ ........ _._,,,., __ .,,_, 
COlp&rJ�_...,. ·-·-----··--
��s.w:. 
F«llrll Grin� S.W:.
FOIIIIS.W:.NCJ"'°"lill 
Pestcidt,.,..._,_ 
Ndic Hllionll Willlle Rlluoe � .... -............................................ -, ...... 

Slaoui.!Nndmy 
TCNI ----

,. 

2" 
11118 
125 
• 

., 

• 

65 
48 
10 

143 

l.1t1 
122 
20 
13 

• 

• 

3 

1,364 

2,306 

•s.....----•-nMDGI'...,.__,,_,...,.__, 

,., 

2ol6
205 
131 
• 

., 

71 
'5 
51 
10 

165 

-U9 
106 
20 
,.

• 

• 

3 
UOI 

1,922 

2.17' 

.. - .. 

2,16 249 :IS' 
212 212 212 
131 145 152 
• t6 .. 

., 80 ., 
73 76 79 
'5 65 65 

� 59 63 

10 10 10 
800 1.200 500 

1,ffl 2,192 1,512 --3 

-120 -1i3 ..gs 
101 101 98 
20 20 20 
18 17 11 
• a • 

• 8 • 

3 3 3 

1 1.201 1 

3' 1,244 59 -+-- 4
1,111 U36 1,571 

(1) As explained in the text, compulsory user fees are accounted for as receipts; other fees (such as
those listed here) are budgeted as off setting collections. As a general rule, revenue derived from
business-type activities is accounted for as an offsetting collection. 

(2) Pursuant to the BEA of 1990, a distinction is made between mandatory and discretionary
offsetting collections. Mandatory collections are covered by the PA YGO process; discretionary
collections are covered by the discretionary spending limits.

(3) An increase in discretionary offsetting collections would allow an equivalent amount of
spending within the discretionary spending limits.

(4) An increase in mandatory offsetting collections would allow an equivalent reduction in revenue
or increase in direct spending under the PAYGO process.

SOURCE: Budgtt oftht Unittd Stotts Governmtnt, Fiscal Ytar 1992, February 1991, Part Three, page 11. 
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The rules of the House and Senate contemplate a two-step process for establishing and 
funding Federal agencies and programs. First, Congress enacts legislation authorizing an 
agency or program; then, it makes appropriations for the authorized purpose. (Relevant 
excerpts from House and Senate rules are printed in Exhibits 7-A and 7-B) While the rules 
have certain exceptions and are sometimes waived or not enforced, they delineate the basic 
functions of authorizing legislation and appropriations measures. This chapter discusses 
authorizing legislation; the next one describes the appropriations process. 

Authorizing legislation has a dual purpose: (1) it is the means by which Congress 
establishes policy and exercises control of Federal agencies, and (2) it provides the authority 
under House and Senate rules for Congress to appropriate funds. Accordingly, an 
authorization act is legislation that both establishes, continues, or modifies an agency or 
program, and authorizes the enactment of appropriations for that agency or program. 
Authorizing legislation establishes the tenns and conditions under which each agency 
operates. This type of legislation typically sets forth the responsibilities of agency officials 
and often specifies the agency's organizational structure. The basic purposes of 
authorizations acts are illustrated in Exhibit 7-C. 

Authorizations also define committee jurisdictions in Congress. Most House and Senate 
committees are authorizing committees with jurisdiction over designated programs or 

activities. Most of what these committees do revolves around their authorizing 
responsibilities. The legislation they produce defines the relationship between these 
committees and the Appropriations Committees. Authorizing legislation often establishes 
the financial boundaries within which appropriations are made. 

Authorizations represent the exercise by Congress of its legislative power. (At one time, 
what is now termed an " authorization" was referred to simply as "legislation.") In the exercise 
of its legislative powers, Congress can place just about any type of provision (other than 
appropriations or revenue provisions) in authorizing legislation. It can prescribe what an 
agency must do or may not do in the performance of its assigned responsibilities. It can give 
the agency a broad grant of authority or legislate in great detail. There is no uniform structure 
or format for authorizing legislation. However, virtually all contemporary authorization 
measures contain one or more provisions authorizing funds to be appropriated for designated 
purposes. 

The Relationship of Authorizations and Appropriations 

It is a basic rule of Federal law that funds provided in appropriations acts are to be spent 
according to the terms set in authorizing legislation. The ideal division of labor between 
these two types of enactments would be for the appropriations act to determine the amounts 
available for expenditure and the authorization act to determine the purposes for which the 
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funds are to be used. In practice, however, the relationship is not so clear-cut. Some 
authorizations acts provide budget authority and some appropriations acts contain 
substantive provisions affecting the use of available resources. 

Permanent Versus Temporary Authorizations 

An authorization is presumed to be permanent unless the authorizing law limits its 
duration. Most of the provisions in an authorizing statute pertaining to the operations of the 
affected agency are permanent, although some may be effective only for a single fiscal year 
or other period of time. The permanent provisions continue in effect year after year, until 
such time as they are terminated or revised by new authorizing legislation. In many areas of 
Federal activity, therefore, there is no need for Congress to consider new authorizing 
legislation each year. 

The portion of authorization law which provides the authority under House and Senate 
rules for Congress to make appropriations often is limited in its period of effectiveness. 
These "authorized to be appropriated" provisions can be classified into three categories, 
depending on their duration. Permanent authorizations do not have any time limit and 
continue in effect until they are changed by Congress. An agency having a permanent 
authorization need only obtain appropriations to continue in operation. Annual 
authorizations are for a single year and, usually, for a fixed amount of money. These 
authorizations have to be renewed each year. Strictly speaking, all Congress has to do is to 
extend the "authorized to be appropriated" language for another fiscal year, but in the course 
of doing so it often makes other changes in authorizing law. Multiyear authorizations are 
typically in effect for a two - to five - year period and have to be renewed when they expire. 
(Exhibit 7-D provides examples of the three types of authorizations.) 

Until the 1950s, virtually all authorizations were permanent. Since then, however, there 
has been a trend toward temporary (annual or multiyear) authorizations. The shift from 
permanent to temporary authorizations can be mandated either by law or by the rules of the 
House or Senate, as shown in Exhibit 7-E. 

There are two main reasons for the trend to temporary authorizations, corresponding to 
the two functions of authorizing legislation identified earlier in this chapter. First, an annual 
or multiyear authorization act gives Congress frequent opportunities to review an agency's 
activities and to make such changes in law as it deems appropriate. Congress is likely to 
seek additional control when it lacks confidence in the agency. Second, temporary 
authorizations enhance the influence of authorizing committees in Congress, especially with 
respect to the amounts subsequently appropriated to affected agencies. 

1bis influence arises out of a feature of temporary authorizations which generally 
distinguish them from permanent ones. While permanent authorizations rarely specify 
amounts of money, temporary authoriz.ations usually do. In fact, some of these authorizations 
have become quite detailed in specifying amounts that are authorized to be appropriated for 
particular activities. Although the amount appropriated does not have to conform to the 
authorized level -- under the rules, the appropriation can be as much as or less than the 
authorized amount -- there often is a close correspondence between the authorized and 
appropriated amounts. This is particularly true for annually-authorized programs. Inasmuch 
as the annual authorization normally is enacted first, it directly influences the amount 
subsequently provided in the appropriations act. 
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Congress sometimes sets aside its rules and makes unauthorized appropriations. (An 
appropriation in excess of the authorized amount is also deemed to be unauthorized.) In most 
such cases, the full appropriation is available for expenditure (except when a law prohibits 
the obligation or expenditure of such unauthorized funds). Congress rarely makes an 
unauthorized appropriation for a new program, concerning which no authorizing law has 
been enacted. The typical unauthorized appropriation occurs because the "authorized to be 
appropriated" provision has not been renewed. In these instances, the agency receiving the 
unauthorized appropriation is subject to the permanent law governing its operations. 

Means of Influencing Appropriations 

The authorizations discussed thus far do not permit agencies to incur obligations or spend 
money; the authorized funds are available only to the extent provided in appropriations acts. 
These conventional ( or discretionary) authorizations cover less than half of the funds spent 
each year by the Federal Government. Although discretionary authorizations do not provide 
budget authority, they often influence the amount of funds subsequently appropriated or the 
activities on which funds are spent. One means of influence is to earmark funds in authorizing 
legislation, in the manner displayed in Exhibit 7-F. Earmarking has become more prevalent 
and more detailed in recent years and it has sometimes resulted in conflicts between the 
priorities spelled out in authorizing legislation and the priorities sought by the 
Appropriations Committees. 

Congress sometimes inserts "appropriations forcing" provisions in authorizing 
legislation. In these cases, the funds are provided in appropriations acts, but under 
circumstances that either give the Appropriations Committees little flexibility in the matter 
or induces them to provide the desired funds. In some instances, the authorization bars the 
use of funds for one purpose unless a minimum amount is appropriated for another purpose. 
The Appropriations Committees do not have to provide the minimum amount, but if they 
fail to do so, funds provided may then remain unused. This and other appropriations-forcing 
techniques are used by authorizing committees when their spending priorities differ from 
those of the Appropriations Committees. 

Backdoor Spending 

A sizeable portion of the budgetary resources spent by the Federal Government is 
provided or controlled by authorization laws. This type of authorization law is referred to 
informally as "backdoor spending." In general, spending of this type is defined as "spending 
authority" in the Congressional Budget Act of 1974, and as "direct spending" in the GRH 
Act. Such budgetary resources are either provided directly by the authorization law, or are 
effectively controlled by the authorization law but provided in annual appropriation acts. 

There are several types of backdoor spending, the most prominent of which is 
entitlement authority - provisions of law that mandate payments to eligible recipients. 
Backdoor spending legislation also includes borrowing authority (provisions authorizing 
agencies to spend borrowed funds), contract authority (provisions authorizing agencies to 
enter into obligations), and authority to forego offsetting receipts (provisions authorizing 
agencies not to collect certain user fees or other charges). The Congressional Budget Act of 
1974 bars Congress --with certain exceptions -- from considering new contract authority or 
new borrowing authority unless it is made effective only to the extent provided in 
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appropriations acts. This bar does not apply to entitlements. (Examples of contract, 
borrowing, and entitlement authority appear in Exhibits 7-G and 7-H.) 

Although entitlements are established in authorizing legislation, the rules and procedures 
for them are somewhat different than for discretionary authorizations. Entitlements are laws 
that give eligible recipients (usually persons, but sometimes governments) a legal right to 
payments from the Federal Government. The Federal Government is obligated to make these 
payments, even if the budget does not provide sufficient funds for them. Most entitlement 
laws are open-ended; they do not specify or limit the total to be spent. Instead, the law 
typically spells out eligibility criteria and establishes a formula for computing the size of 
payments. The total spent depends on the number of eligible persons and the amount each 
is entitled to receive. 

Some entitlements (such as Social Security) have permanent appropriations; the 
necessary funds become available without annual action by Congress. Other entitlements 
(such as veterans• pensions) go through the annual appropriations process, though Congress 
does not really control them at this stage. If the amount appropriated does not suffice, 
Congress will have to provide a supplemental appropriation. 

The Congressional Budget Act of 1974 bars the House and Senate from considering 
entitlement legislation until the budget resolution for the next fiscal year has been adopted. 
This sequence enables Congress to determine whether the new entitlement is consistent with 
the spending policies adopted in the budget resolution. Congress makes this determination 
by means of the Section 302 (and Section 602) procedures discussed in Chapter 4. That is, 
it determines whether the estimated cost of the entitlement legislation is within the amounts 
allocated to the committees of jurisdiction pursuant to Section 302 ( or Section 602) of the 
Congressional Budget Act of 1974. 

The BEA regulates the enactment of new entitlements and other backdoor spending by 
means of a pay-as-you-go (PA YGO) process intended to ensure that such legislation does 
not increase the deficit. The PAYGO process is fully discussed in Chapter 5. In general, 
PA YGO requires that legislation increasing direct spending (mainly entitlements and other 
mandatory spending) or reducing revenues be offset by reductions in other direct spending 
or increases in revenues or a sequester of certain direct spending programs will occur. 

Because entitlements usually are established in permanent law, the only way for 
Congress to modify these spending levels is to change the laws establishing entitlements. 
Congress frequently relies on the reconciliation process (see Chapter 3) to make such 
changes in law. 

Authorizing legislation may authorize a Federal agency to make or guarantee loans. The 
Federal Credit Reform Act of 1990 made significant changes in budgeting for direct and 
guaranteed loans. These changes are discussed in Chapter 9. 
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EXHIBIT7-A 
Authorizing Legislation: House Rules 

House Rule XXI, Clause 2 
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2. (a) No appropriation shall be reported in- - 3 
111.'U. 11-uo.orl&H any general appropriation bill, or 
.. ,n,,nalMI ... •

114 shall be in order 8S 8n amendment 
i..w11loll •• PMnlf 

.. ,n,,.;.iio" ~ 11... thereto, for any expenditure not 
2 -i------ previously authorized by law, ex­

cept to continue appropriations for public works 
and objects which are already in progress. 

4 -+--_ (b) No provision changing existing law shall be 
reported in any general appropriation bill except 
germane provisions which retrench expenditures-- 5 
by the reduction of a.moun~ of money covered 
by the bill, which may include those recom­
mended to the Committee on Appropriations by 
direction of any legislative committee having 
jurisdiction over the subject matter thereof, and 
except rescissions of appropriations contained in 
appropriations Ac~. 

(1) Hou.sc Rule XXI (a portion of which is excerpted here) establishes the basic relationship between 
authorizations and appropriations. 

(2) Hou.sc rules do not expressly require authorii.ations; they bar unauthorized appropriations. 
Under the rules, before the House can consider most appropriations measures, the purposes for 
which the money is to be provided have to be authorized in law. The House sometimes waives 
the rules against unauthorized appropriations by adopting a "special rule" before taking up the 
appropriations bill. 

(3) The rule against unauthorized appropriations applies only to general appropriations bills. Under 
the precedents of the House, a continuing resolution (providing interim funding for agencies 
that have not yet received regular appropriations for the new fiscal year) is not deemed to be a 
general appropriations bill. Hence, unauthorized programs can be funded in it. 

(4) A change in existing law constitutes new legislation and cannot, under the rules, be made in an 
appropriations bill (clause 2(c), not shown here, bars floor amendments changing existing law). 
A parallel provision bars the insertion of appropriations into authorizing legislation (see Exhibit 
8-A). 

(5) The authority to include provisions which retrench expenditures in appropriations bills is known 
as the Holman Rule. This rule was devised in the 1870s; it is rarely used anymore. 

SOURCE: House Rule XXl, Clause 2(a) and (b). 
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EXHIBIT7-B 
Authorizing Legislation: Senate Rules 

Senate Rule XVI 
1. On a point of order made by any Senator, no amend---+­

ments shall be received to any reneral appropriation bill 
the effect of which will be to increase an appropriation 
already contained in the bill, or to add a new item of 
appropriation, unl868 it be made to carry out the provi­
sions of eome existinl Jaw, or treaty stipulation, or act or 
resolution previously pa.seed by the Senate during that 
aeuion; or unless the same be moved by direction of the 
Committee on Appropriations or of a committee of the 
Senate having legislative juriadiction of the subject 
matter, or proposed in pureuance of an estimate submitted 
in accordance with law. 

2. The Committee on Appropriations shall not report an 
appropriation bill containing amendments to such bill pro­
posing new or general legislation or any restriction on the 
expenditure of the funds appropriated which proposes a 
limitation not authorized by law if such restriction is to 
t.ake efTect or cease to be effective upon the happening of 
a contingency, and if an appropriation bill is reported to 
the Senate containing amendments to such bill proposing 
new or general legislation or any 1uch restriction, a point 
of order may be made against the bill, and if the point is 
sustained, the bill shall be recommitted to the Committee 
on Appropriations. 

2 

3 

(1) Paragraph I of Senate Rule XVI bars unauthorized appropriations; paragraph 2 bars the 
Appropriations Committee from adding legislation to appropriations bills; paragraph 4 (not 
shown here, see Exhibit 8-A) bars floor admendments that add legislation to appropriations 
bilJs. Unlike the House, however, Senate rules do not bar appropriations in authorizing 
legislation. 

(2) The word "amendments" in this rule refers to any change made by the Senate - in committee 
or on the floor - to a House-passed appropriations bill. When the House and Senate conferees 
meet on appropriations bills, they act on Senate amendments which are numbered sequentially, 
as shown in Exhibit 8-H. 

(3) Senate rules allow many exceptions to the bar against unauthorized appropriations. Hence, 
enforcement of this rule is much stricter in Che House than in the Senate. 

(4) When a point of order is made that a provision is legislation on an appropriations bill, the Senate 
usually votes on whether the matter is gennane. If the Senate votes that the provision is gennane, 
the point of order falls(see Exhibit 8-A). 

SOURCE: Senate Rule XVI, ParagrapM 1 and 2. 
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EXHIBIT7-C 
Basic Purposes of Authorizations Acts 

Subtitle A-Pro,rama for Mlnorltlea 
1 ............. Generally .... 

MC. Ill. aTUU'8IISl'IT OP ontCS o, IWIOUTr BAI.ft 

AND AIIIIIOIIITY 0, Ol'PICII TO IIA&& CILUfnl 

- l'UYll!fflOII AIID 00PffllOI, CW 11'111tVA. 

I.Dn' 018IWII& 

n11e xvn o1 the Public Hcahb Semoe A.ct (U u.s.o. 
800u et aeq,) it ameaded l,y addiQg' &I lhe t lld lh,:noc( the 

lollowinf ...., IICC!uon: 

-UC. 1717. Q!'AIIIJP/111:NT or OFFICE or IJOlolOlll'TY 

HILU.TH. 

1--- "Cal bl Oalfllut,-The Seerewy ,ball oatal,li,h in lhe 

2 ,_- Ollico ol lJ.e Anirwit S.U.wy tor Hu.Ith III Olfi<,o ol Mi­

DOrity H,,ahh. The Secnttary 11wl appoinl a Deputy Aloitt-

1111 ~luy ol Minority H,.alll,, who ahall '""" u T>irec&M 

ol 111M Office. 

"(\} Fmlcrlon.-Tlio Ol'ioo ol luoorily :ir..11.l, ,hall, 

willl ,-,.a lo 1M i...1111 _.,. ol ~ l'nlal 4i.M4-

Yw.pl ~- _..., ........ al ._;1, 
,__ 

"(l) oalaWiab ....waap 1M lonf-nnr pl1 - ,- 3 
and ol!jeatin1 1114 -4iaalt all olbor aeli.W.. wilhiu 

Ille l>o~t al .l!.oahl, .... H.wn.u, 8ome.o lhal 

r.la&e lo 4i-. Jl""Alioa. liwlla ,...motloc, ~ 

~ -. ucl ......,.. .. _,,,.,, ..i;..i...i. Ctoa, dit-

..t..n&Apl ~ - ill<ludin« ncial an4 othaic 

miooritiu; 

"(,I) AUTUOlllliTrON OP .UPIIO,,.UTtO!fa.- For 1111 - r-- 4 
pwpooc ol oonyi,,c ""' lhil NClioD, tl>ere are autl,anu,d to 

M oppropriau,d '10,000,000 lot lil<al ,- 111111, 

1 12,000,000 lor fiocal yur 19111, ....t llf>,0011,000 lor 6-1 

:,eulffl.". 

(1) These excerpts from recent legislation illustrate the basic purposes of authorizations: to establish 
Federal agencies or programs (in subsection (a)), to set forth the duties and functions of such 
agencies (in subsection (b)), and to provide an authorization of appropriations (in subsection 
(d)). 

(2) Authorizing legislation sometimes is silent on bow an agency is to be organized, but as shown 
here, it sometimes prescribes the fonn of organization. 

(3) These provisions spell out the agency's responsibilities; authorizing legislation sometimes 
contains restrictions on what an agency may do. 

(4) An authorization of appropriations is a license to provide an appropriation. The funds mentioned 
here can be spent only to the extent provided in appropriations. Because these authorizations are 
for specific fiscal years, Congress will have to pass a new authorization for fiscal year 1994 and 
beyond so that the consideration of appropriations for those fiscal years will be in order. 

SOURCE: Senate Bill 1606 (JO 1st Congress), as passed by the Senate in November of 1989, pages 4-6. 
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EXHIBIT7-D 
Types of Discretionary Authorizations 

2 -.-- Permanent 

3 --+-

(d) AUTUOJUZATIONS.-For fiJcal yeu 1990, 111d each 

fillC&l yeu thereafter, there are &uthoriud Lo be &ppropria&ed 

111eh 1um1 u m&y be nocoHazy Lo carry out-the proviaion1 or 

this eection. 

Annual 
tcJ 0cEAN AND CoASTAL MANAGEMENT.-There are authorized to 

be appropriated to the Department of Commerce for carrying out 
ocean and coastal management activities of the National Oceanic 
and Atmoseheric Administration under title III of the Marine 
Protection, Research, and Sanctuaries Act of 1972 (16 U.S.C. 1431 et 
seq.>, the Coastal Zone Management Act of 1972 (16 U.S.C. 1451 et 
seq.J, the Deep Seabed Hard Mineral Resources Act (30 U.S.C. 1401 
et seq.). and any other law involving those activities, not more than 
$57,752,000 for fiscal year 1990. 

4 _ _.,__ Multi-year 
(a) SUPPORTIVE SERVICES AND SENIOR CENTEK.s.-Section 303(a) of 

the Older Americans Act of 1965 (42 U .S.C. 3023(a)) is amended to 
read as follows: 

"(a) There a.re authorized to be appropriated $379,575,000 for the 
fulca1 year 1988, $398,554,000 for the fiscal year 1989, $418,481,000 ---- 5 
for the fiscal year 1990, and $439,406,000 for the f18Cal year 1991, for 
the purpose of making grants under part B of this title (relating to 
supportive services and senior centers).". 

(1) The three examples on this page are of discretionary authorizations. In each case, the amounts 
available for obligation are detennined in annual appropriations bills. Types of authoriz.ations 
which bypass the appropriations process are displayed in Exhibits 7-G and 7-H. 

(2) A pennanent authorization has no time limit. It usually is open-ended (without dollar limits) and 
authorizes "such sums as may be necessary." 

(3) Annual authorizations are renewed every year (unless Congress terminates the program or makes 
unauthorized appropriations). They usually specify the amount authorized for the fiscal year. 

(4) Multiyear authorizations typically are for two- to five-year periods, with amounts specified for 
each year. 

(S) Multiyear authorizations often authorize escalating amounts for successive fiscal years. In this 
four-year authorization, the amount authorized for each year is higher than the previous year's 
level. 

SOURCE: Pennooeol, Section 222(d), page 42, of Senate Bill 1610 (101st Congress), as passed by the Senate; ADOWll, 
Section 2(c) of Public Law 101-224 (103 Stat. 1905); and muhjyear, Section 122(a) of Public Law 100-175 (101 Stat. 933). 
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EXIIlBIT 7-E 
Reauthorization Requirements 

Bar Against Obligation 
§ 2680. ApproprlaUon, for State Department: lnfonriatlon to 

Congrculonal com mlttcca 

(aXI) Notwithst:inding any provision or l:iw enacted before Octo-
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ber 26, 1974, no money appropriated to the Department or Stoic -----.1.___ J 
under any law shall be available for obli11ation or expenditure with 
respect lo any 11scul year commencing on or arter July I, 1972-

(A) unlci:.,; the np1m1prlntion thcrcor hns been n111h11rizcd by 
law enacted un or after Fcbru:iry 7, 1972; or 

(8 ) in excess or an amount prescribed by law enacted on or 
after such date. 

Bar A2ainst Appropriation 
9. Subject lo the ruJa fl the Boaa, DO fUDdl 

aball be appropriated for IDJ r.:al :,ear, wilh 
the ~ ti • cmitinuina bill ar 1aoh1tioc 
contiiiui.Ql approprialm, ar amenclmeat ~ 
lo, or confereoce np,rt the.-, to, or for 111e cl, 
IDJ depuimeot 01' aceacy ti tbe United &ala 
lo Cll'l'J out IDJ ,J the followinc actffltiel, 
lllllea IUCb fwidl aliaJl ha" bem pmml7 111-

lho.rir.ed by I bill Cl' )int r.alution puaed by 

Iha "- durinl ... - 0, ,......u,., "-I 
,-ZlomzTJ- ..... lldi'ritylor ..... llocol 
,-,: 

(a) n.. K1hidoo r,l 1h11 0...lnl 1""'111-
...... Jt-, ud U.. DirwclGr ol C-lnl 
i..i..w.-,.. 

0,) n.. ac:t.i.U.. "' u. ~ L,..W. ,_,.__ 
<•> TIie em.,;mo "' 11,e NalMGal s.:...117 

Aa-J. 

4 

(1) Some requirements of prior authorization, such as for the State Department, are enacted into 
law; others, such as for the intelligence agencies, are prescribed by the rules of the House or 
Senate. The effect on congressional operations is about the same in both cases. 

(2) Con~ often enacts appropriations for ongoing programs whose temporary authorizations 
have expired. Agencies usually may spend unauthorized appropriations, but sometimes the 
availability of the appropriations is affected by a statutory requirement for prior authori1.ation. 

(3) Because this statutory provision bans the obligation or expenditure of funds, the State 
Department would not be able to use unauthorized appropriations unless the appropriations act 
expressly waived this prohibition. 

(4) 1hls provision requires annual authorization of intelligence activities, in contrast to the language 
shown above for the State Department which does not specify the period for which authorization 
shall be made. 

SOURCE: 22 U.S.C. 2680(1); House Rule XLVIll, Clause 9. 
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EXIDBIT7-F 
Eannarking and Other Features of Authorizations 

Aunt011!%ATIOH or AnllOPIUATIOHt 

S.C. 2. (a) There are authorued lo be_a_ppropriat.ad lo the Nwonal 

1 -~1------- Scienc:a Foundation, ror ruical yar 1987, tbt awm ..t forth in I.be 
foll.o,rioc c:atecoriee: 

(1) Mathematical a.nd Physical Sciencee, $489.870,000. 
(2> Ellilnttrill(, 1172.470,000. 
(8) Biological, Behavioral, and Social Scienca, $270,liOO,OOO. 

* * * * * * 
(b) Notwithstudioc any other proviaion oC thia Act. from the 

amounl authoriu,d under auheerttoo (a>-

2------ (1) not lea than 133,430,000 ia aulhorilad only for~ oC 
the Social and Economic Seienca Diviaion; 

(2) not 1- than S.9,870,000 ia aulhoriaed only for pul'JIOM9 vi 
the Behavioral and Neural Scienca Diviaion; 

AVAILUIUTY 

SIC. 3. (Al Appropriationa made under authority provided iD ae­
tlona 2 and 5 llhall remain available for obliption for periodl 
1peci.lied in lhe AN makin1 th, appropriat.iODI. 

3-------
(b) To the utenl that the total 11111ounl appropriated lo carry oul 

PJ'OITam activities 1peeified in lhil Act ii 1- than the total amount 
aulhoriz.ed to bl appropriat.ad for 1uch aetlvltl• under th.la Act, all 
1uch authorized amountl for 1uch activitl• or their NhactiYiU. 
ahall be reduced proportiooall,. 

4 

(1) 

TIIAN'S,0.S AUTHOIUiU> 

Sac. 6. (a) Funda may be tranaferred amoni the cate,oria lilt.eel in 
1«1100 2(a), so long u the net funds transfen~ to or from any 
catflOry do not ucted 10 percent of the amount authorized for th&t 
caufory in eection 2. 

(b The Director or the National Seien<:11 Foundation may propoae 
tronafers to or from any cateeory nccedlna' 10 ptrttnt of the 
amount autboriud for that catesory in IKtlon 2. An Hl)l&11ation of 
any 1uch propoeed transfer must lie tranamitt.ad in wnt.in1 to the 
Speaker of the Hou. of' Representativa. the President or the 
Senate, the Committns on Labor and Human Raourca and Com­
merte, Science. and Transportation of the Senate. and the Commit­
tee on Science And Technology or the Houae of Rep,-ntatives. The 
propoeed lran,fer may be made only when 30 calendar days have 
puaed alter submission of the written e,rplanadon. 

Some authorizations measures -- such as this one for the National Science Foundation (NSF) -­
contain earmarked amounts for specific areas or programs. When this occurs, conflicts can arise 
between the amounts authorized and appropriated for particular programs. 

(2) Some authorizations measures establish floors for particular programs or organizational units 
covered in more general authorizations. 

(3) Authorizations measures that earmark amounts sometimes contain "proportionality language" 
to maintain the authorizing committee's priorities when less than the full amounts authorized 
are appropriated. Each authorized category is reduced to its pro-rata share of the total 
authorization. 

(4) Eannarked authorizations are sometimes accompanied by flexibility to shift funds among 
programs. This discretion usually has a percentage limitation and a requirement that relevant 
congressional committees be informed of the action. These shifts are comparable to 
Hreprogrammings" (see Exhibit 10-G). 

SOURCE: Sections 2, 3, and 6 of Public Law 99-383, the National Science Foundation Authorization Act for FLSCa! Year 
1987. 
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EXHIBIT7-0 
Borrowing and Contract Authority 

Borrowing Authority 
"Sic. 1304. (a) The Panama Canal Commission may borl"Ow from 

the Treasury, for any of the purposes of the Commission, not more 
2 --+-- than $100,000,000 outstanding at any time. For this purpose, the 

O>mmission may issue to the Secretary of the Treasury its not es or 
other obligations-

Contract Authority 
3 --- .. (2) There ahall be available from the Mall Transit Accou.nt of the 

ffjpway Tnut Fund only to carry out aectiona 3, 4(i), 8, and 16(b) of 
Um Act $1,097,000,000 for the (18C8l year 1987, and $1,000,000,000 
for each of ruicaJ yean 1988 through 1991, to remain available until 
UJ?!nded. 

'(b) Sat-rloNs 3 AND 98.-ln addition to the amount.a aet forth in 
aubeection (aX2), to carry out sections 3 and 9B of this Act, there 
aball be available from the Maas Transit Account of the Highway 
Tnm Fund for each of f11Cal years 1988 through 1991-

"(l) '200,000,000 for fiscal year 1988; 
"(2) $250,000,000 for fiscal year 1989; 
"CS) $300,000,000 for fiscal year 1990; and 
"(4) $400,000,000 for fiscal year 1991; 

to nmain available until expended. 

* * * * * * 

CRS-123 

'"(2) Notwithstanding any other provision of law, approval by the 
Secretary of a grant with funds made available under subsections 4 
(&)(2) and (b) of thia section shall be deemed a contractual obligation - ~ 
ol the United States for payment of the Federal share of the cost of 
the project. 

(1) Borrowing and contract authority are commonly referred to as "backdoor spending." Other types 
of backdoor spending are entitlement authority (see the next exhibit) and authority to forego the 
collection of offsetting proprietary receipts. The various types of backdoor spending are defined 
in Section 401(c) of the Congressional Budget Act of 1974 as "spending authority." 

(2) Borrowing authority permits an agency (such as the Panama Canal Commission) to borrow 
funds from the Department of the Treasury or the public. Borrowing authority often is in the 
form of a revolving fund, with payment of old debt replenishing an agency's authority to borrow. 
The Congressional Budget Act of 1974 requires that new borrowing authority be effective only 
to the extent provided in appropriations acts. 

(3) "Shall be available" language has the effect of providing the funds lo an agency, even when the 
language appears (as it does here) in authorizing legislation. 

(4) Contract authority permits an agency to incur obligations in advance of appropriations. The 
Congressional Budget Act of 1974 requires that new contract authority be effective only to the 
extent provided in appropriations acts. However, it exempts self-financed trust funds (such as 
the Highway Trust Fund) from this requirement. 

SOURCE: BoOQWina authority, Section 5424 of Public Law 100-203 (101 Stat. 1330-273); contraCJ authority, Section 
328 of Public Law 100-17 (101 Stat. 238). 
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EXHIBIT7-H 
Entitlement Authority 

Permanent Appropriation 

§ 8348. Oivil Service Retirement and Disability Fund 

(a) There is a Civil Service Retirement and Disability Fund. The
Fund-

3-...... -- (}) ie appropriated for the payment of-
(A) benefits ns provided by this subchapter; and
(D) ntlmini11trative u:pen11e11 incurred by the Office of

Personnel Management in placing in effect each annuity 
adjustment granted under section 8340 of this title; and 4----

•--- (2) is made available, 11ubject to such annual limitation as
the Congress may prescribe, for any expenses incurred by the 
Office in connection with the administration of this chapter 
and other retirement and annuity statutes. 

Annual Appropriation 

PAYwlENTS TO 111:AL'l'H CARE TRUST FUNDS 

For payment to the Federal Hospital Insurance and the Federal ,.,.. 
Sup1;1lementary Medical Insurance Trust Funds, as provided under 
sectiom1 217(g) and 1844 of the Social Security Act, sections I O!l(cl 
nnd lll(d) of the Social SccuJ'ity AmcndmcnLc; of l!)(il,, and Sf:ction 
27�dl of Public L.'lw !)7-2.18, $:la,!l!�!i,000,000. 

5 

(1) The Congressional Budget Act of 1974 defines entitlement authority as authority "to make
payments (including loans and grants), the budget authority for which is not provided for in
advance by appropriation Acts, to any person or government if, under the provisions of law
containing such authority, the United St.ates is obligated to make such payments to persons or
governments who meet the requirements established by such law."

(2) Some entitlements are funded by permanent appropriations and others are funded by annual
appropriations.

(3) This entitlement (for Civil Service retirement and disability pay) has a permanent appropriation.
All receipts of the trust fund become available for expenditure without further action by
Congress. Hence, the receipts of the trust fund are classified as budget authority.

(4) Congress sometimes limits (in annual appropriations acts) the administrative expenses that can
be incurred in a fiscal year for programs financed by permanent appropriations.

(5) This entitlement (for a portion of the Medicare program) is financed by annual appropriations.
Although the Congressional Budget Act of 1974 gives the Appropriations Committees some
limited review of new entitlement legislation, these committees regularly provide the funds
mandated by law.

(6) The BEA of 1990 established a pay-as-you-go (PAYGO) process that controls the impact of
new entitlement legislation on the deficit. Both permanent and annually appropriated
entitlements are covered by the PAYGO process (see Chapter 5).

SOURCE: 5 U.S.C. 8348(a); Public Law 101-517, Labor-IDIS-Education Appropriations Act for Fiscal Year 1991 (104 
Stat. 2203). 

--



Chapter 8. THE APPROPRIATIONS PROCESS 

An appropriations act is a law passed by Congress that provides Federal agencies legal 
authority to incur obligations and the Treasury Department authority to make payments for 
designated purposes. Appropriations provide budget authority - that is, authority to obligate 
funds -- to agencies. Appropriations measures, as explained in the previous chapter, are 
distinct from authorizing legislation. Appropriations are a principal, but not the only, means 
of providing budget authority. As discussed in the preceding chapter, budget authority 
sometimes is provided in substantive legislation authorizing an agency to incur obligations. 

The power of appropriation derives from the Constitution which provides that "No 
money shall be drawn from the Treasury but in consequence of appropriations made by law." 
The power to appropriate is exclusively a legislative power; it functions as a limitation on 
the executive branch. An agency may not spend more than the amount appropriated to it, 
and it may use available funds only for the purposes and according to the conditions provided 
by Congress. In contemporary times, appropriations also have been viewed as mandates that 
the funds be used to carry out the activities intended by Congress. 

The Constitution does not require annual appropriations, but since the First Congress 
the practice has been to make appropriations for a single fiscal year. Appropriations must 
be used (obligated) in the fiscal year for which they are provided, unless the law provides 
that they shall be available for a longer period of time. All provisions in an appropriations 
act, such as limitations on the use of funds, expire at the end of the fiscal year, unless the 
language of the act extends their period of effectiveness. 

In the Federal Government, an appropriation makes funds available for obligation; it 
does not usually require that outlays be made in any particular fiscal year. This is in contrast 
to the practices of most state and local governments which have outlay-based appropriations; 
the amount provided is the amount to be paid out during the fiscal year. In the Federal 
Government, outlays often ensue years after the appropriations are obligated. (The 
relationship between budget authority provided in appropriations acts and annual outlays is 
explained in Chapter 1.) 

The Constitution does not specify the form in which appropriations shall be made. 
Established practice predating the Constitution. and recognized in the rules of the House 
and Senate, provides for appropriations to be made in appropriations acts that are distinct 
from other types of legislation. This distinction was discussed in Chapter 7 and is reflected 
in Rule XXI of the House and Rule XVI of the Senate, which deal with "general 
appropriation bills." Exhibit 8-A presents excerpts from House Rule XXI and Senate Rule 
XVI. As previously noted, these rules establish a two-step authorizations-appropriations
process.

The President requests annual appropriations in his budget submitted in January or 
February of each year. The President's budget displays, for each account, the appropriation 
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language for the current fiscal year, and the proposed text for the next fiscal year. In support 
of the President's appropriations requests, agencies submit justification materials to the 
House and Senate Appropriations Committees. These materials provide considerably more 
detail than is contained in the President's budget and are used in support of agency testimony 
during Appropriations subcommittee hearings on the President's budget 

'fypes of Appropriations Measures 

Congress passes three main types of appropriations measures. Regular appropriations 
provide budget authority to agencies for the next fiscal year. Supplemental appropriations 
provide additional budget authority during the current fiscal year when the regular 
appropriation is insufficient or to finance activities not provided for in the regular 
appropriation. Continuing appropriations provide stop-gap (or full-year) funding for 
agencies that have not received a regular appropriation by the start of the fiscal year. Exhibit 
8-B lists the various types of appropriations me35ures considered in a recent session of
Congress.

House Rule XXI and Senate Rule XVI pertain only to general appropriations bills. For 
purposes of these rules, all regular appropriations bills, as well as supplemental 
appropriations measures covering two or more agencies or purposes, are considered to be 
"general appropriation bills." The House and Senate usually do not consider supplemental 
appropriations for a single agency or purpose to be genera] appropriation bills (nor does the 
House consider continuing appropriations to be general appropriation bills). Hence, the 
restrictions in these House and Senate rules do not apply to certain appropriations. 

In a typical session, Congress acts on more than 15 appropriations measures. Thirteen 
of these are regular appropriations bills. Jurisdiction over these measures is vested in the 
House and Senate Appropriations Committees, each of which is divided into 13 parallel 
subcommittees. Each set of subcommittees has jurisdiction over one of the regular 
appropriations bills. After the House and Senate have considered each of these bills 
separately, the House or Senate Appropriations Committees sometimes consolidates all or 
some of them into an omnibus measure. 

Congress typically acts on one or more supplemental appropriations measures each year. 
The number and size of supplementals have declined in recent years, principally because of 
constraints imposed by the GRH Act and congressional budget enforcement rules. Some 
supplemental appropriations, usually those prompted by an emergency such as a natural 
disaster, are for a single purpose. But at least one of the supplementals enacted during the 
session is likely to cover a multitude of activities. 

Because of recurring delays in the appropriations process, Congress typically passes one 
or more continuing appropriations each year. The scope and duration of these measures 
depend on the status of the regular appropriations bills and the degree of budgetary conflict 
between the President and Congress. In some years, the final continuing appropriations has 
been turned into an omnibus measure for enactment of regular appropriations bills. 

Congress sometimes makes appropriations in substantive legislation (reported by an 
authorizing committee) rather than in appropriations acts. These usually are permanent 
appropriations which become available each year without current action by Congress. 
Because of the growth of permanent appropriations (for example, the Social Security trust 
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funds and interest on the public debt), only about half of the budget authority available each 
year is in the jurisdiction of the Appropriations Committees. Moreover, a sizeable portion 
of the budget authority provided in annual appropriations acts is mandatory (principally for 
entitlements). The Appropriations Committees have effective discretion over less than half 
of each year·s total new budget authority. 

Appropriations Procedures in Congress 

By precedent, appropriations originate in the House of Representatives. In the House, 
appropriations measures are originated by the Appropriations Committee (when it marks up 
or reports the measure) rather than being introduced by a Member beforehand. 
Appropriations bills do not have "H.R." or HH.J.Res.H numbers until they are about to be 
reported by the Committee, and they cannot be tracked in legislative databases until that 
point. Exhibit 8-C traces the path of an appropriations act through the House and Senate. 

Before the full Committee acts on the bill, it is considered in the relevant appropriations 
subcommittee. The House subcommittees typically bold extensive hearings on 
appropriations requests shortly after the President• s budget is submitted. In marking up their 
appropriations bills, the various subcommittees are guided by th.e discretionary spending 
limits established by the BEA of 1990 and the allocations made to them under Sections 302 
or 602 of the Congressional Budget Act of 1974. The discretionary spending limits (which 
are more fully discussed in Chapter 5) set limits on budget authority and outlays for three 
categories (defense, international, and domestic spending) for fiscal years 1991-1993 and 
on total budget authority and outlays for fiscal years 1994 and 1995. Inasmuch as all 
discretionary spending is in the jurisdiction of the Appropriations Committees, the caps limit 
the amount that these committees can provide in annual appropriations measures. 

Specific dollar limitations on appropriations also are set, following the adoption of a 
budget resolution, by the process under Sections 302 or 602 of the Congressional Budget 
Act of 1974 discussed in Chapter 4. Pursuant to this process, the House and Senate 
Appropriations Committees receive total spending allocations, which they subdivide among 
their 13 subcommittees. When an appropriations bill is reported, the spending provided in 
it is compared to the subdivisions of the relevant subcommittee. (Section 302 sets forth a 
permanent process for making these allocations and subdivisions; Section 602, established 
by the BEA and in effect only through fiscal year 1995, supersedes the Section 302 process 
during this period and modifies it, mainly by requiring that aJlocations and subdivisions be 
made for both the first fiscal year and the sum of all five fiscal years covered by the budget 
resolution.) 

In acting on appropriations, the subcommittees closely review the extensive justification 
material submitted in connection with hearings at which agency officials defend their budget 
requests. The justification material typically breaks down the agency's request into discrete 
projects, activities, and line items. Although the format of these materials (which are 
published in the appropriations hearings) varies among subcommittees, it is common for the 
agency to compare the amount requested for the next fiscal year with the amount provided 
for the current year. As shown in Exhibit 8-D, the justification concentrates on spending 
changes between the two years. 

The subcommittees are generally quite influential, and it is not uncommon for the full 
Appropriations Committee to report the bill prepared for it without making substantive 
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changes. The subcommittees also draft the report which will accompany the bill to the floor 
and will establish much of the legislative history used to determine congressional intent. 

Exhibit 8-E identifies the main steps in House action on appropriations. Because general 
appropriations bills are privileged for floor consideration, they can be brought to the House 
without first obtaining a "special rule" through the Rules Committee. Nevertheless, most 
appropriations measures do come to the House under a rule (in the form of a resolution) 
waiving one or more of the standing rules, such as the rule against unauthorized 
appropriations. The House first adopts the special rule (see Exhibit 8-F), then it takes up 
the appropriations bill. 

When it considers an appropriations measure, the House is provided a comparison of 
the budget authority and outlays in the bill to the appropriate subdivision under Section 
302(b) (or Section 602(b)). Exhibit 8-G shows one such comparison. The House also is 
advised of any issues raised by the White House or 0MB. The advice takes the form of a 
Statement of Administration Policy (SAP). A SAP outlines the administration's position on 
the appropriations measure as it progresses through the appropriations process. A SAP 
normally is issued at six stages of congressional action: (1) House Appropriations 
subcommittee action; (2) House Appropriations Committee markup; (3) House floor action; 
(4) Senate Appropriations subcommittee action; (5) Senate Appropriations Committee 
markup; and (6) Senate floor action. A SAP also may be issued during conference action. 
The SAP concentrates on items in the most recent version of the appropriations measure that 
the Administration finds objectionable. Excerpts from a SAP are provided in Exhibit 8-H. 

The Senate usuaUy considers appropriations measures after they have been passed by 
the House. The sequence of Senate actions is outlined in Exhibit 8-1. Hearings in the Senate 
Appropriations subcommittees generally are not as extensive as those held by counterpart 
subcommittees in the House. When the Senate (either in committee or on the floor) changes 
a House-passed appropriations measure, it does so by inserting consecutively-numbered 
amendments (see Exhibit 8-J). The conference to resolve differences in the measures passed 
by the two chambers considers each of the numbered amendments (see Exhibit 8-K). 
Congressional action on a measure is not complete until both the House and Senate have 
successfully disposed of all numbered amendments. 

Continuing Appropriations 

Continuing appropriations measures (often called continuing resolutions) have become 
increasingly important during the past decade and their scope has become much broader 
than was the case in earlier decades. In some years, the major continuing appropriations act 
has covered all of the regular appropriations bills for that year. Moreover, rather than 
providing interim funding until the regular appropriations bills are enacted, some continuing 
resolutions have provided funds for the entire fiscal year. When this occurs, the continuing 
resolution becomes an omnibus appropriations act for the fiscal year. Exhibit 8-L displays 
a portion of a continuing resolution. 

This development has been accompanied by two other changes in the character of 
continuing appropriations. First, these measures frequently provide funding at levels other 
than a "continuation rate." Some recent continuing resolutions have contained the full text 
of regular appropriations bills, or have incorporated these bills by reference to the version 
passed by the House or Senate, or agreed to in conference. Some have specified definite 
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amounts for particular programs or accounts in the same manner as is done in regular 
appropriations bills. Second, continuing resolutions have been increasingly used to enact 
substantive legislation. The opportunity to do so is based in part on the fact that they are not 
deemed to be general appropriations bills in the House (and, therefore, the requirement that 
appropriations and authorizing legislation be in separate measures does not apply to them). 
The manner in which these measures are considered -- late in the session and with the threat 
that Government agencies will have to suspend operations if funds are not speedily provided 
-- invites use of the continuing resolution as a vehicle for substantive legislation. 

Interpreting Appropriations Measures 

Appropriations are vital to the ongoing operations of Federal agencies. In the course of 
conducting their activities, agencies have to know not only how much money they have to 
spend, but also any restrictions on the use of funds and directives as to what the money 
should be used for. The text of the appropriations act will offer some guidance, but it will 
not be sufficiently detailed to cover all the issues facing an agency. In addition to reviewing 
the act, an agency must consult authorization law, the supporting material submitted in 
justification of its budget request, and relevant reports of the Appropriations Committees. 

The Structure and Content of Appropriations Measures 

Regular appropriations acts contain a number of features. These include the enacting 
clause, which designates the fiscal year for which the appropriations are made, the 
appropriation for each account, including any provisions attached to it, and the general 
provisions. Some of these features are displayed in Exhibits 8-M, 8-N, and 8-0. 

The basic unit of an appropriation is an account. A single unnumbered paragraph in an 
appropriations act comprises one account and all provisions of that paragraph pertain to that 
account and to no other, unless the text expressly gives them broader scope. Any provision 
limiting the use of funds enacted in that paragraph is a restriction on that account alone. 

Over the years, appropriations have been consolidated into a relatively small number of 
accounts. It is typical for a Federal agency to have a single account for all its expenses of 
operation and additional accounts for other purposes such as construction. Accordingly, 
most appropriation accounts encompass a number of activities or projects. The appropriation 
sometimes earmarks specific amounts to particular activities within the account, but the 
more common practice is to provide detailed information on the amounts intended for each 
activity in other sources (principally the committee reports accompanying the measures). 

In addition to the substantive limitations (and other provisions) associated with each 
account, each appropriations act has "general provisions" that apply to all of the accounts 
in a title or in the whole act. These general provisions appear as numbered sections, usually 
at the end of the title or the act. 

The standard appropriation is for a single fiscal year - the funds have to be obligated 
during the fiscal year for which they are provided; they lapse if not obligated by the end of 
that year. An appropriation that does not mention the period during which the funds are to 
be available is a one-year appropriation. Congress also makes no-year appropriations by 
specifying that the funds shall remain available until expended. No-year funds are carried 
over to future years, even if they have not been obligated. Congress sometimes makes 
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multiyear appropriations which provide for the funds to be available for two or more fiscal 
years. Exhibit 8-P shows appropriations with different periods of availability. 

Appropriations measures also contain other types of provisions that serve specialized 
purposes. These include provisions that liquidate (pay off) obligations made pursuant to 
backdoor contract authority; reappropriate funds provided in previous years; transfer funds 
from one account to another; rescind funds (or release deferred funds); or set ceilings on the 
amount of obligations that can be made under pennanent appropriations, on the amount of 
direct or guaranteed loans that can be made, or on the amount of administrative expenses 
that can be incurred during the fiscal year. Exhibit 8-Q offers examples of provisions in 
appropriations acts that limit the amount of resources provided. 

In addition to providing funds, appropriations acts often contain substantive limitations 
on government agencies. Rulings in the House and Senate have held that certain limitations 
(examples of which are in Exhibit 8-R) may be included in appropriations measures. 

Impact of Authorization Law 

In the previous chapter, it was noted that appropriations must be spent according to the 
tenns and conditions set in authorization law. It does not suffice to review the appropriations 
act and any pertinent legislative history; one must also examine relevant substantive law. In 
many instances, the relationship between the authorizations and appropriations laws is 
straightforward, but there are instances where the two laws conflict or where the authorizing 
statute is silent. A particularly difficult complication arises when the report on the 
appropriations bill specifies a somewhat different pattern of expenditure than is prescribed 
in substantive law. 

In sorting out conflicts between the two sets of law, one should keep in mind that 
seemingly slight differences in wording can spawn major differences in legal interpretation. 
Hence, one should not draw conclusions about how appropriated funds are to be spent 
without reviewing the actual text of appropriations and authorization law. 

Budget Justifications 

Although appropriations accounts often span many activities, each agency supplements 
account-level data with detailed budget justifications. While agencies have discretion to vary 
their actual expenditures from the detailed supporting schedules, the Appropriations 
Committees expect them to adhere to their justifications to the extent practicable. When an 
agency shifts funds from one program to another in the same account, it must go through 
the reprogramming procedures discussed in Chapter 10. Less significant changes are handled 
informally, or by the agency unilaterally, but there has been a pronounced trend for Congress 
to hold agencies more closely to the spending patterns set forth in their budget justifications. 

Appropriations Committee Reports 

Detailed information on how funds are to be spent, along with other directives or 
guidance, is provided in the reports accompanying the various appropriations measures (see 
Exhibits 8-S and 8-T). Agencies ordinarily abide by report language in spending the funds 
appropriated by Congress. 
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The appropriations reports do not comment on every item of expenditure. Report 
language is most likely when the Appropriations Committee prefers to spend more or l~ 
on a particular item than the President has requested or when the committee wants to earmark 
funds for a particular project or activity. When a particular item is mentioned by the 
committee, there is a strong expectation that the agency will adhere to the instructions. In 
recent years, these instructions have tended to become more numerous and specific. 
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1 

EXHIBITS-A 
Appropriations Jurisdiction: House and Senate Rules 

House Rule XXI 
5. (a) No bill or joint resolution carrying air 

,-..__., propriations shall be reported by 
=::1o."=.' any committee not having jurisdic-

tion to report appropriations, nor 
shall an amendment proposing an appropriation 
be in order during the consideration of a bill or 
joint resolution reported by a committee not 
having that jurisdiction. A question of order on 
an appropriation in any such bill, joint resolu­
tion, or amendment thereto may be raised at 
any time. 

Senate Rule XVI 
4. On a point of order made by any Senator, no amend• 

ment offered by any other Senator which propoee9 pneral 
legialation •hall be ~ived to any general appropriation 
bill, nor aball any amendment not 1ennane or relevant to 
the •ubject matter contained in the bill be received; nor 
uuul any amendment to any item or claUM of .uch bill be 
received which doee not directly relate thereto: nor llha.ll 
any restriction on the expenditure of the fun~ appropri­
ated which propo11e9 a limitation not authorized by law be 
received if such restriction is to take effect or ceaae to be 
effective upon the happeniJle of a oontin1ency; and all 
queetions of relevancy of amendment. u nder thu rule, 
when raiaed, ahall be •ubmitted to the Senate and be 
decided without debate; and any •uch amendment or re­
striction to a general appropriation bill may be lald on tbe 
table without prejudice to the bill. 

2 

3 

(1) The two clauses exhibited here are parts of House and Senate rules delineating the proper scope 
of authorizing legislation and appropriations measures. They should be read in tandem with 
Exhibits 7-A and 7-B in the previous chapter. 

(2) Clause S(a) appropriations in authorizing legislation. It is sometimes waived by the House to 
permit the inclusion of permanent appropriations in authorizing legislation. 

(3) The Senate may insert legislation deemed to be germane to the House-passed appropriations 
bill. When a point of order is made that a provision is legislation in an appropriations bill, the 
Senate usually votes on whether the matter is germane. If the Senate determines that the 
provision is gennane, the point of order falls. 

SOURCE: House Rule XXI, clause S(a); Senate Rule XVI, paragraph 4. 
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EXlilBIT 8-B 
Types of Appropriations Measures 
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July II 
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Jul7 II 
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1990 1990 
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Jill, IO Ort. l 
Or::t.21 O<t.25 
...... Sep&.30 
Or::t.15 Ooc..lA 
o.,_5 On. 5 
Ooc.. I 0cL. 
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U<\.:U Or::t.U 
Oct. 27 Ott. n

(1) Congress usually acts on three types of appropriations measures each year: (a) regular
appropriations for the next fiscal year, (b) supplemental appropriations for the fiscal year in
progress; and (c) continuing appropriations for programs and agencies lacking regular
appropriations at the start of the fiscal year.

(2) Each appropriation measure has either an HH.R." (House of Representatives) or "H.J.Res.H
(House Joint Resolution) number, indicating that the measure originated in the House. The
Senate does not initiate its own appropriations measures.

(3) There is no significant difference between a bill and a joint resolution. Joint resolutions are
used for some supplemental, and usually all continuing, appropriations.

(4) There usually is only a brief interval from the time that an appropriations measure is reported
and its consideration in the House. The House usually takes up regular appropriations bills in
June and July, and the Senate usually follows suit in July, August (if it is in session) and
September. This schedule does not usually enable Congress to complete action on all regular
appropriations by the start of the fiscal year. In this SCS5ion, Senate action was delayed pending
final action on a summit agreement with the Administration.

(S) Congress often passes more than one continuing appropriations measure during a session. The
first such measures usually have an expiration date; hence, Congress must � additional
continuing resolutions if all regular appropriations measures have not yet been enacted. The last
continuing resolution sometimes is in effect for the remainder of the fiscal year.

SOURCE: Calendars of the Uniled States House of Representatives, 101st Congress, Fm.al Edition. 
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EXHIBIT 8-C 

Path of an Appropriations Act Through Con� 

HOUSE 

Sebmnmlt:tae 
Marbp 

1'1111 <:omm!Uee 
Marbp and lepol1 
[HA 1234; H. Aepl 102-567) 

♦ 
Bouelloor 
Adloo 

SENATE 

Subcommittee 
Martup 

Full Committee 
Marbp and Report 
[H.R. 1234; S. Rept. 102--456] 

Senate '1oor 
Adlon 

_, 
Conference◄�-------

.J 
◄ 

Conference lleport 
Approved by Bouse � Conference lleport

Apprcmd by Senate 

Enrolled Bill Stnt to 
President ror Approval 

--
3 

-4

(1) Appropriations bills originate in the House, but Senate Appropriations hearings (and sometimes
mark-ups as well) may coincide with House action.

(2) An appropriations biU is given an "H.R." number when the full House Committee is about to
report it. This number carries over to Senate action on the bill.

(3) The reports accompanying appropriations bills are usually drafted by the relevant
subcommittees, but it is only the full committee that reports the measure.

(4) The conference report is the version of the bill approved by the conferees. Explanations of the
conference report are presented in the joint statement of the managers (conferees).

SOURCE: Prepared by the Con�ional Research Service. 
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EXHIBIT8-D 
Agency Justifications of Appropriations Requests 
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(1) Each agency requesting appropriations submits detailed "justifications" to the Appropriations 
subcommittees with jurisdiction over its budget (which usually are published as part of the 
Committee's bearings). In this example, which deals with a request for fiscal year 1991 of $28.4 
million for the Office of lnspeclor General, the agency also lists the amounts sequestered in 
prior-year appropriations as well as mandatory increases for the next fiscal year. 

(2) Each subcommittee prescribes the fonn and content of the material submitted to it, but it is 
common to show the appropriation for the current fiscal year, the amounts requested for the next 
fiscal year, and the amounts of increase or decrease from year to year. In this example, the 
increases in the fiscal year 1991 request are shown as changes from fiscal year 199 I baseline 
estimates. 

(3) The justifications typically list the number of permanent positions (or full-time equivalents 
(FTE)) and explain any requested changes in staffing levels. 

(4) The narrative justification usually focuses on requested changes in the level of funding and in 
the number of positions. As is the case here, the request usually is higher than the current year's 
appropriation. 

SOURCE: House Appropriatiom Commiltee, Hearings, INpartments of Commerce, Justice, and State, the Judiciary, 
and Rel.ated Agencies Appropriations for 1991 (Department of Justice, Part 2), 1990, page 23. 
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EXHIBIT 8-E 
Sequence of House Actions on Appropriations Measures 

Rule 

Although appropriations bills are privileged and can be considered by the House at 
any time, tlie House normally considers ihem under special rules (in the form of a 
simpJe resolution) waiving one or more points of order, such as those arising out of 
the House rule barring unauthorized appropriations. 

Committee of the Whole 

After the House agQPts the SJ>e<:ial rul~1 it takes up the appropriations bill in the 
Committee of the Wfiole rather than in me House ifself, because the Committee of 
the Whole has a much smaller quorum requirement than that of the House. 

General Debate 

Debate on the bill is opened by the floor managers -- the Chairman and Ranking 
Minority Member of the relevant Appropriations subcommittee. Opening statements 
may also be made by the chairman ol the Appropriations Committee who may 
remark on the overall status of appropriations bills and by the chairman of the Budget 
Committee who may advise the House as to whether the particular bill confonns to 
the 302(b)/602(b) subdivision. 

Amendments 

Regular aP,propriations bills are usually considered under an open rule which does 
not precluoe consideration of any floor amendments. An amendment must be offered 
in a timely manner, that is, when the portion of the bill to which it pertains is being 
read. 

Points of Order 

Points of order may be raised against either the bill reported by the Committee or a 
floor amendment. In the House, it is rare for the ruling of the Chair on a point of 
order to be challenged. 

Limitations 

Floor amendments inserting limitations into the appropriations bill may be offered 
only after consideration of funding levels has been completed. At this _point, it is in 
orcfer to move that the Committee of the Whole "rise and re~rt." If tfiis motion is 
adopted, there may be no opportunity to offer limitation amendments. 

Final Passage 

After the Committee of the Whole r_e_ports, final consideration is in the House itself. 
Under certain circumstances, the House may reconsider matters decided in the 
Committee of the Whole, but it usuaUy concurs in the previous vote. 
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EXlllBIT 8-F 
Special Rules on Appropriations Bills 

1 --------------- B.Ra.221 
&aolwd, That durln& the CIOl'laideratlon 

ot the bW <RA aom maldns IIIWOl>rt&· 
1Jona for the Department of Tramport&tlon 
Md l'd&t.ed acenete. for the fi-1 Je&r 
elldlnc leplcmber IO, lNO, and tor ot.ber 
p\Ul)Olal, all polnt, of order 1P1m' tbe fol• 2 - lowin1 pnm,a&am of lhe bW f• failure Cio 

--,---------- comply wiUI the proVYiom of ell-. I of 
- rule XXJ are blftbJ waived: Bel1Dn1N on 

P&&e I , line • ibroush "cxpendeel·" OD .,... 
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pace 12, line 10 Ull'oll&b 11Ut 11. llDe II; be­
llDnlns OD DUI H, line H t.hnlulh paae 11, 
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aat.insl the followins prorl.aion of the bUI 
for failure to comply with the prov1.~ona of 
ct111~e 6 of rule XXl are herebJ calved: Be­
alnnlnr on paae 11. 11.-,e 2 tblousb P&Se 12. 
line 25. In any cue chere thll raolutton 
wt.Ives point.I of order NMM only a s,ortlon 
of a Pll"IIT'IPh, a Point or order uatnn lllY 
other proviaton ln auch paraaraph may be 
made onlJ a,t.lNt such provision and not 
acaln.5t the enUre Pt,J't,CJ'IJ)h. 
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(1) Although appropriations bills are "privileged" in the House and can be taken up at any time, 
their consideration typically is preceded by the adoption of a "special rule" (in the fonn of a 
simple House resolution) waiving certain points of order that otherwise would apply. The House 
acts first on the rule and then, if the rule is adopted, considers the appropriations bill. 

(2) The appropriations bill which was the subject of this rule did not involve any violations of the 
Congressional Budget Act of 1974 (unlike the bill referred lo in Exhibits 4-H and 4-1), but it 
did violate House Rule XXI, which, among other things, bars unauthorized appropriations and 
legislation in appropriations bills. The rule exhibited here waived points of order. 

(3) Note that the waivers pertain to particular portions of the appropriations bill, not to the entire 
measure. Selective waivers do not protect the entire bill - only the designated portions -- nor 
do they protect any floor amendments (although floor amendments sometimes are expressly 
protected by the rule). 

SOURCE: Remarb of Representative Butler Derrick in the Congressional Record of August 2, 1989, at page H 4903. 
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EXHIBITS-O 
Section 302(b )/Section 602(b) Statements 

1 --+--Mr. PANE'ITA. Mr. Chairman. I rise 
ID 1UPPort of R.R. 2822. the TreuurJ, 
Poltal Service, and General Oofffll· 
ment appropriations bm for f1a::a1 ,ear 
1992. This ii the aeventh. ot the 13 
a.ruwa1 appropriations bills to be eon­
aldered bf the Bouse. 

Kr. Chairman. I want to commend 
the ch&lrm&D of the subcommittee and 
the ranldni member, both of whom 
did a very rood Job in adherinl to the 
Umits th&t were established by both 
the budiet ~eement and the budget 
resolution. 

The bW provides $10.75 bll.llon In 
dtscretiollJU"f budget authority. and 
$1L093 bllllon In discreUonary out.-

3 _ _.,_ It.Ya. which la identical to the level of 
domestic discretionary budiet author­
ity and $7 bllllon below the domestic 
d1scretiollJU"f outlays as set by the 
602(b) spendlni subdivision for this 
subcommittee. 

OOMP.uuoll 10 'DII IU ... IUDIVUIQlf 

Tbe bill. u reported. prvrides Sl0.'50 mil­
lion of dfaeretian&zT budrel aulborlt.J, the 
same u th• Approort&tl.ona I02'b> subdh1• 
s1oD for tb1I 1W100mmUtee. The b.ill ii S7 
mlllloc under the subdivilion total tor esti­
mated d11crctlomn' ouUayL A compact.son 
of the bill 111th the fundina 1ubdlvisilons 
follon: 

alMPAAISON 10 00M£STt SPElflllt«i AU.OCATION 
(lollliool!IIIICMI) 

IIICl'llkl9Y--ld.750 ll.ffl IIJlO 11.110 - -1 I ~ 2 
llnlmy • · Ul1 Ult Ull t.ll! V-

T•-1U11 2D.9ll lt..W ID.!31- -1 I""' 

•Oallrwll .. Mi,l...,_lltiNIIStlrtailllw. 

IA-ll9I ---- a,COly; ~ ~ . 

(1) During general debate on each appropriations bill (or during consideration of the rule on the 
bill), the Chainnan of the House Budget Committee provides a comparison of the amounts in 
the bill and the Section 302(b)/602(b) subdivisions. The statement indicates whether the budget 
authority and outlays in the bill adhere lo the Section 302(b )/602(b) subdivision. As shown here, 
the statement usually reports that the amounts in a regular appropriations bill are within the 
subdivisions. A point of order may be raised (unless waived) against an appropriations measure 
that would cause budget authority or outlays to exceed the subdivided amounts. 

(2) The Appropriations Committees typically use almost all of the budget authority and outlays 
available under the Section 302/602 process. 

(3) The distinction between discretionary and mandatory spending conf onns to the categories 
established for fiscal years 1991-1993 by the BEA. 

SOURCE: Remarks of Representative Leon Panetta in the Congressional Record of June 18, 1991, at page H 4587. 
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EXJilBIT 8-H 
Statement of Administration Policy 

1 

8U%DCl:2fr 07 AJIMDIU?1LU'JOJI J'ot.tC'C 
'1'1:e A4mlnl5t.-aUoll CODtlnUa to OPPOH 
Co~ act.loo OD approprt&t.lom bUll 
tn lldftnee of a bUdatt lllZlllll1t ~L 
Such ACUon oould ~ and per­
h&pa haimfull7 c-,111D.plbte ba.p1-ntatlon 
ot & fJna.1 llud1ct l'IGOl11UoD that rd!oecta \he 
aar-eDL Bo..evw, ID&a.m~ ... Ule 
JlOUN M &l)l)U'entl7 IOW to \Me a.ction, 
U,e Admlnlatntloa wtU expr- ltl Tien OD 
t b - IIOlt u Ule7 - before Cool?'-. 
TM P\UPOM ot um Statement o1 ACDlnJs.. 
wtlon Polic7 ii to u;pna '1owa on \he o. 
partmfflt ot \he 'I'r'euUrY. PoltaZ Senlce. 
and Gcnenl Ocnenimmt ~proprlt.tlons 
BW. FY HIil. u ns,orted ·b7 tbe COmm.lt­
tee. 

U II Ult MmlnlatraUon'1 IIDdultandln& Ula&.• point of ordn 1111.1 be n.iled .on ua 
floor to .trike twdln& (or t.be Office . of 
lllan.,.e111D.mt and Blldaet (0MB) In part. or 
ID wbole Ln order to d.tmin&te fUDdlns foz 
the Offloe of Informatlou and Resulato17 
Att&ln <OIRA>. n. Admln1st""1lon 11 ~­
rentl)' eQINed In nesoU&Uona wtUl Ule Ill• 
~ commltiee, &Dd, t.benfore, IL 
would not be appropriate IO el!m1n&te tund­
~ tor OmA and at U\l.t Ume. Should I.be 

J --+-- R- paa t.be Wl1 wtt.b.out OIRA fundlll&. 
\be PNISdent'1 Mlllor advtlon WOUid b&ff 
- a.l&emathe bui \o recommend • Teto of 

·Ibis bW. Tbe BouN ii ursed ziot t.o a.l>ow 
,web an ad.Ion to N!sult ID t, n&o reconunen• 
· de.lion for ac otbenr!M relienll7 acceptable 
llUL 

Tbe AdmlrllltnUoD ~pporta the overall 
· fund1Df a....l to U1II bill u nPo!Ud b7 Lhe 
Coaull1ttee but b.u CODCel'DI abo11t several 
spee.11\c pronalon, In the bill. 

Tbe ClommtC&ee bu tncJ\lded & lll'ONioD 
Ula& \bt MlnlnWnUoD llelleNI ta a -aun• 
laidt- trll'Md to ~ ff lttl out.J&n. 
Tb.ti '"""'°11 would lft"Obll,lt \bt ~ 
Reflnoe 8en1cl <Dt8> from oblle&tlDc an, 
fundl for l&a atUcal TU 6,n,m UodenlD­
Uoa procnm uUl 1.be lut ~of ihe 11-1 
,ar. It &lie blD were enacted wtt.b thJa p~ 
'1laoQ, & would .UecdftlJ delA1 detelo~ 
ment ot crudal QPP'&da lo OW' tu p~ 
1111 Cl,Dl,bWtr ,~ llX to welft monthL n 
Would NQulN la;Joffl of roqblJ w bla'b17' 
atmad Qlltam pe.aonnel •ortttna on thil pro,-. hrUwrmON. ihe pl'Ofllloa would 
ralN pn,cnm mat, to defer bla'ber menu• 
Jidda, ataff l&flDII. and tup&Jer aemce 
lm~tl a:pect.ed fr'0ID thil Pl'OCJ'l,ln. 
The 11.o\lN II ursed to delet. t.bJI ~on. 

Tbe l'nlldent•• Bu.dlel. requd\ed a 1.1 
percent PU IDcreuc for Pedenl dT111&D em, 
Silo,._, effec:Uff .Januar, 1. lHL BOWffer, 
aecUoD tll of &bl Commlt&ee bm pnMdN 
for• 4.1 ven,ent pa7 ~ At a \lme of 
ti-1 oomtnlJlt. the A4mln1stratloD t,e. 
llffee tbatauch an mcreue II ~le. 
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(1) A Statement of Administration Policy (SAP) is is.sued for each of the 13 regular appropriations 
bills, as well as for supplemental and continuing appropriations, at each stage of congres.sional 
action. The SAP usually takes the form of a letter from the Director of 0MB to congres.sional 
and Appropriations Committee leaders. The SAP sometimes is inserted into the Congressional 
Record and may be accompanied by a detailed attachment. 

(2) The SAP typically enumerates Administration objections to provisions in the appropriations 
bill. The objectionable items may include funding increases above the President's request, 
restrictions placed on the use of the funds, other limitations or legislative provisions inserted in 
the bill, or other variances between congressional and executive priorities. 

(3) The SAP rarely states that the bill will be vetoed if objectionable provisions are not removed; 
instead, it usually declares that 0MB ( or some other executive agency) will recommend a veto. 
The explicitness of the veto threat varies with the extent to which the Administration objects to 
certain provisions. 

SOURCE: Remarks of Representative Charles Pashayan, Congressional Record, July 13, 1990, pages H 4659-H 4660. 
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EXHIBITS-I 
Sequence of Senate Action on Appropriations Measures 

Waiver Motion (if necessary) 

The Congressional Budget Act of 197 4 prohibits the consideration of legislation in 
the Senate (as well as tlie House) if certain procedural or substantive requirements 
would be v10lated. In the Senate, these prohibitions may be set aside by unanimous 
consent, by the adoJ?tion of a waiver motion, and, in the case of a violation of Section 
303(a) of the Act (wllich bars consideration of revenue and spending measures before 
the budget resolution has been ad9pted), by the adoption of a special Senate 
resolution. While the GRH Act is in effect, many of these prohibitions may be waived 
only by the affirmative vote of three-fiftlis of tb.e membership. 

Time Limitation Agreement 

Major legislation in the Senate often is considered under a time limitation agreement 
(sometimes referred to as a unanimous consent agreement) which sets aside an 
amount of time for consideration of the measure and any amendments. The time 
limitati~n agreement usually is propounded by the Majority Leader and agreed to 
by unarumous consent. 

Managers' Statements 

The chairman and ranking minority member of the relevant Appropriations 
subcommittee provide an overview of the bill, usually comparing the amounts in it 
to the previous year's level, the President's request, and the House-passed bill. 

Committee Amendments 

Changes recommended by the Senate ApQropriations Committee to the 
House:J?~ bill are usually voted on en bloc (all together) and approved by voice 
vot~. l)lis procedure pertains only to appropriations bills, not to authorizing 
legtslat1on. 

Floor Amendments 

Unlike the House, the entire appropriations bill is open to floor amendment at any 
time during Senate consideration. However, the time limitation agreement 
sometimes specifies the sequence in which amendments are to be taken up. 

Points of Order 

Points of order also may be raised at any time. When a ~int of order is made that 
an item is legislation on an appropriations bil11 another member may raise the defense 
of germaneness. If this occurs, the Senate oecides the question and if the item is 
deemed to be germane, the original point of order falls. 

Final Passage 

After all amendments have been disposed of (or when the time for vote on final 
passa_ge stipulated in the time limitation agreement arrives}, the Senate votes on the 
~ill. Some appropriations bills are agreed to by voice -- railier than recorded -- vote 
m the Senate. 
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EXHIBIT 8-J 
Numbered Senate AmendmenlS 

I PaooJIBSINO T.u: B.BTUKNS .A.NI> A88I8TANCE 

• For neoeaaary expeoaes of the Intern&I Revenue Serv-

6 ioe, no& o&henrile provided for, including processing tu re-

8 tmm; revenue accounting; atatiatica or income; providing as­

'1 mtanoe to mpayers; (24}ea..wioltiBg w eperatiiftg 88 

8 -,;eiltg tNiBiBg p,egnm fel' IB8 e111plo1eoe ede, Wftieft 

9 -,le,-. will he pre¥tW wit.a vliiBing &H iBfePIRMien je. 

lipM te eaNiil em,lo,-ee mi&tire•RBen, ~ IHpayero; &Rd 

hire or puoenger motor vehicles (31 U.S.C. 1343(b)); a.nd 

services u authorized by 5 U.S.C. 3109, a.t such rates as 

may be determined by the Commissioner; 

3 

(25)f1,4:H,H7,880 $1,521,595,000, of which $3,000,000 __...i....- 4 

15 ahall be for the Tax Counseling for the Elderly Program, no 

16 amount of which shall be availa.ble for IRS a.dministrative 

(1) The Senate does not initiate its own appropriations bill. Instead, it amends the House-passed 
appropriations bill. 

(2) The numbers shown here in balded parentheses designate Senate amendments to the 
House-passed appropriations bill. These amendmenlS are numbered sequentially and are 
referred to in the conference report on the appropriations bill (see next exhibit). 

(3) The lined-out text immediately following the number is the House-passed language struck by 
the Senate. The italicized text is language inserted by the Senate. The remaining text is the 
House-passed language to which the Senate made no changes. 

(4) The Senate may change the amount appropriated and any provision or other material in the 
House-passed appropriations bill. 

SOURCE: H.R. 5241, Treasury-Postal Service Appropriations Act for Fiscal Year 1991, as ordered to be printed with 
the amendments of the Senate numbered, September 11, 1990, page 14. 
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EXHIBIT 8-K 
Conference� Action on Appropriations Measures 

CONFERENCE REPORT 

(To accompany R.R. 6241) 

The committ.ee of' conference on the diaagreeing vot. of the two 
Houaea on the amundmenta of the Senate to the bill (H.R. 5241) 
maklnr appropriations for the Treasury Department, the United 
Stata Postal Servi,oe, the Executive Ofl"'ace of the President, and
certain Independent Agencies, for the fiacal year ending September 
80, 1991, and for o'ther purpoeea, having met, after t\all and free 
conference, have agreed to recommend and do recommend to their 
reapective Houaea aia follows: 

That the Senate 1reoede from ita amendmente numbered .(, 5, 8,
15, 17, 21, 30, 32, ,,,. 55, 58, 61, 62, 68, 6', 66, 66, 91, 92, 98, 9-4, 95, 
96, 97, 98, 99, 100, 102, 104, 106, 107, 108, 109, 110, 111, 118, 119, 
120, 121, 128, 124, ms, 126, and 129. 

That the Howie n?Cede from its disagreement to the amendment.a 
of the Senate numbared 2, 9, 18, 22, 28, 24, 25, Sl, 34, S7, '3, '4, 50, 
67, and 68, and agree to the same. 

Amendment numbered 7: 
That the House r1ecede from its cl.iaagreement to the amendment 

of the Senate numbered 7, and qree to the aame with an amend­
ment, as follows: 

In lieu of the sum propoeed by said amendment insert 
II0,775,()()(}-, and the Senate agree to the same. 

Amendment numbered 10: 
That the House ri:!!Cede from its disagreement to the amendment 

of the Senate numbered 10, and agree to the aame with an amend­
ment, as follows: 

In lieu of the sum propoeed by said amendment insert 
IJOJ,85._{)()(}-, and th1e Senate agree to the same. 

3 

(1) The numbered amendments reforenced in the conference reports are the changes made by the
Senate (in the committee or 01r1 the floor) in the amount or language of the House-passed
appropriations measure. These amendments are numbered consecutively and appear in the
version of the measure as passed by the Senate.

(2) To interpret the conference report, one must have both a copy of the conference report and the
Senate-passed version of the, measure. The Senate-passed version contains both the
House-passed language and the: Senate amendments, and the conference report contains any
compromise language.

(3) The conference can resolve Houise-Senate differences by dropping the Senate amendments (for
example, amendments numbered 4, 5, 8 in the exhibit), adopting the Senate amendments (for
example, amendments numbered 2, 9, 13), or revising the amendments with further amendments
that constitute compromises (for example, amendments numbered 7 and 10).

(4) Congressional action on a me�LSure is not complete until both the House and Senate have
successfully disposed of all numbered amendments.

SOURCE: House Report No. 101-906 (conference report to accompany H.R. 5241, Treasury-Postal Service 
Appropriations Act for Fiscal Year 1991), Oc:tober 20, 1990, page l. 



Chapter 8. THE APPROPRIATIONS PROCESS 

2 

EXHIBIT8-L 

Continuing Appropriations 

Joint Resolution 

M
a

kin,: conLinuinc appropriation. for lhe rual )'Hr 19118, and fur other pur�. 

Rnolwd by the Senate and Howe of Reproentativea of the
Unitftl Stalff of America in Congru, a.tHmbled, That the following 
auma are hereby appropriated, out of any money in the Trea11ury not 
otherwiae appropriated, and out of applicable corporate or other 
revenues, receipts, and funds, for the 11everal departments, agencies, 
corporations, and other organizational unite or Government (or t.he 
fi1Cal year 1988, and for other purpoees, namely: 

Ssc. 101. (a)(U Such amount.II u may be necessary for programs, 
projects, and activities which were conducU'd in the fiacal year 19!!7, 
under the current term11 and condition• and at a rat.e for operations 
not in excess of the current. rate, for which provision ww; made in 
the followin uent appropriations Act.II: 

griculture. Rural Development, and Related Agencies 
Appropriations Act, 1987, and aection 1241(aXll of Public Law 
99-198;

The Deportments of Commerce. Justice, and State, the Ju-
diciary, and Related Agencies Appropriations Act. 1987, not• 
wit.hat.anding section 15<.al of the Suite Department Basic 
Authorities Act of 1956 and aection 701 of the United States 
Information and Educational Exchange Act of 1948, aa 
amended; 

SEC. 102. Unle11s otherwi11e provided for in this joint resolution or 
in lhc applicable appropriations Act, appropriations and funch; mudc 
available and authority granted pursuant to this joint -resolution 
shall be available until (al enactment into law of an appropriation 
for any project or activity provided for in this joint rts0lution. or (bl 
enactment of the applicable appropriations Act by both Houses 
without any provision for such project or activity, or (c) Novem­
ber 10, 1!)87, whiche,•er first occurs. 
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(1) A continuing appropriation (often referred to as a "continuing resolution") is made for agencies
that have not received their regular appropriation by the start of the fiscal year. It has the same
legal effect as a regular appropriation, except that it may be in effect for only part of the fiscal
year.

(2) Although this provision specifies that continuing activities are to be funded at the "current rate,"
other provisions in the continuing resolution may set a different funding level for particular
programs or accounts.

(3) The continuing resolution specifies the regular appropriations measures covered by the
resolution.

(4) The continuing resolution is superseded by enactment of the regular appropriations bills. In this
case, the continuing resolution expired on November 10. None of the regular appropriations
bills were enacted separately that year, necessitating the enactment of three additional continuing
resolutions (the last one was effective through the remainder of the fiscal year).

SOURCE: Public Law 100-120, Further Continuing Appropriations Act for F'ISCa! Year 1988(101 Stat. 789· 790). 
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EXHIBIT 8-M 
Structure of a Regular Appropriations Act 

An Act 

lbkinf app,op~ for 11w ,-,_,,. ~t. 11,t Ulllled 8laiet Poolel 
Sol'Yiot. Ille &s.euuvo Offlco o/ U.. ........,t. and mf1&ift lnclotpmde,,t ~ 
ro.11ioo fllcal ,..,en41.aa Soplamber '°· 1191. aod ..... ,...,.... 

& it c11GCtecl by tlu Senate a,ad H- of ~tatiw, of 1/u 
Un.iced SUJt• of Anurim in. Con,,- -mbl«I, That the followin( 
IWDI are appropriatacl, out or any money in the Treuury not 
otherwile appropriated, for the TreulUY Department, the United 
Stat.ea Postal Service, the Eucutive Oft'"lce aC the Praident, and _____ 

1
_ 

certain Independent A,enci-. for the r-i year end.inf September 
30, 1991, and for other p~ IWDely: 

TITLE I 

DEPARTMENT OF THE TREASURY 

DEPARTMENTAL omCES 

SAI.AIUIIII AMD ExnMSl8 

For n--.ry expellllQS of the Departinente.1 Officee including 
operation and maintenance of I.he Tnuury Build.in& and Annu; 
biTe of paaMnpr motor vehicl111; not to Hee.I $22,000 for official 
reception and repreeentation ezpena.; not to uCMd $200,000 for 
unfo-n emergenciee of a confidential n&t\lre, to be allocated and 
ezpended under the direction of the Secretary of the Treuury and 
to be accounted for .alely on h.i.a certiru:ata; not leu than $2,212.000 
and 40 full-time equivalent poaltlona for the Office aC Foreign A.et.I 
Control; not to exceed $1,649,000, to remain available until 
eirpeoded, for eyat.eme moderniut.ion requiremente; not to exoeed 
$1,000.000, to remain available until expended, for rei,ain and 
improvement.I to the Main Treuury Buildill&' and Annex; 
'63,883,000. 

TITLE V--OENERAL PROVISIONS 

TJasAc:r 

4 - -+----- SIIC. 604. No pert of any appropriation oontained in thia Act thall 
remain available for obligation beyond the currant 6acal year uni­
exprwaly ao provided herein. 

2 

3 

5 

(1) An appropriation act has three main components: (a) the enacting clause, (b) appropriations to 
specified accounts, and (c) general provisions. 

(2) The enacting clause specifies the fiscal year for which the appropriations are made. Unless 
otherwise stipulated, all funds in the act are available for obligation only in that fiscal year. 

(3) Each wmumbered paragraph is a separate appropriation account. Provisions in this paragraph 
pertain only to this account. Funds may be transferred between accounts only with the approval 
of Congress. 

(4) The general provisions (which may limit the use of funds or contain new legislation) are 
numbered sections. These provisions apply to all accounts in the title or in the entire act, as 
specified. In this case, Title Y contains general provisions that apply to the entire act; the 
Treasury-Postal Service appropriations act also has general provisions that apply 
Government-wide. 

(S) Section 504 was inserted in this act to ensure that the funds would be available for obligation 
only during a single fiscal year, unless otherwise provided in the act. Exhibit 8-P contains 
examples of accounts for which the funds are expressly made available for a period beyond the 
fiscal year. 

SOURCE: Public Law 101 -509, Treasury-Postal Service Appropriations Act for f"lscal Year 1991 (104 SUH. 1389, 1422, 
and 1423). 
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EXHIBIT8-N 
Structure of an Appropriatio~ Account 

BUREAU OF ALOJHOL. TOBACXX> AND FIREARMS 

For ,.. ry upenw of tu Buruu or Alcohol, Tobacco and 
~ iDdudiDc purchul of not to UCNd Ii& hundred and fifty 
~ 1w policHype uae for replaceaient only and hire of J>N­
lmPI' motor ftbic1ee; hire of aim'-.ft; and 1emce1 or el!Jlert wit­
._ Iii aldl rat. u may be det.ermlned by the Director; not to 
aCMd Sl0,000 far offlcial reception and repreeeDtation eirpenae11; for 
tnba1as of Sta&a and local law enforcezunt apDCia with or without 
nimbunmaMt; prvviaion of laboratol')' aaiatance to State and local 
~ with OI' without reimbunement; $801,864,000, of which -----­
tzl,000,000 aball be available aolely for the enforcement or the 
J'edenl AJoobo1 AdminiltratioD Act during fta:al year 1991, and of 
wblcb Id to aceed $1,000,000 lhall be available for the payme.nt of 
..u.an.,.• ,._ M provided by 18 U.S.C. 924(dX2): Prouil;kd, Tbat DO 

fwlilll ~ herein lhall be anilable for adminiltrative 
e:ape- m caawtion with coD.10lidatiq' or centraliziQ2 within the 
Deputmmt al the Treuury the recorda of receipt, ucf dilp01ition 
al ft.-ruw maintained bl tedenl rireen:DII lioe~ or for iaauing 
ar CUT1izls oat any provwion1 of the propoeed rulee of the Depart­
ment of the TreMury, Bureau of Alcohol, Tobacco and Firearms, on 
1'inarma a.plwona, u publia!Md in the Federal Regiater, volume 
41, numbw 66, al Much 21, 1978: Prouid«I funhu, That none of the 
fwidl appropriated herein ahall be available for uploeive identuica• 
tioo OI' det.ectioa taaing reeearcb, de~e_lopmentc o~ implementation: 
Proultlal fun}te. 'l'bat not to exceed $300,000 arwl be available for 
~ and dnelopment of an uploeive identification and detec­
tion dnim: ProtJidMl furtMr, Tbat thil praviaioD ,hall not preclude 
ATI' from eesietini the InternatioD.Al Civil Aviation Orianization in 
the dnelopmeot or a detection a,eDt for eaploeivee or from enfon> 
iDI any 1-ialatioo implementing the C.Onvention on the Marking of 
PIMtic .na m-t Eq,lOliv• for the Purpoee of Detection: Prouided 
/urf}wr, 'nl.at fuDda made available under thil Act ■hall be uaed to 

--- acbieft a minimum level of ( ,07S full-time equivalent p01ition1 for 
fiaca1 ,-r 1991, of which DO fewer than 1,037 full-time equivalent 
position■ lhall be allocated for the Armed CaNler Crilninal 
AppreheDlioo Protram, 

2 

3 

4 

(1) This entire paragraph comprises a single appropriatio~ account; all provisions in the paragraph 
pertain only to th.is account. 

(2) The first part of the paragraph sets forth the purposes for which the funds are provided. Many 
accounts identify the authorizing laws pertaining to the appropriation. 

(3) The next part of the paragraph states the amount(s) provided. Virtually all appropriations are 
for definite amounts. Note that a lump sum is provided for the entire account. The committee 
reports accompanying the appropriation, justification material submitted by the agency, and 
other budget documents specify the particular projects and activities for which the funds are 
provided (see Exhibits 8-D and 8-S). 

(4) The next part of the paragraph consists of one or more provisos which limit the use of 
appropriated funds. Some provisos provide legislative authority for spending the appropriations. 

(S) The final part of the paragraph sets a minimum personnel level. 

SOURCE: Public Law 101-509, Treasury-Postal Service Appropriations Act for FLSCal Year 1991 (104 Stat . 1391-1392). 
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EXIIlBIT 8-0 
Other Types of Appropriations Accounts 

Liquidation of Contract Authorization 
Hi2hway Trust Fund 

For payment o( obligations incurred in carrying out the provisions 
of title 23, United States Code, eect.ion 4'02, administ#.red by the 
Federal Highway Administration, to remain available until ex­
pended, $9,405,000, to be derived from the Highway Tnut Fund: 

Transfer 
Department of Defense 

Smc. 9059. Notwithltanding any other proviaion o( law, during 
rLBCal year 1990, the Secretary of Defeme ahall make available to the 
United State. Cout Guard without reiaibunement not less than 
$140,000,000 in 1upplie1, fuel, training auistance, medical support, 
and other operational 1upport, exclusive of administrative costa; and 
from fund■ made available in this Act, $160,000,000 shall be tran.a­
ferred to Coast Guard "Operatini·Expenaee". 

Offsetting Collections 
Copyri2ht Office 

For neoeaeary upenses ofthe Copyright Office, including publica­
tion of the decisions of the United States courts involving copy­
righta, $20,373,000, of which not more than $7,000,000 shall be 
derived from collections credited to this appropriation during fiscal 
year 1990 under 17 U.S.C. 708(c), and not more than $1,139,000 
■hall be derived from collect.ions during fiscal year 1990 under 17 
U.S.C. lll(d)(3), 116(cX1) and 119(bX2): Provided, That the total 
amount available for obligation shall be reduced by the amount by 
which collectiorus are less than the $8,139,000: 

(1) 1hls is a "liquidating appropriation"; it does not provide new budget authority; rather, it pays 
off (liquidates) an existing contractual obligation. In this case, budget authority was provided 
by legislation which authorized the contractual obligation (See Exhibit 7-G for a discussion of 
contract authority.) 

(2) 1hls provision directs the Defense Department to transfer material and funds to the Coast Guard. 
When funds are transferred, the budget authority is provided to one account but used by another. 
Any rules or restrictions pertaining to the account to which the funds are transferred also apply 
to the transferred funds. 

(3) Appropriations language sometimes provides for offsetting collections to be credited to a 
particular account, thereby adding to the resources that may be obligated for that account. In 
this exhibit, more than $20 million is made available to the Copyright Office for fiscal year 
1990, including an appropriation of about $12 million and offsetting collections of about $8 
million. 

SOURCE: Public Law 101-164, Transponation Appropriations Act for FLSCa! Year 1990 (103 Stat. 1077); Public Law 
101-165, Defense Appropriations Act for Fiscal Year 1990 (103 Stat. 1141); and Public Law 101-163, Legislative Branch 
Appropriations Act for FLSCa! Year 1990 (103 Stat. 1059). 
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2 

One-Year 

EXJilBIT8-P 
Availability of Funds 

BuUAu or nm CDl8UI 

IALAJUD AND UPENDS 

For expenNS neceuary for collecting, compiling, anal)'Zi.nc, 
preparin,, and pubU.bin, ltau.tic::a. provided for by law, 
$101,288,000. 

Multi-Year 
FAMILY HousINo, OusNsz Aoocnts 

For expenses of family housing for the activities and agencies of 
the Department of Defense (other than the military department.a) 
for construction, including acquisition, replacement, addition, 
expansion, extension and alt.eration and for operation and mainte­
nance, leasing, and minor construction, as authorized by law, as 
follow,: for Comtruction, $600,000; for Operation and maintenance? 
$20,700,000; in all $21,800,000: Provi<kd, That the amount providea 
for construction ahall remain available until September SO, 1994. _....,.__ 

No-Year HoMEOWNBJl.8 A.ssls-rANca FuNo, DKFENn 

For use in the Homeowners Aasiatanoe Fund established pursuant 
to section 1013(d) of the Demonstration Cities and Metropolitan 
Development Act of 1966 (Public Law 89-754, as amended), 
$5,100,000, to remain available until Hpended. 

3 

4 

(1) Appropriations differ in the period for which the budget authority is available for obligation. 
The three excerpts displayed here are ono-year, multiyear, and no-year appropriations. Other 
variants include appropriations that become available during only a portion of the fiscal year 
for which they have been provided, or that become available in advance of the fiscal year for 
which they were made. 

(2) Appropriations typically are available for a single fiscal year, but may be made available for 
shorter or longer periods if the text expressly so provides. One-year funds lapse if they are not 
obligated by the end of the fiscal year for which they were provided. 

(3) This provision in a fiscal year 1990 appropriations act extends the availability of funds through 
fiscal year 1994 -- four fiscal years beyond the fiscal year for which the appropriation was made. 
Although the fun& are available for five fiscal years, the entire appropriation is counted in fiscal 
year 1990. ln an appropriations act, the tenn "available" refers to obligation, not outlays. 

(4) The phrase "to remain available until expended" provides a "no-year" appropriations which does 
not have to be obligated in a particular fiscal year. The availability of these funds carries over 
into subsequent fiscal years, even if they have not been obligated. 

SOURCE: Public Law 101-162, Commerce-Justice-State-Judiciary Appropriations Act for Fiscal Year 1990 (103 Stat. 
988) and Public Law 101-148, Military ~ IJUction Appropriations Act for FISCal Year 1990 (103 Stat. 923). 
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Obligations 

EXHIBIT8-Q 
Limitations on Amount 

Bh:hway Trust Fund 
1 -- None of the funds in thit Act ,hall be available for the im­

r-. plementation or uecution of programa the obU,ationa for which are 
in ezce11 of $12,260,000,000 for Federal-aid hi(hwa)'I and ru,hway 
aalety conatruction programs for fiacal year 1990. 

Credit Activiity 
~ 

During the fiscal year 1990 and within the raources and author-
2 ----...,_~ ity available, grou obligations for the amount of direct loans shall 

not exceed $20,000,000. 
During the fiscal year 1990, total commitments to guarantee loans 

s~all not ~:11:ceed $215,000,000 of contingent liability for loan prin--­
c1pal: Provu:kd, That not less than $40,000,000 of such amount shall 
be used for projects for Poland, notwithstan~ any other provision 
of law. 

Administrative Expenses 
Social Security 

U1'41TATION ON ADMINL9TJLA11VI EXPENSES 

4 For necessary expenses, not more than $3,837,389,000 may be 
--+--expended, as authorized by section 20l(gXl) of the Social Security 

Act, from any one or all of the trust funda referred to therein: 

3 

(1) This provision establishes an "obligations limitation" for the fiscal year. This type of limitation 
is used for programs financed by trust funds. The limitation effectively sets a cap on the amount 
of the trust funds that can be obligated during the fiscal year. 

(2) This provision limits the amount of direct loans that can be obligated during the fiscal year. The 
limitation is on obligations -- not on the loans actually made during the fiscal year. 

(3) This provision limits the amount of guaranteed loan commitments that may be made during the 
year. The proviso in this paragraph earmarks a portion of the loan guarantees to Poland. 

(4) The budget authority in this account is provided in the form of a limitation on administrative 
expenses. This form of limitation is used for an account - such as Social Security -- which is 
financed by a permanently appropriated trust fund. Without the limitation, the agency would 
not be limited in the amount that it could spend on administrative expenses. 

SOURCE: Public Law 101-164, Tramportation Appropriations Act for F15Cal Year 1990 (103 Stat. 1077); Public Law 
101-167, Foreign Operations Appropriations Act for Fiscal Year 1990 (103 Stat. 1210); and Public Law 101-166, 
Labor-HHS-Education Appropriations Act for Fiscal Year 1990 (103 Stal. 1173). 
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2 

3 

EXlilBIT 8-R 
Limitations on Purpose of Expenditure 

Mu.rr.uY Pl:uoNNJII.. AD. Foacs 

For pay, allowuc:a, individual dothing, !Nbmtence, int.l"Nt on 
depoaita, ,rat.uitiea, permanent chanp of stat.loo travel (inc)udinr 
all UpenaN thereof for organi.r.at.iolMll IDO'V'emente), and u:penam of 
temporary duty travel between permanent duty atationa, for mem­
ben o! the Air Force on active duty (ncept memben or reeerve 
component, provided for elaewbere), c:adeta, and aviation cadetl; and 
for payment, purwuant to aection 166 o! Public law 9'7-877, u 
amended (42 U.S.C. 402 note), to -=ti.on 229(b) of the Social Security 
Act (42 U.S.C. '29(b)), and to the 0.partment of Defenee Military 
Retirement Fund; ,19,994,040,000: Prouided, That none of the funaa 

7r----- provided in this account and in "Operation and Maintenance, Air 
Force" may wpport the continuation of the B-62G Squadron of the 
43rd Bomb Wing after June 15, 1990. 

* * * * * * 
Sac. 9071. None of the funds anilable to the Department of 

------Defense, including expired appropriation, and M account balance., 
may be.uaed for the B-181

1 A.LQ-161A OORE prqrram uni .. the 
Secntary of Defense has notified the Congreaa in advance or hia 
intention to uee funds for such· purpoee: ProfJukd. That no funds 
available to the Department of Defenae may be uaed for raearch, 
development, tat, evaluation, imtallation. integration, or procure­
ment of u advanced radar warning receiver for the E- 1B. 

* * * * * * 
S&e. 9090. None or the funds approprut.ed by thil or any other Act 

with reepect to 111r fi8Cal year for the Navy may be uaed to carry out 
an electzomagnet1c pulae program in the Chee.apu.ke Bay area in 
connection with the Electromagt1et.ic Pulae Radiation Environment 
Simulator for Shipe (EMPRESS 11) procram unleaa or until the 
Secretary of Defense certlfiea to the Con,reu that conduct of the 
EMPRESS D program ii euential to the national eecurity of the 
United Statea and to achieving requisite military capability for 
United State. naval veaala, 

1 

4 

(1) Although legislation is barred in general appropriations bills, it is an established principle that 
"limitations," which preclude any use of the funds for certain purposes, may be included in 
them. The typical limitation begins with the phrase, "provided, that none of the funds ... " 

(2) The scope of a limitation depends on its wording and placement in an appropriations act. When 
placed in an unnumbered paragraph, the limitation pertains only to the funds appropriated to 
that account, unless the language of the limitation gives it a broader effect. 

(3) This limitation appears in the "General Provisions" section at the end of an appropriations act. 
Such a limitation normally would cover all the accounts in that act. The limitation presented 
here is broader yet; it applies to any funds -- regardless of their source -- available to the 
Department of Defense. 

(4) This limitation pertains to funds provided in any act, but it may be suspended under certain 
prescribed conditions. 

SOUR.CE: Public Law 101-165, Defe~ Appropriations Act for FISCal Year 1990 (103 Stat. 1113, 1145-46, and 1148). 
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EXHIBIT8-S 
Committee Report: Account and Program Amounts 

&URAL DEVKLOPIDNT CLUff'B 

1 ---- 1•1 .... opd•-- - - -····----·-............. ·---.... --- I '20,760,000 
1111....,._ .llliml&e-··-···-· ............... - .... -............. ----- zo.000.000 
P,9'IIW ia th.I btll---·· .............. --.. ····....................................... 20,760,000 

°'1='=2:.. ._ ........ .......................... -........ :.:: .................... +760,000 

1 u..a111 ~.....--ttl'2'10 pu.-1 \0 PJ.. tt-117. 

'l'bil program wu authorized by the Rural Development Act of 
1'1!. Gian.ta are made to 11ubllc bodiee to facilitate development of 
priftte •terpnNI in rural areu, including the development, con­
itruction or acquiaition of land. buiJdinp, planta, eq_uipment, M:Ce88 
atreeta and roada. perking areu, utility atenaaona, neceaaary 
wat.r 111pply and wute diapoeal facilitiee. refinancing, aervices and ,... 

OOIDIJ'M'U ROVDDON8 

For rural development grant.I the Committee provides 
=T60,000, the ume aa the amount. available for fl.lC&l year 1991 

an mcrNN of S750,000 above the bu~et requeet.. 
The Oommittee ~ree bill language earmarking $500,000 for 

rural tnmporlation technical asaiatance and ,rill expect the De­.-nment to continue the program initiated in fiscal year 1989. 
,,._ funda are clesiped to cover site apecific projects aucb as the 
ld,antific:atioll of tnnait development project.a and technical assist-

3 alliCe to communitia that lack adequate traoaponation l)'lltema . . --+---= 'l1le Committee provides up to $1,000,000 for a grant to the 
Northern Tier Recional Planning and Development Commi.saion for 
a~ fadlit, in Su.tquebanna County, Penn9Ylvania. 
· 'lbe o.nmit:tN provides up to $500,000 for a grant to the city of 
Oott.on. Plant. Arbnau. for a proceMing facility for commercially 
produced 6ab. Due to the rapid growth of the aquaculture industry, 
tber-e ia a abonap of proceaa.lni facilitie& in aome areas of the 
CIOUJltry. Tbeee funda will augment matching funda from the appli­
cant and the State of Ark.anaaa. 

2 

(1) The committee reports accompanying appropriations measures compare the amount 
recommended for each account with the current fiscal year's appropriation and the President's 
request for the next fiscal year. This comparison (known as the "Comparative Statement of New 
Budget Authority") is provided for each account in the bill. 

(2) The appropriations reports typically show the differences between the amounts recommended 
by the Committee and the current appropriations and the President's request. It is common for 
the Appropriations Committees to recommend an amount above the current appropriation but 
below the President's recommendation. In this instance, however, the Committee recommended 
an amount above the President's request. 

(3) The Appropriations Committees often eannark funds to designated projects or activities. 
Agencies are expected to adhere to these eannarks, as well as to other guidances provided in 
the Appropriations Committee's reports. 

SOURCE: House Report No. 102-119 (report of the House Appropriations Committee to accompany H.R. 2698, 
Agriculture-Rwal Development Appropriations Act for FISC81 Year 1992), June 20, 1991, page 98. 
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EXJUBIT8-T 
Committee Report: Directives to Agencies 

Airport bupectiona.-The Committee ia cone.med that the INS ia 
not twly compl_.YU14 in many locatiom with the '6 minute pl'OCN8-
UII standard for lDapeetion or inclividualt entering the United 
Stat. ~ airport.. The Committee not.a that the ,s minute 
nndard w meant to include impect.ion bJ all Federal agenci• and 
not Jut the INS. The Committee expecq the INS to work with the 
Custom, Service and other Federal agenda in achi~ the stand• 
ard. Additionally, the Committee ezpecta the INS to ,rov1de a 
quarterly report, beginning 30 days after euctment of thia bill, on 
ita efforts in meetin& the proceeling ttudard. and if the ltandarda 
are not beirlg met, wnat atepa are beinc taken to meet them. 

The Committee undenrtanda that, in the put. one of the meana 
of avoidinf unneeeasary delays waa the uae of citizen b~. With 
the 1-.emng of teuiona in the Middle Eut, and knoWU1g. that the 
peak IWDJDer months are approaching, the Committee believM the 

2 --+--- lNS ahould consider reeuming clt:aen b1Jl&N during those high 
volume period& when it i8 clear that the 45 minute standard cannot 
be attained. The Committee request. that the Attorney General 
provide a report by July 15, 1991 on the INS' plana to reinetate citi­
r.en bypua. 

INS- ii aJ,o encoaraged to make veater uae or imnrlgration 
preins~on in wbich paaeenpra are impect.ed abroad, after their 
check-m at the airport of departure. Thia procedure would help to 
relieve puaenger con,eetion and delay at man, U.S. airports. 

Lutly, the Committee expecu INS to work with U.S. airport,, 
and the airline industry in addreaaing p"'OC'M9ing problem, and in 
~ staff'mg models and programs to provide the beet pouible 
inapection eervicee at U.S. airporta. 

CRS- 151 

3 

(1) The report of the Appropriations Committee explains the Committee's actions and provides 
guidance to the affected agency. Although report language generally does not have legal effect, 
agencies nonnally heed the directives to them in Appropriations Committee reports. These 
directives may be positive - telling them how appropriated funds are to be spend, or negative 
-· instructing them not to undertake certain activities or expenditures. 

(2) The directives do not comment on all items in the appropriations bill. As in the exhibit here, 
they often concentrate on increases over the previous year's level, or on matters where their 
recommendation differs from the President's budget request. 

(3) The language used here to convey the Committee's position -- His concerned" - is strong. The 
Appropriations Committees use other words which may convey different meanings, such as 
"assumes", "believes", "expects," or "requests." 

(4) The Committee's language can be quite specific, referring to the number of positions, cases, 
and inspections affected by a proposal. 

SOURCE: House Report No. 102-106 (report of the House Appropriations Committee to acoompany H.R. 2608, 
Commen:e-Justice-State-Judiciary Appropriations Act for Fiscal Year 1992), June 11, 1991, page 28. 



Chapter 9. BUDGETING FOR DIRECT AND 
GUARANTEED LOANS 

The Federal Credit Reform Act of 1990 made fundamental changes in the budgetary 
treatment of direct loans and guaranteed loans. The reform, which became effective for fiscal 
year 1992, shifted the accounting basis for Federally provided or guaranteed credit from the 
amount of cash flowing into or out of the Treasury to the estimated subsidy cost of the loans. 
Credit reform entails complex procedures for estimating these subsidy costs and new 
accounting mechanisms for recording various loan transactions. The changes are likely to 
have only a modest impact on budget totals but a substantial impact on budgeting for 
particular loan programs. 

The Pre-1992 Method of Budgeting for Loans 

Prior to the Federal Credit Reform Act, the budget accounted for both direct loans and 
loan guarantees on a cash basis. Direct loans were recorded as outlays when funds were 
disbursed. These outlays were netted against repayments of principal and interest on old 
loans, so that net outlays were the difference between disbursements of new loans and 
repayments of old ones. (However, the congressional budget resolution budgeted for both 
direct and guaranteed loans on a gross basis, that is, total direct loan ob1igations and total 
guaranteed loan commitments. The inclusion of loan volumes in the budget resolution has 
not been altered by credit refonn.) Loan guarantees were budgeted as outlays only when 
payment was made pursuant to default or to some other contingency requiring a Federal 
disbursement. No outlays were recorded when the commitment was made to issue the 
guarantee. 

This system had a number of perceived shortcomings. First, it overstated the cost of 
direct loans and understated the cost of loan guarantees, thereby encouraging the Federal 
Government to favor the latter type of loan regardless of its true cost. Second, because direct 
loans were recorded as outlays when the funds were disbursed, no budget entry was made 
when, as often happened, the loans were defaulted, forgiven, converted into grants, or 
forgotten. The budget had inadequate means of recognizing these costs. Third, neither 
Congress nor executive agencies had effective control of guaranteed loans. They did not 
have to set aside resources for loan guarantees, even when defaults were probable; when 
defaults occurred, the ensuing outlays were uncontrollable. Fourth, the treatment of direct 
and guaranteed loans made it impossible to compare the cost of these types of transactions 
to one another or to other budgetary actions, such as grants. 
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The Federal Credit Reform Act of 1990 

In response to these perceived shortcomings, the Federal Credit Reform Act of 1990 
established a system of budgeting for the subsidized cost of loans. The credit reforms put 
direct and guaranteed loans on an equal footing, provide a means of recognizing a change 
in the status of loans in the budget, control guaranteed loans at the time the commitment is 
made, and provide a basis for comparing direct and guaranteed loans with other uses of 
budgetary resources. The 1990 Act also established procedures for handling the 
unsubsidized portion of loans as well as loans made prior to fiscal year 1992. 

The new system requires that budget authority and outlays be budgeted for the estimated 
subsidy cost of direct and guaranteed loans. This cost is defined in the 1990 Act as "the 
estimated long-term cost to the Government of a direct loan or a loan guarantee, calculated 
on a net present value basis, excluding administrative costs . . . ". Several features of this 
definition warrant explanation. First, the subsidy cost is an estimate of the present value of 
all cash flows, not the actual outlay made at the time the loan is tendered. The subsidy cost 
may be reestimated every year to reflect new information and changing conditions. Second, 
the term for which the estimate is made depends on the maturity of the loan and other 
conditions. The estimate should cover all expected future cash flows. Third, the net present 
value of a loan is calculated by discounting estimated future cash flows to the present, using 
a discount rate equal to the interest rate paid by the Department of the Treasury at the time 
the loan is obligated or guaranteed. Fourth, although administrative costs are excluded from 
the calculation of subsidy costs, new accounting procedures are established for these 

expenditures. 

Under the new system, Congress appropriates budget authority or provides indefinite 
authority equal to the subsidy cost. This budget authority is placed in a program account 
from which funds are disbursed to a financing account. The various accounts maintained in 
credit budgeting are explained later in this chapter. 

Estimating the Subsidy Cost 

F.stimating the subsidy cost is a complex process that must be done for each credit 
program. The process is designed to separate the subsidized portion of the loan from the 
unsubsidized portion. Budget authority and outlays are provided only for the subsidized 
portion, which is the subsidy cost. This cost typically is less than the face value of a direct 
loan because all or part of most loans is repaid. It is also less than the amount guaranteed 
because only some such loans default. The unsubsidized portion of direct loans must be 
financed, but it is not included in the subsidy cost; hence, no budget authority is appropriated 

for it. 

The subsidized portion of a direct loan is the amount, discounted to present value, that 
is not repaid. For guaranteed loans, it is the portion, also discounted to present value, on 
which the Federal Government is estimated to incur payment in the future. In discounting 
to present value, a factor equal to the interest rate paid by the Department of the Treasury 
is applied to all estimated cash flows associated with the loan. When discounted, a payment 
made by the Federal Government in the first year of the loan has a higher value, and therefore 
a higher subsidy cost, than an equivalent payment made in a later year. Furthermore, present 
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value is computed on a net basis, so that estimated inflows are discounted to present value 
and then subtracted from discounted outflows. 

Direct Loans 

The subsidy cost of a direct loan is the estimated net present value of the following cash 
flows: ( 1) loan disbursements; (2) repayments of principal; (3) payments of interest; and 
( 4) all other payments by or to the Federal Government over the life of the loan after adjusting 
for estimated defaults, prepayments, fees, penalties, and any other recoveries. 

Before a direct loan may be obligated, Congress must provide budget authority in an 
annual appropriations act or other measure to cover the subsidy cost. The amount of budget 
authority required for a given volume of loans depends on the subsidy rate, that is, subsidy 
outlays as a percentage of loan disbursements. For example, if the subsidy rate is 25 percent, 
budget authority of $10 million would support $40 million of loan obligations. Exhibit 9-A 
shows how the subsidy rate is derived from estimated cash flows. Exhibit 9-B displays the 
relationship of loan activity, the subsidy rate, budget authority. and outlays for one of the 
direct loan programs in the budget. 

The subsidy rate is calculated for each direct loan program. Many characteristics, some 
related to the temtS of the loans, others to the status of the borrowers, go into calculation of 
the subsidy rate. These include the interest and fees charged borrowers, assumed defaults 
and recoveries on defaults, and the maturity of the loan. Exhibits 9-C and 9-D trace the 
assumptions used by O:MB to derive the subsidy rate for a direct loan program. 

Guaranteed Loans 

The procedures used for estimating subsidy costs of guaranteed loans are similar to those 
used for direct loans, but some of the factors differ. The subsidy cost of guaranteed loans is 
the difference between the present value of the Federal Government's cash disbursements 
for defaults and other payments, and the present value of the estimated cash inflows from 
fees, recoveries, and other collections. In other words, the subsidy cost is the portion of 
estimated payments by the Federal Government that is not expected to be offset by 
collections, in present value terms. As with direct loans, Congress must provide sufficient 
budget authority to permit the Federal Government to make loan guarantee commitments. 
The procedures used for calculating the subsidy rate on loan guarantees are similar to those 
shown in Exhibits 9-C and 9-D. Exhibit 9-E shows the relationship of guaranteed loan 
levels, the subsidy rate, budget authority, and outlays for one of the guaranteed loan 
programs in the budget. 

Reestimates 

The subsidy cost is estimated at the ti.me a direct loan is obligated or a loan guarantee 
commitment is made. These estimates often will tum out to be at variance with actual loan 
experience. Accordingly. the 1990 Act requires periodic reesti.mation of the subsidy cost 
during the lifetime of the loan. The reestimate must use the same method that was used for 
the initial estimate. Any differences between the original and the revised estimate would be 
due to variances between previous cash flow projections and the revised projections. 
Permanent indefinite budget authority is available to cover any increase in the subsidy cost 
resulting from the reestimate. 



CRS- 156 Chapter 9. BUDGETING FOR DIRECT AND GUARANTEED WANS 

Comparing Subsidy Costs and Other Costs 

One of the objectives of credit reform is to facilitate the comparison of different 
instruments of budget policy. Before the recent reforms, this was not possible because 
budgeting for direct loans commingled the subsidized and unsubsidized portions of the 
loans, while budgeting for guaranteed loans disregarded the prospective subsidy costs of 
these loans. Credit reform puts direct loans, loan guarantees, and other Federal Government 
outlays on an equal basis. All are budgeted in terms of the cost to the Federal Government. 
The table below contrasts pre-reform treatment of loans and grants with the new approach. 

Gross Amount of Pre-Reform Post-Reform 
Transaction Outlays: Outlays: 

Basis Amount Basis Amount 

A.mount Subsidy 
Direct Loan 100 Disnersed 100 Cost 15 
Guaranteed First-Year Subsidy 
Loan 100 Cash Flow -2 Cost 30 

Amount A.mount 
Grant 20 Disbursed 20 Disbursed 20 

Note: Amounts are shown in millions of dollars. 

This hypothetical example deals with a direct loan of $100 million, a guaranteed loan 
of $100 million, and a grant of $20 million. Prior to credit reform, the direct loan was 
considered to be the more costly credit transaction because the budget recorded the full 
disbursement as budget authority and outlays. On the other hand, the loan guarantee resulted 
initially in a negative expenditure because no funds were disbursed and the Federal 
Government took in some origination fees. As a result of reform, budget outlays for the 
direct loan were reduced from $100 million to $15 million while budget outlays for the 
guaranteed loan were raised from -$2 million to $30 million, thus making the it the more 
costly approach. The amounts budgeted for grants did not change, but under the new 
procedures they now can be compared more readily to direct and guaranteed loans. It should 
be noted, however, that the grant represents actual transactions while the post-reform outlays 
for direct and guaranteed loans are estimates. 

Accounting for Direct and Guaranteed Loans 

Credit reform has entailed the establishment of a new and complex accounting structure. 
Two sets of accounting mechanisms have been developed for direct and guaranteed loans. 
One set is used for estimating subsidy costs; the other is used for recording cash flows during 
the lifetime of a loan. 

Accounting Procedures for Estimating Subsidy Costs 

The subsidy cost must be estimated for each loan program. However, because a program 
may entail a large number of discrete loans, it would be impractical to calculate the subsidy 
cost separately for each loan. 01\,ffi has issued rules for classifying loans by (1) cohort, (2) 
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risk category, and (3) financing tranche. These classifications make it possible to compute 
the subsidy cost for a group of loans sharing certain characteristics. 

A loan cohort is the accounting unit for all loans within the same program obligated 
during a single fiscal year, regardless of when the monies are disbursed by the Federal 
Government (in the case of direct loans) or by private lenders (in the case of guaranteed 
loans). Thus, all new loans obligated within a program for fiscal year 1992 are accounted 
for in the same cohort. These loans remain with their original cohort throughout the life of 
the loan or guarantee. 

Each cohort may be subdivided into two or more risk categories. A risk category consists 
of all loans within the cohort that share similar risk characteristics associated with defaults 
or other costs. The factors associated with each risk category are applied in calculating the 
expected cash flows from that group of loans. 

Finally, all loans within the same cohort, segregated by risk category, that are disbursed 
during the same quarter and have similar maturities are placed in the same financing tranche. 
The financing tranche is used for determining the interest rate on all cash inflows and 
outflows. 

Recording Cash Flows in the Budget 

Credit reform necessitates the establishment of separate budgetary accounts for the 
subsidized and W1Subsidized portions of loans, and for the cash flows of both pre-reform 
loans and those made after the new procedures took effect. 1nree types of accounts have 
been established to accommodate these needs: (1) program accounts for the subsidized 
portion of new loans and administrative expenses; (2) financing accounts for the 
unsubsidized portion and for all cash flows, except administrative expenses, during the life 
of new loans; and (3) liquidating accounts for the cash flows of pre-reform loans. Exhibit 
9-F lists the budgetary status of these accounts. 

Program Account. This is the type of account into which an appropriation is provided 
to cover the subsidy cost of a direct or guaranteed loan. An amount typically is also 
appropriated to this account for administrative expenses, though these expenses are not 
included in the computation of subsidy costs. Direct and guaranteed loans are segregated 
within these accounts, as are the loan cohorts, risk categories, and financing tranches 
discussed earlier. The program account does not receive any funds for the unsubsidized 
portion of a direct or guaranteed loan. 

Financing Account. This type of account is non-budgetary; its cash inflows and 
outflows are not included in the budget totals. These flows are accounted for as a "means of 
financing," not as budget receipts or outlays. The financing account collects the subsidy cost 
appropriation from the program account and borrows the unsubsidized portion of the loan 
from the Department of the Treasury, as needed, to make loan disbursements. Payments of 
fees, interest, principal, and other charges are placed in the financing account which repays, 
with interest, money borrowed from the Department of the Treasury. Separate financing 
accounts are maintained (within the same program) for direct and guaranteed loans. In the 
case of guaranteed loans, the financing account serves as a reserve for defaults. It lends these 
reserves, with interest, to the Department of the Treasury. Exhibits 9-G and 9-H trace the 
cash flows between the program and financing accounts, as well as between these accounts 
and the Treasury. 



CRS-158 Chapter 9. BUDGE11NG FOR DIRECT AND GUARANTEED WA.NS 

Liquidating Account. This kind of account handles the cash flows for loans made prior 
to fiscal year 1992. Because these loans were made under pre-reform procedures, they are 
budgeted on a cash basis. The liquidating account collects payments of principal, interest, 
and fees, and pays default claims and interest subsidies. The liquidating account does not 
make new loan disbursements or commitments. 



Chaprer 9. BUDGETING FOR DIRECT AND GUARANTEED WANS CRS - 159 

EXIDBIT9-A. 
Calculation of Subsidy Cost 

1 
CUDIT 80UIDY ~TIOlf roa A lrYJIO'ftlftICAL DIUC'l' LOAM 
oa.Lic:.AnD Ill PISCAI. YIAR 1tt2 (by tiecel 1-r, in aillion• ot 
dollar.I 

1992 1'93 1''4 1H5 1tH 1tt7 11\111 

Obligated 1000 1000 

Dbbureed 1000 1000 

Rapayaente: 
Intereet -50 •50 -50 •50 -50 -aso 
Principd -1000 -1000 

Total -0 -so -:so -:so -:so -1050 =im 
lfet cHh nove 1000 -so -so -so •50 •1050 •250 

Dhcount rate 
<•••uaed rate on 

2 5•year Traaeury 
HCl.lr i tiee) 7 , 0 

Pr•••nt value of 
caah ncwa 1000 •46 • 43 ·40 •37 - 721 106 3 

(1) This hypothetical example involves a $1.0 billion direct loan obligated and disbursed in fiscal 
year 1992. The example as.surnes that: (a) the loan is disbursed soon after obligation; (b) the 
borrower pays interest annually at five percent, well below the Treasury•s cost of money; (c) 
the principal is paid in full at the end of five years (no default); and (d) for simplicity, all cash 
flows take place at the end of the year. 

(2) An appropriation of subsidy costs is made for the fiscal year in which the loan is obligated, even 
if some or all of the funds will be outlayed in subsequent years. Note that after the first year the 
actual net cash flows are different from the present value of these cash flows. 

(3) A subsidy appropriation of $106 million is needed for fiscal year 1992; this amount is derived 
by totaling the present value of cash flows for all fiscal years during the life of the loan (fiscal 
years 1992-1997). Outlays of $106 million also are scored for fiscal year 1992. 

(4) The subsidy rate is calculated by dividing the sum of the present value of cash flows by total 
loan obligations, yielding in this instance a subsidy rate of 10.6 percent. In this example, on the 
basis of this calculation, an appropriation of $106 million would permit direct loan obligations 
of$ 1.0 billion. 

SOURCE: Table prepared by the Congressional Budget Office. 
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EXHIBIT 9-B. 
Direct Loans: Account-Level Summary Data 

Sum,ury of loan lavtls, Subsidy 141dltt Al,UloritJ 11d ~ 11w "'°lfa11 (in 
tflousands al dollars) 

ltlGDII IMI •. 199:1111. 

Dirlei .._ IP,lb so,ppo,tabll IIJ llhidf IJadfll • 
i.tty. 

1150 ~ io.111. ........... ---······ ········--·---·· .. 
1150 EOIIDIIIE ~lty loaRS-··- - -···-·-· .. ··· ···-·····-··· .... 
1150 Stdiln l(a) IDau. .•.•..•• - -···-·--··············· 

12,000 
11,000 
5,000 5,000 

ll50 Vito's • ·· ·-·· .. ··---·- - ...... •-········ 17,000 
11so lliraily IIUIIJrilt sac mans -··· .. --·· .. ····· ..................... . 20,000 

1159 Total '1ICI lolrl IMls ...................................... _. 71.000 5,000 

Dnd ... llblWJ ,Ila("•,.,._): 
1320 M~ lrialL. ................................................... - •. 
mo Caralie GP110rt11111ty 1om ............................................. .. 
1320 s.ction l (al bus ................................................. -··· 
1320 l/t1trJ11'1 loans ..................................................... ·-····· .... . 

36.9 
30.7 
30.1 Z9.6 
30.7 

1320 MilOltlY ~M SB( l0,1ns ............... ........ -······-····· 45.3 

1329 Weilhted MUie subW, rate _ ............. ........... . 35.8 Z9.6 

Dncl IMa IIINldo/ Nt11t authriltty: 
1330 ~ IOolrls ........... _ ...... ............................. -•...••• 
1330 £1:onomic ~unil) loans ........................................... . 
1330 Slciu1 8(1) lo.Ill$. .................................................... . 

4,427 
5,214 
1.53-4 1,479 

1330 VN1111·1 kilns ...... ................................................. ....... . 5,21' 
1330 lrlillllrity fll~ $8( bans. ... . ... ··----· .. ·-···· 9,0!16 

1339 Total subsiltt tMJdget autllority .............................. .. 25.4-45 1.419 

Dlt1IC1 lun lllbsilJ outbys: 
1340 ~ lo.111£ ........................ ... ............................. . 
1340 WIIIDI!-.: ~ lo.all! .... .............. - ...................... . 
13-40 s.:tion S(a) low ............................................. .. ...... . 
13-40 Vtlenn's loins ............................................................... . 

2.213 
2,601 

161 739 
2,60) 

13-40 lrlilloril) ealerJirile SBC loans ...... ................................. . U28 

12.m 739 

3 

(1) Account-level summary data on direct loans is presented in special tables included in the 
President's budget. 

(2) This loan account (the Business Loans Program Account of the Small Business Administration) 
comprises five distinct loan programs administered by the same Federal agency. While the 
various programs are consolidated in a single account, separate subsidy rate calculations are 
made for each. 

(3) The loan level that can be supported by a particular amount of budget authority depends on the 
subsidy rate. In this instance, with a subsidy rate of 29.6 percent, $1.479 million of budget 
authority would support $5 million of direct loans. 

(4) The terms "subsidy budget authority" and "subsidy outlays" distinguish these entries from 
budget authority and outlays for non-loan programs. However, all budget authority and outlay 
entries, regardless of type, are added together lo calculate the budget totals. 

SOURCE: Budget of the United States Governmem, Fiscal Year 1992, Part Four, page 1057. 



Chapter 9. BUDGETING FOR DIRECT AND GUARANTEED WANS 

1 

Budget Account: 

EXHIBIT 9-C. 
Determinants of Su~idy Rate 

SVKKARY DATA OK 0KB DIRECT LOAN 
PREStDENTIAL POLICY SUBSIDY COST ESTIMATES 

EXPORT - IMPORT BA~""--------

BJ-0100-0-1-155 

2 --+-- h ndatory or Discretionary: .. p .... IS.,.g....,.ET.._.I.,.Q:.u.NAR.,...Y __________ _ 

Exa.11i ner: 

Pr1sid1nt111 policy dir1ct loan subsidy 11timate1 : 
Subsidy FY 1992: 15.6 \ Obligation• (in thouaanda)1 $ 915. 000 
Subsidy FY 1993: 15.6 , Obligations (in t housands ): $ 919.575 
subsidy FY 1994 : l.4 , Obligations (in t housands): $ 101 020 
Subsidy FY 1995: 3 . 4 I Obligation• (in thousa nds): $ 112, 0§Q 
Subsidy FY 1996: 3,4 I Obligations (in thousands ): $ 816.120 

J -~i------- Composition of 1992 direct loari subsidy (above): 
Defaults (net of recoveries) .•...•.• • ••. • .. 
Interest rate differential. . .......•.•..... 

8.8 ' 
-1.0 I 

4 

Fees .• . .••.. • •• • ..• • • •.••..•.•...••.... . . .. 
All other ....•• • ••••••• . ••. . .•..... • •.. . ... 

Total subsidy .•. •••• • •• .••.• ••.. . . •......•• 

- 4.1 ' 
12 .0 t 

15,6 I 

CRS- 161 

(1) A separate calculation of subsidy cost is made for each loan program, and as explained earlier 
in this chapter, within each program by loan cohort and risk category. 

(2) The distinction between mandatory and discretionary is used to determine, among other things, 
the manner in which budget authority is provided. 

(3) 0MB divides the direct loan su~idy into four components: (a) the portion of the loan expected 
to be defaulted, minus assumed recoveries; (b) the difference between the interest paid by the 
Department of the Treasury and the rate charged borrowers; (c) fees charged borrowers, either 
at the time the loan is made or during the life of the loan; and { d) all other factors. 

(4) Fees are shown as a negative percent because they reduce the subsidy rate. In this example, the 
interest rate subsidy also is negative because the rate charged borrowers exceeds the rate paid 
by the Department of the Treasury. 

SOURCE: Office of Management and Budget, backgrowid material to accompany HfY 1992 Budget Technical Briefing,• 
February 4, 1991. 
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EXHIBIT 9-D. 
Assumptions Used in Making Subsidy Estimates 

2 Average loan aaturity .... •. . • .•.•. -1.J years 

3 --- Average loan interest rate .•.••••• ..L.J..i_ I 

4 Grace peri od .•••• •• • • •••• •• • • • • ••• ..l.,,_g__ years 

Disburaeaent rates (as a percent ot original obligation): 
Year l: --1...L I Year 2 : ___f.Q_J_ I Year 3 : ...1.1.J_ \ 
Year 4: ....11...L_ I Y1ar 5 : __.l.ll...L I 

F••• paid to governaent: 
co1111111t .. ent 1'•••. • • • • • • • • • • • • • • • • • • • • • • • · · • · · • • · · · · · · · · · · · · · · · · · ---.L ' 

5 up-front f•••.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..l,.l}_ , 

Ail.t!.la,1 fees . . • • • . • • • . • • . . . . . . . . . . . . . • • . • . • • . • • • • • . . . . . . • . . • . . . • . __ \ 

Lifetime def aults of cohort of loans (a& a \ of dicburse~ents) .. ...2.,§L t 
6 Averag, r ecovery rate on defaults (as a\ of lifetime defaults). \ 

source ot dafault rat• used: country by country 101Iy1i1, 

{1) Th.is exhibit pertains to the Export-Import Bank program used in the previous exhibiL 

{2) The duration o f a loan {its maturity) affects the subsidy in several ways: (a) the further in the 
future that cash flows occur, the lower their present value; (b) the longer the duration of the loan, 
the greater are the unknown factors that must be considered; and (c) the duration of a loan can 
affect its riskiness. 

(3) If the average interest rate is above the rate paid by the Department of the Treasury, it will reduce 
subsidy costs; if it is lower, it will raise those costs. 

(4) The grace period and disbursement rates go into calculating the timing of cash flows, whlch is 
important when these flows are discounted to present value. 

(5) Fees can be of several types, including fees: (a) paid in order to obtain the Federal Government's 
commitment to lend the fwtds; (b) paid up front, such as origination fees; and {c) paid annually 
during the life of the loans. 

(6) Defaults and recoveries are calculated by cohort, as explained previously. 

SOURCE: Office of Management and Budget. background material to accompany HFY 1992 Budget Technical Briefingt 
February 4, 1991. 
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EXHIBIT 9-E. 
Guaranteed Loans: Account-Level Summary Data 

S.W•r, ti IM• I.Mis, Subsidy a...- AltllolttJ ..i Olllllys ~ ,,..,_ (in 
lhauuDci "' dDllln) 

..... • 1J-ll~l-376 lM.._. INI.._ ,.i ... 
- - · 

...,_.NIIINIIMll......,tabltllJ .... lllldttt 
~ ,.111.u1 4,111,llJ mo C-11 IIIISi1ess balls ... 

mo Satl'mli 502 dMloclmlnt ~ loans ,J,750 ,s.su 
mo Secwll 504 dMlalJllnl ~ mn,_, ____ ........ - 415,000 505,370 
mo ~am.-,•--·-··---·-·-·--···--· 116,000 100,000 
mo lbily ffimWI ~ • ·-·-

i0,000 i0,000 

2159 TIIII IDM 1uirllllll M --···----... • .191,397 4,121,291 

......... ,..., ,. ... (ill pe,cMI): 
u o., 2320 c..11 ....... 

mo Slc1IM 502 dMloONIC ~ ... ________ ., 5.9 6.0 
mo Sectioll 504 dMloONIC ~ ·, Ian 0.5 
mo IIMsmd Cllll"CNl'I' IDlns-----·----······•" ,,_,_ 14.1 ID.I 
2320 llmily inwsl111n1l ~ 10n 26 7 27.J -
2379 Wei&hllll ..... USidy Ille ____ ...... - .... ,_ .. 5.0 I.I 

CUrameed 11M MIMidy kidttl •\llel1ty: 
198,m 2, .m 2330 r-,)1 lusi,m IDans------·····-·--·--·· 

2330 SICtioe 502 ~I CllfflNIIY Ion._ ........... -• 2.~, 2.7" 
2330 SICtioe 504 dMilpnenl comp,ny lilallS ........................ l.321 
2330 IMslfflllll~bw 26,300 l0.120 
2330 Minoril) itwallltftl a,aPl"7' bans 15,990 16214 

?339 TOCII usldy llqet ,uthuity .•. 245.'15 54.140 

~IM•IIIWd11U111)1: 
171.624 21.163 2340 Gnni..,,_ -.i _____ 

2340 Section 502 ~ 1:11111pany mm .. ... --··-- 2,327 2.00 
2340 SICtillll 504 clMlapmenl campany loins .. ----- 2.095 
2340 IMltfflllll ~ 11w 23.'70 9,731 
2340 IIIIOllly lMllnnt l'IDIIPIIIY lom 14.391 !USC 

130 Tolll,iiNlfn nl,107 41.727 

3 

(1} Account-level summary data on guaranteed loans is presented in special tables included in the 
President's budget 

(2) These guaranteed loans are consolidated in the same program account used in Exhibit 9-B. 
However, when the funds are outlayed from the program account., the direct and guaranteed 
loans are split into separate financing accounts. 

(3} Because these guaranteed loans have a low subsidy rate ( 1.1 percent), budget authority supports 
a high volume of loan activity. For fiscal year 1992, the President requested $54.1 million in 
subsidy budget authority to support $4.8 billion in Small Business Administration guaranteed 
loans. 

(4) The "weighted average subsidy rate" is the rate of each loan program adjusted for the program's 
share of total loan activity in the account Thus, even though "minority investment company 
loans" have a high subsidy rate in fiscal year 1992 (27.1 percent), the weighted average rate is 
much lower (1.1 percent) because these loans are only a very small portion of total loan activity 
in the account. 

SOURCE: Budget of the United States Government, Fiscal Year 1992, Part Four, page 1057. 
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EXIIlBIT9-F. 
Credit Refonn Account Structure: Fiscal Year 1992 and Beyond 

Liquidatinit Account Pro2ram Account FinancinJ? Account(s) 

.. .........,""°""' Dilcn1.im.,,, ""°""' ,.,, ~;...,,, ,..,.,._ ~ . ..,.._ .. _._. .... ~--- · •--ot-n.a,.... ,_,_ • ..,..._..,....,.. ,_ . ;c1o- ;r....,._ 
.,. _...., bF •...a.orialloa ._,.,;c_ 

5-e,,t N 8 cul, lie1i1 Sc..• t c..iil n fono (.......,.) blolt eu1i 11ow1 _.,. u, - or n .. ,,."" 

"Old .... «6..;tr• ,.,_,,.,... ...... ..,...... c.a6 ...... 6-•• ct04il .,.,;..,;,y 
~ .... ,__IM) I(~. •r,,,;. BA far ~-'7 ,..,.,_, ~--.. __ ...,,_,..,,,._, 

"""""• .,_r,,,,,_ BA Air---...,,,,,.,.,,._, - .,,,,.,.._ -'red) 

Por '-oblipled For lolna cblipled or For Imm obllpted or 
or commiaed prior IO PY 199: : committal in PY 1992 ud beyond: ~!led in PY 1992 and beyond: 

.oo1oc1...,.,,-. o -,1,,s Ml -a or 121ml Lall fillsill 6-= .....,,_ 
p,oaraaillbudaet o collocll wlioid7 f,- ,..,.,..., .,._ 

e llanow'I • 1'1, .dia.o, po,UOft 

o ,.,.,. •II>' bonowlna 
• 1111 ...... 

o ,...._ app,oprialioe or 
1U1,oid7 and ldll\111, ....... -

ol._haT...-, 

• llial,u,- - ....... 
a collocta rcpa)'-, iol. , .._ 

o po,s do(lllh cl1iN o po71 111Liid7 oulb71 o ..,.,,. llonowina lo T,...,, wilh illerut .... ...,. ......... IO (jMIICina ICCOUftll 

o ;r loe• .,. --"ifoed or 
talnldw<•, ankicl7i1 
ICond ti I MW loan 

o .;,.,,_,11 1o orip111I ...._id7 

lf'P'oprialiofta pn>¥idod u per--• 
indcfinhc 1pp,opriltlonl, but 
acmod •aain.<t di11erdinAal)' cap$ 

lr.uo,.,....i • --• Fl--i•• •--~, 
o collocll ~ ,,_ pooararn OCCOMI 
a eollocll Jees ,,_ -,_ 
o acll H • racnc ro. dd1ul11 
o reechoes inlaat on ,eser,u from Tru1. 

~ .~Y• clera11lt clai"" ...J it1tcr~,., ' ~"-Mftff 

SOUR.CE: Office of Management and Budget. background material to accompany "FY 1992 Budget Technical Briefing," 
February 4, 1991. 
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EXHIBIT 9-G. 
Credit Subsidies: Cash Flows for Direct Loans 

AGENCIES 

ram 

2--- Aa:ounb 

3 
SD.'J 

SU SU 

Treasury Financing Accounts Borrowers 

SJ.4•ia. S4.l•illt. 

.--, c--, 

4 

(1) This chart diagrams the cash flows for total direct loans requested in the budget for fiscal year
1992. It traces the cash flows for $4.1 billion in direct loans between the Treasury, program
accounts, financing accounts, and borrowers. Liquidating accounts are not included here
because the chart pertains only to new loans.

(2) These loans have an estimated subsidy cost of $1.2 billion in budget authority. Under the request,
this amount would be appropriated lo program accounts for fiscal year 1992 and would flow to
financing accounts when loans are obligated. The loan disbursements would lead to estimated
outlays of $0.7 billion for the fiscal year.

(3) The financing account disburses $4.1 billion lo borrowers, of which $3.4 billion (the
unsubsidized portion) is borrowed from the Treasury and $0.7 billion is obtained from the
program accounts. The amount borrowed from the Treasury is repaid over time with interest.

(4) Borrowers receive $4.1 billion from the financing accounts and repay these loans over time with
interest. In many cases, the subsidy cost will be based on expected defaults. Expected defaults
arc rcestimated annually during the life of the loans and permanent indefinite budget authority
is provided lo fund upward reestimates of subsidy budget authority.

SOURCE: Office or Management and Budget. background material to accompany "FY 1992 Budget Technical Briefingt 
February 4, 1991. 

-
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EXHIBIT 9-H. 
Credit Subsidies: Cash Flows for Guaranteed Loans 

AGENCIES 
rogram 

Accounts 

St.S 

Financing Accounts 
su-

Borrowen 

Private Lenders 

4 

(1) This chart diagrams the cash flows for total guaranteed loans requested in the budget for fiscal 
year 1992. It traces the cash flows for $78.1 billion in guaranteed loans between the Treasury, 
program accounts, financing accounts, borrowers, and private lenders. 

(2) These loans have an estimated subsidy cost of $2.9 billion in budget authority. Under the request, 
this amount would be appropriated to program accounts for fiscal year 1992 and would flow to 
financing accounts as loan guarantee commitments are made. Loan disbursements by private 
lenders would lead to estimated outlays of $1.S billion for the fiscal year. 

(3) In addition to receiving subsidy appropriations from the program accounts, financing accounts 
also receive fees from borrowers ($2.2 billion) that are held in reserve and earn interest ($0.1 
billion) from the Treasury. The reserves ate available to pay private lenders for defaults ($0.4 
billion). 

(4) Because of a low subsidy rate, the disbursement of $1.S billion in subsidy budget authority in 
the first year is sufficient to support $78.1 billion in guaranteed loans. 

SOURCE: Office of Management and Budget, background material to accompany "FY 1992 Budget Technical Briefing," 
February 4, 1991. 



Chapter 10. IMPLEMENTATION OF SPENDING LAWS 

The legal basis of managing and spending public funds is established by Congress when 
it makes appropriations (and provides other fonns of budget authority) and when it enacts 
laws prescribing the rules and procedures for financial management. This chapter discusses 
the legal basis of expenditure management; the following chapter examines financial 
management in ten11S of agency operations and the efficiency with which resources are used. 

The Federal Government has a decentralized system of expenditure management. The 
size of the Federal Government and the diversity of its activities preclude the maintenance 
of a centralized operation in which all major financial decisions are made at a single 
command post. 0MB has year-round responsibility in overseeing the expenditure of funds, 
but after it has apportioned funds to agencies, OMB's role is necessarily limited and 
selective. On any particular matter, 0MB can intervene to influence the use of money, but 
most expenditure decisions are made by the spending agency itself, with little specific 
guidance from the top. 

In a decentralized environment for expenditure management, agencies receiving 
appropriations and other financial resources from Congress have primary responsibility to 
ensure the legality and propriety of expenditures. Agencies generally make their own 
detennination on these matters, but they sometimes consult with GAO, which serves as the 
principal accounting and auditing arm of the Federal Government. In addition, GAO often 
undertakes studies and evaluations on its own initiative to determine whether financial 
resources have been managed in an appropriate and efficient manner. (Exhibit 10-A lists 
the main expenditure management responsibilities and activities in the Federal 
Government.) 

Spending Available Funds 

Appropriated funds are not automatically available to agencies for their use. A key step 
in making these funds available is for 0MB to apportion them to spending agencies. The 
Antideficiency Act requires that appropriated funds be apportioned among time periods 
(usually quarters) during the fiscal year or among the projects on which the funds are to be 
spent in order for them to become available for obligation. The purpose of the apportionment 
process is to prevent agencies from spending at a rate that would exhaust their appropriations 
before the fiscal year has been completed. In some instances (such as for national defense 
and some other emergencies), the Antideficiency Act permits apportionment at a rate that 
would necessitate additional appropriations. 

The apportionment process is managed by 0MB, using the standard form excerpted in 
Exhibit 10-B. Agency requests for apportionment are reviewed by 0MB; any funds 
withheld from apportionment must be reported to Congress under the procedures of the 
Impoundment Control Act of 1974 (discussed below). 
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A key requirement of expenditure management is that funds be used only for the 
purposes for which they were provided. This requirement is embodied in a number of statutes 
(excerpts of which are presented in Exhibit 10-C) which provide that expenditures and 
obligations may not exceed the appropriated amounts and that funds shall be applied only 
to the objects for which they were appropriated. Another fundamental tenet is that funds be 
used only for public purposes. The distinction between public and private is not always clear, 
and GAO sometimes is called upon to render a decision on whether a particular expenditure 
is allowable (see Exhibit 10-D). 

The obligation of funds is a key point in expenditure management. An obligation 
represents a legal commitment by an agency of the Government to another party; as shown 
in Exhibit 10-E, each obligation bas to be supported by documents attesting to the 
commitment of funds. Once the goods or services for which the funds have been obligated 
have been provided, the ensuing outlay nonnally is a matter of administrative routine. 
Obligated funds carry over from year to year, even when the appropriation is made for a 
single fiscal year. 

Although they are not usually an effective point of financial control, outlays are an 
essential part of the financial management process. For one thing, the timing of outlays is 
important for cash and debt management by the Department of the Treasury; for another, 
the difference between outlays and receipts determines the size of the budget deficit (or 
surplus). The GRH Act (discussed in Chapter 5) relies on outlay reductions to lower the 
projected budget deficit. As concern over the budget deficit deepened in the 1980s and early 
1990s, closer attention was paid to the volume of outlays. Some agencies -- the Department 
of Defense is the most prominent -- have been required to operate under an outlay ceiling, 
in addition to the ceilings on budget authority and other resources. They have been prodded 
to improve the care with which spendout rates are calculated and to make more accurate 
projections of outlays. 

Disbursements of Government funds may be made only pursuant to an approved voucher 
(or, in certain circumstances, an invoice) which has sufficient information to enable the 
transaction to be audited. Prior to payment, the affected agency must pre-audit the voucher 
to detennine, among other things, whether: (1) any required administrative authorizations 
have been obtained; (2) the payment is permitted by law and the amount of the payment is 
correct; (3) the goods received or services performed were in accordance with relevant 
contracts or other agreements; and (4) the appropriation or fund from which the payment is 
to be made is available for that purpose. Payments themselves are made through a system 
of disbursing officers operated by the Department of the Treasury. 

0MB receives monthly and annual budget execution reports from Federal agencies 
showing the status of each appropriation or fund account (see Exhibit 10-F). In addition to 
these reports, each agency maintains its own accounting and financial reporting system. 
These agency systems are much more detailed than those maintained on a Government-wide 
basis. 

Reprogramming 

Although most appropriations are made in broad categories, with a single appropriation 
often covering all of an agency•s salary and operating expenses, each appropriation is 
supported by detailed schedules of how the requested funds are to be spent. If an agency 
wants to spend for somewhat different purposes (within the same account) than were 
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submitted to the Appropriations Committees, it reprograms the money -- that is, it shifts 
funds from one project or activity to another within the same account. (A shift between 
appropriations accounts is a transfer and may be done only pursuant to statutory authority.) 

Reprogrammings are not always easy to defme. In the course of managing their 
expenditures, agencies often make minor adjustments in the use of funds. They may 
experience a higher-than-expected vacancy rate and shift some funds budgeted for personnel 
expenses to other objects such as consultants or office equipment. Many such adjustments 
are made without bringing into play fonnal reprogramming procedures. Nevertheless, a 
reprogramming would occur if the shift were from one activity to another, or if the pattern 
of expenditure deviated from that set forth in the Appropriations Committee report. (Many, 
perhaps most, specific items of expenditure are not noted in these reports; hence, an agency 
may have somewhat more discretion in making minor adjustments. But when a report directs 
that a particular expenditure be made, the spending agency would probably go through the 
reprogramming process in the unlikely event it proposed to use the funds for a different 
purpose.) 

Reprogramming rules and procedures vary among Appropriations subcommittees and 
Federal agencies. In some instances, only the relevant Appropriations subcommittees are 
drawn into the process; in others, the authorizing committees also participate. Some 
reprogrammings require advance approval by the participating congressional committees; 
for others, the relevant committees must be notified in advance, and the reprogramming 
takes effect (after a waiting period) if they do not object; in still others, Congress is notified 
of reprogrammings, but it takes no action on them. Exhibits 10-G and 10-H deal with 
reprogramming actions in the Department of Defense. 

Closing Accounts 

The final step in the spending process ( other than the payment of funds which normally 
is a routine operation) is the closing of appropriation and fund accounts. Once an account 
is closed, all remaining balances are canceled and it is no longer available for obligation or 
expenditure. 

The procedures for closing accounts were substantially revised by Public Law 101-510 
enacted in 1990. Under the old procedures, when an appropriation expired after the period 
during which it was available for obligation ended, remaining obligated and unobligated 
balances retained their fiscal year identity for another two years. After this time, remaining 
balances lost their fiscal year identity and separate accounts were no longer maintained for 
them. Obligated balances were transferred to an "M" account and remained available 
indefinitely to pay previously recorded obligations. Unobligated balances were transferred 
to "merged surplus authority accounts" maintained by the Department of the Treasury and 
were available to cover adjustments in obligations. 

The new system, which is being phased in over several years, terminates the "M" 
accounts and the merged surplus authority accounts. Under the new system, when the period 
during which funds are available for obligation ends, the account expires but all obligated 
and unobligated balances retain their fiscal year identity for an additional five years. (See 
Exhibit 10-1 for the schedule under the new system.) During this five-year period, obligated 
balances are available to liquidate obligations chargeable to that account while unobligated 
balances are available for adjustments in obligations or expenditures. At the end of five 
years_ the account is closed and all remaining balances are canceled. From this point, up to 
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one percent of unexpired appropriations (for the same purpose) are available to pay obligated 
balances of closed accounts. In addition, Congress may specifically appropriate new funds 
or provide other legislative authority to pay old obligations. 

The two main objectives of the new system are: (1) to prevent agencies from building 
up balances in expired accounts and (2) to encourage them to close out obligations more 
expeditiously than they did in the past. The revised rules are likely to have the greatest impact 
on the Department of Defense, which had accumulated more $40 billion in "M" accounts 
and merged surplus authority accounts. 

Impoundment 

Although an appropriation limits the amounts that can be spent, it also establishes the 
expectation that the available funds will be used to carry out authorized activities. Hence, 
when an agency fails to use all or part of an appropriation, it deviates from the intentions of 
Congress. The Impoundment Control Act of 1974 (Title X of the Congressional Budget and 
Impoundment Control Act of 1974, as amended) prescribes rules and procedures for 
instances in which available funds are impounded. 

An impound.meat is an action or inaction by the President or a Federal agency that delays 
or withholds the obligation or expenditure of budget authority provided in law. The 
Impoundment Control Act of 1974 divides impoundments into two categories and 
establishes distinct procedures for each. A deferral delays the use of funds; a rescission is 
a presidential request that Congress rescind ( cancel) an appropriation or other form of budget 
authority. Deferral and rescission are exclusive and comprehensive categories; an 
impoundment is either a rescission or a deferral -- it cannot be both or something else. 

Although impoundments are defined broadly by the Impoundment Control Act of 1974, 
in practice they are limited to major actions which affect the level or rate of expenditure. If 
every "action or inaction" - the phrase used in the lmpoundment Control Act of 197 4 -- that 
slowed the rate of expenditure were deemed to be an impoundment, there probably would 
be many thousands of impoundments each year. In fact, at most only a few hundred are 
reported. As a general practice, only deliberate curtailments of expenditure are reported as 
impoundments; actions having other purposes which incidently affect the rate of spending 
are not recorded as impoundments. For example, if an agency were to delay the award of a 
contract because of a dispute with a vendor, the delay would not be an impoundment; if the 
delay were for the purpose of reducing expenditure, it would be an impoundment. The line 
between routine administrative actions and impoundments is not clear and controversy 
occasionally arises as to whether a particular action constitutes an irnpoundment. 

A particularly difficult-to-identify impoundment occurs when the rate or level of 
spending is deliberately slowed through indirect administrative means. For example, if an 
agency cuts the size of the staff processing grant applications it might spend less on grants 
than the amount provided by Congress, even if it does not expressly impound the funds. 
These actions have come to be known as "de facto" impoundments. 

Rescissions 

To propose a rescission, the President must submit a message to Congress specifying 
the amount to be rescinded, the accounts and programs involved, the estimated fiscal and 
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program effects, and the reasons for the rescission. Multiple rescissions can be grouped in 
a single message. After the message has been submitted to it, Congress has 45 days of 
#continuous session# (usually a larger number of calendar days) during which it can pass a 
rescission bill. Congress may rescind all, part, or none of the amount proposed by the 
President. 

If Congress does not approve a rescission in legislation by the expiration of this period, 
the President must make the funds available for obligation and expenditure. If the President 
fails to release funds at the expiration of the 45-day period for proposed rescissions, the 
Comptroller General may bring suit to compel their release. This has been a rare occurrence, 
however. 

Deferrals 

To defer funds, the President submits a message to Congress setting forth the amount, 
the affected account and program, the reasons for the deferral, the estimated fiscal and 
program effects, and the period of time during which the funds are to be deferred. (An excerpt 
from such a message in presented in Exhibit 10..J.) The President may not propose a deferral 
for a period of time beyond the end of the fiscal year, nor may he propose a deferral that 
would cause the funds to lapse or otherwise prevent an agency from spending appropriated 
funds prudently. In accounts where unobligated funds remain available beyond the fiscal 
year, the President may defer the funds again in the next fiscal year. 

At present, the President may def er only for the reasons set forth in the Antideficiency 
Act, including to provide for contingencies, to achieve savings made possible by or through 
changes in requirements or greater efficiency of operations, and as specifically provided by 
law. He may not defer funds for policy reasons (for example, to curtail overall Federal 
spending or because be is opposed to a particular program). 

The Comptroller General reviews all proposed rescissions and deferrals and advises 
Congress of their legality and possible budgetary and program effects. The Comptroller 
General also notifies Congress of any rescission or deferral not reported by the President 
and he may reclassify an improperly classified impoundment. (Exhibit 10-K contains an 
excerpt from a report of the Comptroller General.) In all cases, a notification to Congress 
by the Comptroller General has the same legal effect as an impoundment message of the 
President. 

Congress can rescind funds or disapprove impoundments in ordinary legislation or in 
appropriations acts. (See Exhibit 10-L for this type of congressional action.) 
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Exhibit 10-A 
Major Financial Management Roles and Responsibilities 
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(1) Congress, 0MB, the Department of the Treasury, and GAO have Government-wide 
responsibilities for expenditure policies. In addition, agencies are responsible for managing their 
financial resources. 

(2) Congress exercises oversight over Federal programs and often requests evaluations from GAO 
and others. 

(3) 0MB apportions funds to agencies, monitors expenditures and performance, and issues 
regulations on various financial management activities. Agencies implement their spending 
plans and manage their resources. They maintain systems of internal control (discussed in the 
next chapter) and report on their financial operations. 

(4) Agencies implement their spending plans and manage their resources. They maintain systems 
of internal control and report on their financial operations. 

(S) The Department of the Treasury is responsible for cash and debt management and for 
maintaining central approprialion and fund accounts. 

(6) GAO establishes accounting standards and principles, approves agency accounting systems, 
reviews federal programs, and audits the financial statements of government corporations. 

SOURCE: General Accounting Office, Managing the Cost of Governmenl, Report No. GAO/AFMD-85-35-A, February 
1985, page 10. 
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Exhibit 10-B 
Apportionment Procedures 
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(1) The Antideficiency Act requires the apportionment of appropriated funds as a means of 
preventing agencies from incurring obligations at a rate that would compel Congress to provide 
additional funds during the fiscal year. Apportionment is a process by which agencies request, 
and 0MB divides, appropriated funds by time periods or projects. The President must notify 
Congress -- through impoundment procedures -- of all proposed rescissions or deferrals. 

(2) A single apportionment is made for an entire appropriation or fund account (using Standard 
Form 132). 0MB does not generally exercise formal control-except through the impoundment 
process - below the account level, but it has other informal means of influencing agency 
expenditures and activities. 

(3) The top part of this schedule itemizes the resources available for apportionmenL These may 
come from a number of sources: new appropriations, perm.anent appropriations, other sources 
of budget authority, and transfers to and from other accounts. The amount apportioned may not 
exceed the total of these resources. 

(4) Category A apportionments divide the funds by quarters in the fiscal year; category B 
apportionments are made by projects or activities. 

SOURCE: Office of Management and Budget, Standard Fonn 132. 
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Exhibit 10-C 
Restrictions on the Use of Funds 

Title 31, United States Code 
§ 13.t I. l,lmltallon11 on upendlni and oblliatln,t ••ountA 

fa)(l J An officer or employee of lhe United Slat.es Gonmment or of I.he District 
or Columbia government may not-_..J-____ <AI make or authoriie an Hpendlture or obligation exceeding an amount 

1 ~ available in an appropriation or fund for the upenditure or obligation; 
(RI in\·nlve either gnvernment in a contnct or obligation for lhe payment or 

money ~fun- 11n 111111ni11riAtio11 i~ ru;ulP. unlll!M aulhori7.ll!d by law; 
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~ 11clf1um1wrr.d unJcr 11<:ctiun 252 or lhr Uah&ncf!d UuJicc t and Emericcncy l>eficit 

J -- Control Act uf 1985; or 
- _ (D) involve either government in a contract or oblip:ation for the payment of 

money requi~d to be sequestered under section 252 uf the Ba lancet! Rutlgcl aml 
Emergenc~· Deficit Control Act of 1985. 

§ 1301. Application 

fa) Appropriations shall be llflpliro only 10 1hc objccls for which 1he ap- ~--t--- 4 
propriaiions were made except as otherwise provided by law. -

(b) The-mrppropriation and diversion of the unexpended balance of an 
appropriation for a purpose other than that for which the 11ppropria1ion --+--­
originally WM made shnll be conMruc<l 111u.J occountc<l for us a 111:w :1ppH•· 
prialiun. The uneApcnded balance shall be reduced by the amou111 w he 
diverted. 
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(1) Section 1341 of Title 31, United States Code prohibits: (1) expenditures or obligations in excess 
of the appropriated amount, and (2) obligations in advance of appropriations, except when an 
advance obligation is authorized by law. 

(2) Legislation permitting an obligation in advance of appropriations is known as "contract 
authority." The Congressional Budget Act of 1974 provides, with certain exceptions, that such 
legislation may be considered by Congress only if the contract authority is effective to the extent 
provided in appropriations acts. 

(3) Most funds sequestered pursuant to the GRH Act are canceled and are no longer available for 
obligation. 

(4) Federal law permits agencies to spend funds only on objects or purposes for which the 
appropriation was made. Although a single appropriation account may fund numerous programs, 
agencies usually adhere to the detailed schedules submitted by them to the Appropriations 
Committees as well as to the guidance provided in reports accompanying appropriations 
measures. 

(5) Reappropriation either extends funds which otherwise would lapse or makes them available for 
a new purpose. A reappropriation is counted as new budget authority in the year for which the 
availability of funds is continued. 

SOURCE: Title 31 of the United States Code, Sections 1301 and 1341. 
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Exhibit 10-D 
Determination of the Appropriateness of Expenditure 

D■Cl■ION 

fllL■ : B-215640 

MATTIER Ofl: 

TM■ COM�T•c:n.L■IIII G■N■lll.AL 

0.111 TH ■ UNIT ■ O ■ TAT- ■■ 

w•• .. •NO,.ON, o. c. ao••• 

OAT■: January 14, 1985 

Thia decision is in response to a reque1t fro� the 
Department of the Navy for a decision as to whether the 
agency is authorized to purchase a heavy-duty chair for 
an employee for his use in performing official duties. 
For the reasons hereafter stated, the purchase of the 
chair for the employee•� use in perfor�ing his official 
duties is authorized fro� appropriated funds, 

The facts, briefly stated, are as follows. The 
employee has worked for the Department of the Savy since 
1966,. He ia 6 1 6• in height and weigha about 330 ;>ounds. 
Since the inception of his employment with the Navy, due 
to his height and weight, he has broken approximately 15 
nonal office chairs, The chairs usually bend or break 
and have to be discarded. The cost of each chair is about 
$200. In addition, the employee has a medical condition 
that is agqravated 'cl'f the narrowness and shallowness of 
the seat of the normal office chair which does not provide 
adequate support for his thighs and cuts off the circula­
tion of blood in his legs. 

CRS- 175 

(1) The Comptroller General (head of GAO) is often asked to rule whether appropriated funds may
be used for a specific purpose. In deciding on the legality of a proposed expenditure, the
Comptroller General may have to analyze the purpose for which the funds are to be used. If he
finds a "private" purpose •· such as providing employees with special equipment which would
benefit onJy them - the expenditure would be disallowed. If he finds, as in this case, that a
reasonable public purpose would be served, the expenditure would be permitted.

(2) Agencies may rely on the decisions of the Comptroller General, and one ruling may establish
a precedent for later cases which present similar issues. Agencies do not refer every question
to the Comptroller General. They often interpret previous rulings or rely on their own
interpretation of an appropriation's legislative history in determining the legality of an
expenditure.

SOURCE: General Accounting Office, Decision of the Comprroller General, File No. B-215640, January 14, 1985, page 
1.

Purch•se of Keavy-outy Office Chair 
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Exhibit 10-E 
Evidence of Obligation 

Title 31, United States Code 
§ 1501. Documeatary eridence requirement ror Go,ernment ob-

1.iption, 

(a) An amount shall be recorded u an oblia~tion of the United States 
Government only when supported by documentary evidence of-

( I} a hint.ling ngr«•mt'nl hc.·I Wl'l'II 1111 11~l't11.·y 111ul un11lhl·1 111.·.-~••11 (in• 
cludina an aaency) that j.,_ 

(A) in writina, in a way and form, and for a purpose authorized 
by law; and 

(B) exQ:Uted before the end or the r,eriod or nvnilnbility for (lbli­
gation of the appropriation or fund u~ for ~pccilic g1k>ds 111 ~ 
delivered. real property to be bought or leased, or work or st'rvk.: 
to be provided; 

(l) a Joan agrument showing the amount and terms of repa)·mcnt; 

(3) an order required by law to be placed with an agency; 

(4) an order Issued under a Jaw authorizing purchases without adver-
tising-

CA) when neca.."illry bccaui;c of a 11ublic exigency; 

CB) for perishable subsi.stence supplies; or 

(C) within specific monetary limits; 

4---- (It) A statement of obli1ations provided to Congress or a committee of 
Congmia by an agency shall include only those amounts thar are obligalion~ 
conailtent with subsection (a) of this section. 

(1) Obligations are the key point of financial decision and control in the Federal Government. 
Through appropriations and other measures, Congress provides budget authority which enables 
agencies to incur obligations. Once an obligation has been incurred, Congress and the agency 
nonnally have little control over the ensuing outlay. 

(2) Obligations may be incurred in a number of ways: awarding contracts, placing orders, accepting 
goods and services, and other actions in which the Government commits itself to make payment 
to another party. 

(3) Agencies are required to have documentary evidence of obligations. These documents may 
include requisitions, contracts, letters of intent, grant notifications, and other concrete evidence 
of the Government's commitment. A unilateral or wholly internal action (such as a 
memorandum for the files expressing intent to set aside funds for a particular purpose) which 
does not establish any commitment would not constitute an obligation. 

(4) Congress may be interested in the status of obligations for a number of reasons: to ensure that 
appropriated funds have been properly used; to determine whether funds have been impowided; 
or lo detennine the amounts of previous appropriations available for future use. 

SOURCE: Title 31 of the United States Code, Section 1501. 
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Exhibit 10-F 
Budget Execution Report 
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(1) A Report on Budget Execution {Standard Fonn 133) is submitted to 0MB within 20 days after
the close of each month. A single fonn is submitted for each appropriation or fund account. A
copy of the fonn prepared after the close of each quarter of the fiscal year is submitted to the
House Appropriations Committee.

(2) The budget execution form is divided into three sections. The entries in the first of these sections
•- #Budgetary Resources" •· correspond to those on the Apportionment Schedule. This part of
the fonn itemizes all the resources available in the account.

(3) The middle section of this form •· #Status of Budgetary Resources# •· shows how available
resources have been applied. It reports on the obligations incurred, resources which remain
available for obligation, and unobligated resources which are not available for obligation
because they have not been apportioned for the period covered by the fonn or have been
impounded.

(4) The final part of the fonn relates obligations to outlays and accrued expenditures. Accrued
expenditures represent monies owed which have not yet been paid ouL

SOURCE: Office of Management and Budget. Standard Form 133. 
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Exhibit 10-G 
Reprogramming Practices: Department of Defense 

2 -+---

1. Congressional Prior Approval Re.Program­
mings occur when DOD increases acongressional· 
ly approved procurement quantity for certain 
weapon systems, or involves items which are 
know to be or nave been designated as matters 

3 

of special interest to one or more commit· 
tees, regardless of the dollar amount. Addi­
tionally, when DOD uses its general transfer 
authority to fund a program, the directive re­
quires the military aepartaenta to follow the 
procedures outlined therein. Congressional 
prior approval reprogruaainga require ap-
proval by the secretary or Deputy secretary 
of Defense. 

2. Congressional Notification Reprogramming• 
are initiate<f when the reprograaninga will ex­
ceed established dollar threshold• for the 
various appropriation accounts or would in-
itiate new programs or line items which would 
result in significant follow-on coats. They 
require approval by the Secretary or Deputy 
Secretary of Defense. 

3 . Internal Reprogramminga are accounting 
tions for realigning or reclassifying dollar 
amounts within or between appropriation ac-
counts . These actions do not involve changes 
from the purposes and amounts justified 1n 
the budget presentations to the Congress . 
They require approval by the Assistant 
Secretary of Defense (Comptroller) and pro-
vide audit trail information to the congres-
sional committees. 

ac· 

4 _...,_ _____ , .Below-Threshold Reprogramminga are those 
that do not meet the criteria for prior ap· 
proval or notification. These actions do not 
require approval by the Secretary or Deputy 
secretary of Defense and are handled within 

(1) 

(2) 

(3) 

(4) 

the individual service .•. 

Reprogramming occurs when an agency shifts funds from one program or purpose to another 
within the same appropriation accowit. A shift of funds between accowits constitutes a transfer. 
There are no Government-wide rules for reprogramming. The rules vary among Appropriations 
subcommittees (and sometimes the authorizing committees). Each agency has its own 
procedures for initiating these actions and submitting them to Congress for review. 

In the Department of Defense (from which this exhibit is drawn), the actions which require 
advance approval of the relevant Appropriations subcommittees and the House and Senate 
Armed Services Committees pertain to transfers between accowits, increases in the number of 
weapons to be purchased, and matlers of special interest to Congress (as reflected by statements 
in committee reports). 

Congress must also be notified when reprogrammings exceed certain threshold dollar amounts 
or when new programs or line items (such as weapons systems) are initiated. Internal 
reprogrammings -- minor shifts which do not entail changes from the purposes or amounts 
presented to Congress - do not require congressional notification. 

Below-threshold reprogrammings are reported to Congress periodically. The thresholds vary 
among different categories of e~nditure. 

SOURCE: General Accounting Office, Budget Reprogramming: Department of Defense Process for Reprogramming 
Funds, Report No. GAO/NSIAD-86-164BR. July 16, 1986, page 8. 
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Exhibit 10-H 
Notification of Reprogramming Action 

UNQASSIFIID 
Cl.UIIIIICATIOa 

_,_,,,... 

1 a1NOGAAMING ACTION --- l ............. t 
l'rllcu-t. 11Npo,11 w Trldled C..t 'ttlltcles, ,.,_, . ,rn-1,A --- ...._. .. ...,__..,....., ".,_.,. 

~~~· !.:±, .. .'!!:: t. -~- ----- -- - _,_ - - - -. • C • I . • . • ' T 

2 allQ!! Affll§!V!I, ACnON 

4 

Tfth ,.,,...,.,,. ICtl°" h Wllettu-1 tor ,rlor .,.,...,,1 MQIIM tt tro,o111 I trlftlhr 
ef ru ... , wl\llln U.. M CV,A lffroprhtlM ti,,_,,. ... ,u-1 a-1 ,.,., 111 rY lMI aftd 
n 1111. TIie 111CrtUt h tor a ....... ,rtwtt;, It.a ... M ""'-- 11111Ury ,..,,,_,,o, \Nft U.. tt- tor wll lch tw~ • .,, .,;,,,..11, ..,._,.,ed. These ICt lOftl 
.. , a ll - l nhtratht and 1eta1 ,_,,_nh of u,. Co,,tren, •""' l\a•• not -n _ 
pre•l.,117 ... ,ff by the (0"9rtU. hh rtt~••lnt h n'1ected 111 tllt P'Y !Ma aftd 

P'Y 1,., col-• or 'J' FY 'T/1991 ~T""'•l r•'· I I I I 
L---

&f'lQGWl!Ki JNCBU,S : -- Proc,,,Cl!l"1• MIIR!iinJ: l ed lc1s;1t1i1 '2.!IIIS ~!!1, 111. i!!lll1 .llg 

3 

ludgtt Actl•lt7 I: Tr1eted C••t V1htclu 

All, ... Tank S.rtu(NY') UC l,6Jl,t5G MO l ,UJ,95G +Z, +40,000 Mt 1,ffl,tSO 
LAU A4• , roe(") :¼tr.ffi :Htffl • :Htffi 

J r· ,,01 J·· ·· L 1~J 1· 11

• £1,LAIIATJON: TIies, """' P rt Z, dill ta,..,, u tr t llt U •or~l t ,,., f 
curr1nt _,\tlyoar tOfttrlCU aftd • l•U ln ,.,_ overall t - or - •••l u tlo• of t~ 
1rwortd forcr ' " tM acth• •ftd Nit'"•• COIIPOflllnt forc,t ltNCt"'"' · Tht1 act ion U 
•~ut red to h1pl - nt kct Ion UU or ti.. N . 1989 OoO AutnorUlt Ion ~t. 

(1) Some agencies, such as the Department of Defense, have special procedures and forms for 
reprogramming actions. The reprogram.ming is reviewed at senior levels of the agency before 
it is submitted lo Congress. 

(2) In this case, the reprogramming is submitted for prior approval -- the funds may not be shifted 
without express authorization from the relevant committees. In other instances, the 
reprogram.ming is submitted on a "notification" basis, without the requirement of prior approval. 

(3) Note that the reprogramming is not for an item "previously denied by the Cong~. H It is a 
common rule that reprogramming cannot be used to obtain funds for a purpose previously 
rejected in the appropriations process. 

(4) This part of the schedule shows the activity to be increased; another part (not shown here) reports 
on the activities from which funds are to be taken. Both the increase and the decrease (which 
offset each other) occur in the same appropriation account. 

SOURCE: House Appropriations Committee, Department of Defense Appropriations, Fiscal Year 1990 (hearings), Part 
6, page 817. 
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Exhibit 10-1 
Status of Old and New Balances in the Fixed Accounts 

STATUS OF OLD ANO NEW BAUNCES IN THE FIXED ACCOUNTS ...,.1,,e 
1. THE -T1D IIALANCQO,AMOUNTS~Y .. THE-IUIIPI.Ul11191AIITHOAlYARE CNtCELmON 
~ .. , .. ,,. __ .. ,....... __ ..,..,.__.,,v, ...... ___ 

2 --- 1. IIOIT0.-T1D-0,AMOUNTSCUNIINT\.YINTHEIIACeOIMT'l'n!IIT--II-YUAIOU>MIE 
-...:,C)NIWICHl,INI. Tlm--......... --..... ■--flN1NI----. 
----~AYIIENTa TMAT 'MU.• IIADli rt MAY l, tNt, 

a. THE MST Of THE 0.-TU> IAlNCEI IN THE II A000UNl1-CNICII.II), AT THI IND o, 
THE l'0U0WNa l'IICAI. VIAIII: 

y _ ___,_ ...,.,._.......,. 
,v,_ 
NI-
NIIN 
NIW7 
NIIN 

.. _ .. _ .. _ .. _ .. _ a.-.. _ .. _ .. _ ~ ....... --- I 
II-~ .. _ ........ ~ .... I 

3 --- 4. THE-TIDMUHCU .. ntECURRIE>IT-.US,_Alll"-ACIID'MT!llME091.JQATIDMLAHCUINTHI 
Q-,,-ACCOUKTS~CNICIILIDAIPQI.I.OWS: v---~ ~:= Ii::: Ii::: 1:::: 1:= 1; b.... 1 

I , ALL~ 1D1P1111D IAlJIHCtS WIU. K <:NICE.GI AFrlll l YUM. y---~-= 
FY "" Nltu 
NIN3 
NIN4 ,v,_ 

(1) This exhibit shows the transition from the "M" account system in effect prior to 1991 and the 
new system of expired accounts now in effect. 

(2) Unobligated balances carried over from fiscal year 1988 and prior years have been canceled; 
obligated balances carried over from fiscal 1983 and earlier have also been canceled. The 
obligated balances carried over from fiscal years 1984-1988 are to be canceled according to the 
schedule shown here. 

(3) Beginning with fiscal year 1989, when an account expires (and the funds in it are no longer 
available for new obligations), remaining balances are to be held in expired accounts (which 
retain their fiscal year identity) for another five years. At the end of this period, expired accounts 
are closed and remaining balances are canceled. 

SOURCE: Office of Management and Budget, Bulletin 91-<17 (Exhibit m-B), January 17, 1991. 
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Exhibit 10-J 
Presidential Impoundment Messages 

.. ,en&l .. , otO•U 

~-~·~ aeport P\&nll&nt to s.nlea 101, et•·'•,,., •• 
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Pevnwot er Pt ~ 

ft""1 -...•Larr n-9,-e. tU,lU,711 

~nt ot Aawliticm, IJ,zflf I rm te .. Ltu...i, ....... , .............. . U2,2PR APA 
219/UDH 
21■/02D>4 

a1-ae1t·o-1-011 

•Un ,-u....... ... ... 22 ,oo AAA 

&.evu e11tu.rUy (1ft ad4it.ion to IMC, 
101')1 

I:ll Antidefici•IIC)' k:t 

r:::r o~er ___ _ 

YJ'l'e ., i..,..t .. , .... n,, 
D ANNd !:il'. ~ropriatioll 

Sept. )0, lHl 
°!ir NYltiple-year $•pt, ,A, lftD I !::J; Contract &Y~ority 

(axplr•tion ti.at.-) I 
0 Vo-YHZ' 1 __ -_r"T ____ ---::_.,..:::;___"7"',e;_ __ _ 

cc,,,ar1991 

Account 
MPJ'PRrt est en i.Dlla1 

Proc,,r-t of _,,1uon, J.nty •• 21'/ UDH U•lOH·O•l•OSl t 72, )00,DOO --t of _,uon, Arwy •• 218/ 0JDH U•lOH•O•l•Olll 2)7 7AA PAP 
no,000,000 

IHMC&llf&Ul Tiu• &ppl"Clf'rhti011 p..-iclu for tba proc:ll.rWl'lt, prodYc:tion and 
-lficet •11 of ....anit10ft, epecieliaod oq,.&i..-nt, t;ra1111nt dwicae and 
O¥p&M10ft of tacilitiu. Tb•M fllnda wre providad tor tJ>e •••19'1 and =.,~~•;

1
::t.u aDJt expl-lve prod,.ction fac111ty at u. Lolllei..,.. A.1'9:, 

CRS - 181 

1 

4 

(1) Every deferral and resc~ion has a unique alpha-numeric identification. Deferrals are prefaced 
with the letter "D"; resc~ions begin with the letter "R." Resc~ions and deferrals are numbered 
sequentially by fiscal year. D90-11 is the 11th deferral reported for fiscal year 1990. 

(2) The President notifies Congress of every resc~ion or deferral in a message that sets forth the 
reasons for the action and the estimated fiscal and program effects. If the President fails to report 
a resc~ion or deferral, the Comptroller General may notify Con~. His notification has the 
same status as a presidential report. 

(3) Deferrals arc permitted only for the purposes set forth in the Antideficiency Act. These purposes 
are: (a) to provide for contingencies, or (b) to achieve savings made pos.sible by efficiency or 
changes in requirements. "Policy" deferrals are not authorized. 

(4) The message identifies the account affected by the deferral or resc~ion by reference to the 
account number and the 0MB identification code. 

SOURCE: House Document No. 101-149, February 6, 1990, page 6. 
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Exhibit 10-K 
GAO Review of Impowidment M~ges 

Dep&rtaent of U,e Aray 
Proeur-at of -onltlon, A,-y 
MOw,t Deferred, f)l0,000,000 
21!/12014 211/0j0)4 

'llwN faa•• wro pro•i ... for tllo •••itn aa4 oen■triaetio• of 
•• llDlt ••plo■i•• p,'_o<l11Ctlon fac:lllty at tb• LoGlalana Aray 
-...1t1on Plant,V T1'o p,,rpoH of the faelllty •• to 
rHpoDII to a •crltical 1hortfall la Ula Aray'■ aob1Uut1on 
NH reqdr-at . • • • .. p . ... 235, lOOtb Coo,., 
lat I•••• l l O (lt17), 
Aa IPl'■•louely ■tat-4, the l apoun"-nt Control kt pena.lt• 
deferral■ •to oebloH •••1119■ ...,_ poHl blo bf or throQCJb 
cbanlJ•• la roqulr-nt■.• 2 0.1.c. I 11,1111. TM 
fll0,000,000 1• bel111 cSofarrocS hero bocooN of ch•D9•• ln 
roqoir-nt■ ln •1" of •pr-1■1119 , .. olos-,oot■ in 1:lle 
lodot Onion and &aatern luropo. • 11'8 ju■tiflcatio.n for the 
4oforral further ■tat•• that: 

"Ao • roeult of U..ao cha"90■, the Depor-nt h 
in tbo pcoeeaa of eonducti119 • rH iew of ■ll 
-1111Jtlon and production facl lltiea, incllldlnt 
tho JDI f■elllty, to ••tenilne fatur e 
raqolr-nt■, • 

The •r• oll41U on of t hla ••ntenc:o h not• oufflc:lenUy ----~ 2 
4et■1lo4 or roaaoa-4 ••planotlon f or the 41forrala, Ao 
41acua■-4 &bo••• ■action 1013 of tho l■pounclaent Control Act 
roqGlrea that the reaaooa for a deferral loe f QJ.ly ••plained 
lo order t o per■lt Co1>9r••• to dater■ln• ••tbor a deferral 
1■, lo fact, a proper •••rc:i•• of the Prea14ent' • aothorlty 
w,4or the Act ... ro, the M■.lnl etratloe 91••• no aore than 
• 9eeerali•.d aeeortion t hat a •ra•i aw" of -unltioo ar>4 
pcoduction h c:llitiea h belot col>duc:ted. IUCb a broacl 
jcaotiflc:at lon c:01114 be ••••rt_, for a ny n..,.r of ■llitary 
PC'Dtr•• 8"99Ut1Dt t.b&t the c:hoico of 4eferri"9 flOD4a fo r 
tbla pertlcllla r prDtr• relatea l ••• to the routine 
operation of the 90•••-nt thaJ\ to an oaoeutive poliey 
choic:o concernin9 whethet the IIDI facility •boQJ.d or ■hould 
not loe fund ... Therefore, thi• deferral i• not •uthoriaed. 

3 - Mte that the bal.lt of tho &aount 4eferro4, 0)7, 700 ,000, 
--,-----~ h only _,,alla.ble ul\tll the end of t hh flac&l r.a r , 

-- lept-ber lO, lttO. Therefore, the re•i" aad ecioion 
r09ardi"9 th• IIDI facility •t •uc:h a late dat.o effeeti•e ly 
Plltl tho .01 fund■ 1D jeopardy of l apai119, TIil■ could 
create a eitaation in which the ti•e , ... 1nt119 in tho fl■cal 
,-ar wQlcS be i neafflciant to pr...,ently obli9at e th• fund• 
for coo•truction of t.bo IIDI facil ity tbua lo..Si119 to a 
potential~~ r•oc1■aioe. 

(1) The Comptroller General reviews each impoundment and notifies Congress of the relevant facts 
and probable effects of the rescission or deferral. This review by the Comptroller General 
pertains to Deferral 090-11 shown in Exhibit 10-1. 

(2) A major concern is whether the particular deferral is pennitted wider the Antideficiency Act 
To make this detennination, the Comptroller General must have a specific justification of the 
action. Here, he concludes, the deferral is not authorized because the justification did not meet 
Antideficiency Act requirements. When the Comptroller General finds that a resci~ion or 
deferral is not authorized, the funds must be made available for obligation. If they are not. the 
Comptroller General can bring a suit to compel their release. 

(3) In reviewing deferrals, the Comptroller General must ~ whether a deferral for the entire 
(or most of) the fiscal year effectively would cause the funds to lapse, and thereby constitute a 
de facto rescission. When the Comptroller General detennines that a deferral constitutes a de 
facto rescission, he reclassifies the impoundment as such. Congress then has 45 days within 
which to enact a rescission bill. 

SOURCE: House Document No. 101-156, March 12, 1990, pages 8 and 9. 

,, 
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Exhibit 10-L 
Congressional Control of Impoundments 

GENERAL PJlOV1810N8 

( RISCl88l0N8) 

~IX:· 201. Of the funds provided in Department of Defense Appro­
pnab<?ns Acta and Military Construction Appropriation• Acts, the 
followmJ fund.I are hereby rescinded from the following accounts in 
the specified amounts: 

Military Personnel, Air Force, $104,484,000; 
Operation and Maintenance, Anny, $80,800,000· 
Operation and Maintenance, Navy, $39,500,000;' 

* * * * * 
EcoNOMIC DEVF.LOPMENT AND RF..GULATION 

(INCLUDING RESCISSION I 

For an additional amount for "Economic development and regula­
tion" , $50,000: Provided, That or the funds appropriated under this 
heading for fiscal year ending September 30, Hl90, in the District of 
Columbia Appropriations Act, 1990, approved November 21, 1!)8!1 
(Public Law 101-168; 10:1 Stat. 1269), $10,498,000 are rescinded for a 
net decrease of $10,448,000. 

* * * * * 
R.EPAYMllNT OP' LoA.NB AND JNTERE81' 

Of the £unda appropriated under this heading for fiscal year 
endl.n, September 80, 1990 in the District of Columbia Appropria­
tiODII Act, 1990, approved November 21, 1989 (Public Law 101-lGS; 
103 Stat. 1272), $12,336,000 are reecinded. 

(1) Although the Impoundment Control Act of 1974 provides for special rescission bills, Congress 
can rescind appropriations in legislation or appropriations acts, without using the procedures of 
that Act. The rescissions exhibited here were made in a supplemental appropriations act. 

(2) Congress may rescind all, only part, or none of the funds proposed for rescission by the President. 
The volume of proposed rescissions fluctuates considerably from year to year, as does the 
percentage rescinded by Congress. 

(3) Although it is not shown here, Congress also can disapprove a deferral in substantive legislation 
or an appropriations act. However, pursuant to court decisions which have held the legislative 
veto to be unconstitutional, Congress may not disapprove a deferral by means of an impoundment 
resolution, the method set forth in the lmpoundment Control Act of 1974. 

SOURCE: Public Law 101-302, Dire Emergency Supplemental Appropriations Act for Fiscal Year 1990 (104 StaJ. 218, 
240, and 242). 
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In the course of operating its programs, a Federal agency takes many actions affecting 
its financial condition. To ensure that resources are properly and efficiently used, an agency 
must be informed of the financial implications of its actions and must establish practices 
and procedures governing how its resources are used. These practices and procedures 
comprise the financial management systems of Federal agencies. Broadly conceived, 
financial management extends beyond the purely financial operations of an agency to its 
capacity to perform the tasks required of it with the resources at hand. 

0MB has defined financial management to include a11 systems that: ( 1) collect, analyze, 
and report data for financial decision-making; (2) process, control, and account for financial 
transactions and resources; and (3) generate financial information in support of an agency's 
mission. Financial management reaches to budget formulation and implementation, property 
and inventory control, the management of grants and contracts, personnel and payroll 
systems, and procurement practices. Two 0MB documents, Circular A-127 and Financial 
Management and Accounting Objectives (portions of which are shown in Exhibit 11-A), 
prescribe the policies and procedures to be followed by Federal agencies in developing and 
operating financial management systems. 

Responsibility for financial management is divided among several agencies, as displayed 
in Exhibit 10-A (in the preceding chapter). Both 0MB and GAO have issued guidelines 
pertaining to internal control and financial management. Through its cash and 
debt-management operations, the Department of the Treasury also has a major role in 
defining financial management requirements and practices. These agencies participate in 
the Joint Financial Management Improvement Program (JFMIP). In 1991, they established 
the Financial Accounting Standards Advisory Board to help 0MB, GAO, and the 
Department of the Treasury fulfill their responsibilities for financial accounting and 
reporting. 

Various laws establish responsibility for financial management systems that provide 
complete and timely disclosure of the financial results of agency operations; adequate 
financial information for agency management and for the formulation and implementation 
of the budget; and effective control of receipts, expenditures, funds, property, and other 
assets. These laws include: 

the Budget and Accounting Act of 1921 (Public Law 67-13); 

the Budget and Accounting Procedures Act of 1950 (Public Law 81-784 ); 

· the Federal Managers' Financial Integrity Act of 1982 (Public Law 97-255); and 

the Chief Financial Officers Act of 1990 (Public Law 101-576). 
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These and other laws set forth two basic requirements -- that agencies maintain 
accounting and other information systems that provide reliable information. and that they 
maintain systems of internal control (sometimes referred to as management control) to 
ensure that resources are properly and prudently used. Their information systems determine 
what agencies know about their operations and whether they are sufficiently informed to 
take corrective action when problems arise. Internal controls are designed to ensure that an 
agency has systems in place to protect against the misuse of resources. 

The Chief Financial Officers Act of 1990 directs 0MB to develop a five-year plan for 
improving financial management systems. and to report annually on progress in 
implementing its plan (see Exhibit 11-B). The requirements for the five-year plan are 
excerpted in Exhibit 11-C. This law. and associated requirements. are likely to enhance 
attention to financial management issues in the years ahead. 

Accounting and Budgeting 

The accounting system is the source of basic data on an agency's financial condition and 
operations. At one time. accounting was generally viewed as an isolated activity that was 
separated from the overa]l management of an agency; nowadays. however. it is increasingly 
viewed as a vital part of the agency managerial capacity. In line with this broader orientation. 
substantial efforts have been made in recent years to upgrade and modernize Federal 
accounting systems. The three principal objectives of these efforts have been to standardize 
accounting systems and principles, to integrate accounting with other financial management 
activities, and to link accounting and budgeting systems. 

Standardization of Accounting Systems 

From about 1950 to the early 1980s, accounting in the Federal Government was highly 
decentralized. Agencies were encouraged to insta]l accounting systems that served their 
particular needs, and within big departments. individual divisions or bureaus also were 
encouraged to establish specialized systems for their own use. Decentralization led to 
extreme fragmentation. with the Federal Government operating hundreds of separate 
systems that were unable to communicate with one another. It was not uncommon for the 
various systems to record transactions inconsistently and for the accounts maintained at the 
bureau level to be incompatible with those maintained by the department. 

Within this fragmented arrangement. the GAO has responsibility for prescribing 
Government-wide accounting standards and for certifying agency compliance with these 
standards. The current standards have been issued as Title 2 of GAO's Policy and 
Procedures Manual for Guidance of Federal Agencies. The principles underlying these 
standards are set forth in 31 U.S. C. 3512. which requires the head of each executive agency 
to establish accounting and internal control systems which provide: (1) complete disclosure 
of the financial results of agency activities; (2) adequate financial information needed for 
agency management; (3) effective control over. and accountability for. assets; (4) reliable 
accounting results and reports that are the basis for preparing and supporting agency budget 
requests and for executing the budget; and (5) suitable integration of agency accounting with 
the Department of the Treasury's central accounting and reporting responsibilities. 

From time to time. GAO reviews agency accounting systems -- it generally does not 
review particular transactions, although it samples some to ascertain whether the prescribed 
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rules are followed in practice - and recommends changes in them. Incomplete and inaccurate 
data, and agency failure to conform to established principles are among the shortcomings 
most frequently found by GAO. Exhibit 11-D contains excerpts from a GAO review of the 
Navy•s accounting system. 

Efforts to standardize agency accounting systems have been promoted by the Joint 
Financial Management hnprovement Program. JFMIP has designed a standard general 
ledger for use by all agencies in recording receipts, expenditures, and other financial 
activities. It also has published core financial system requirements for all agencies. Some of 
these requirements are shown in Exhibit 11-E. 

Despite the emphasis on standardization, agencies are encouraged to supplement the 
core requirements with accounting practices that meet their particular needs. These 
.. customized" features are important for the second objective of contemporary accounting 
refonn -- to integrate agency systems with other financial management practices. 

Financial Management for Agencies 

Traditionally, financial management has served external requirements, such as those 
concerning the legal basis of expenditure. For this limited purpose, it sufficed to account for 
Federal finances in terms of obligations authorized or incurred (budget authority) and cash 
received or paid out (receipts or outlays). Accounting for obligations is essential to ensure 
that funds are spent properly, while accounting for cash is essential for the Treasury 
Department•s management of the Government's debt operations. 

In addition to these external requirements, an agency needs timely and accurate financial 
data to ensure that it is well managed. Two steps have been taken to make accounting systems 
more useful for agency management. One has been to integrate accounting with other 
financial management activities and the agency's management information systems. 
Modem accounting systems are linked to information systems that deal with payroll and 
personnel, procurement, inventory control, and other important management activities. The 
second step has been to supplement accounting for obligations and cash with cost-based 
accounts. Modem accounting practices in the private sector, and to a growing extent in State 
and local governments as well, focus on the cost of operations. The concept of cost is 
compared to alternative methods of accounting in Exhibit 11-F. 

Actually, cost-based accounting (and budgeting) is not new; cost-based budgets and 
accrual accounting were mandated by legislation enacted in 1956, but this requirement never 
has been fully implemented. The main differences between current practice and cost-based 
accounting arise when obligations or outlays occur in one fiscal period but the cost is incurred 
in another period. This situation commonly occurs in procurement or construction programs, 
certain credit programs, and in programs which maintain large inventories. 

A cost-based budget is one which records costs in terms of the goods and services 
consumed by each activity. This type of budget is useful in measuring the cost of performing 
an activity or providing a service. It sensitizes managers to their role in controlling expenses 
and in improving the efficiency of their operations. Most importantly, cost-based budgets 
and accounts tell agencies that accounting is not simply an externally-imposed requirement 
but a means of improving the management of their operations. 
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Relationship to the Budget Process 

The third thrust of contemporary accounting is to strengthen its relationship to the budget 
pr~. The Budget and Accounting Act of 1921 conceived of these processes as reinforcing 
one another, with decisions made in the budget providing the basis for the accounting 
structure, and the infonnation collected by the accounting system providing a basis for new 
budget decisions. For various reasons, over the years accounting and budgeting drifted apart. 
Typically, accounting and budgeting were located within separate organizational units, with 
little ongoing contact between them. 

In recent years, efforts have been made to link accounting and budgeting in agency 
financial management systems. A key development has been the establishment of a Chief 
Financial Officer (CFO) in 23 major Federal departments and agencies. As prescribed by 
the Chief Financial Officers Act of 1990, the agency CFO is to report to the head of the 
agency regarding all fmancial management matters. The CFO's responsibilities include 
developing and maintaining an integrated accounting and fmancial management system; 
overseeing all fmancial management activities relating to programs and operations of the 
agency; and monitoring the fmancial execution of the budget. The 1990 Act does not mention 
the role of CFOs in formulating agency budgets. It is highly likely that the budgetary role 
of CFOs will vary among Federal Agencies. 

The Chief Financial Officers Act of 1990 (see Exhibit 11-B) strengthened the leadership 
structure for Federal fmancial management by creating within 0MB the position of Deputy 
Director for Management (to serve as the CFO for the Federal Government) and the Office 
of Federal Financial Management, by designating CFO (and Deputy CFO) positions for each 
executive department and major agency, by setting up a Chief Financial Officers Council, 
and by making other changes. 

Internal Control (Management Control) 

The basic principle of internal control is that each agency should have the primary 
responsibility for ensuring that its resources are used properly and efficiently. The Federal 
Managers' Financial Integrity Act requires each agency to establish internal controls, in 
accordance with standards prescribed by the Comptroller General, which provide 
.. reasonable assurance" that: (1) obligations and costs are in compliance with applicable 
law; (2) funds, property, and other assets are safeguarded against waste, loss, or abuse; and 
(3) revenues and expenditures are properly recorded. 

The term .. internal control" refers to the procedures used by agencies to ensure that 
established policies with respect to financial management are followed. The Comptroller 
General has def med internal control as .. the plan of organi:zation and methods and procedures 
adopted by management to ensure that resource use is consistent with laws, regulations and 
policies; that resources are safeguarded against waste, loss, and misuse; and that reliable 
data are obtained, maintained, and fairly disclosed in reports ... 

0MB Circular A-123 (excerpted in Exhibit 11-G) sets forth policies and procedures to 
be followed by Federal agencies in establishing and reporting on their internal control 
systems. These guidelines require each agency to develop a management control plan that 
assesses the risk of various activities to waste or loss and to identify material weaknesses in 



Chapter 11. FINANCIAL MANAGEMENT CRS - 189 

their internal control systems. Furtbennore, agencies must periodically evaluate their 
internal control systems and take corrective action when necessary. 

In addition to agency self-evaluations, GAO annually reviews internal control systems 
and reports on any material weaknesses it has identified. The concept of material weakness 
is of fundamental importance in maintaining the integrity of internal controls. GAO has set 
forth a number of criteria that recognize that not all shortcomings entail the same degree of 
risk. In assessing whether a problem constitutes a material weakness, GAO advises agencies 
to consider the magnitude and sensitivity of the resources involved, conflicts of interest, 
violations of statutory requirements, and adverse publicity that would diminish an agency•s 
credibility. 

GAO issues an annual report assessing progress in improving agency fmancial 
management systems and in meeting the requirements of the Federal Managers• Financial 
Integrity Act. The report issued in November 1989 concluded that while some improvements 
had been made, the Federal Government still lacks internal control and accounting systems 
necessary to effectively operate many of its programs and safeguard its assets. Moreover, 
many of the weakn~ are long standing and have resulted in billions of dollars of waste. 
GAO urged that top-level officials and congressional committees take a more active role in 
encouraging and overseeing efforts to improve agency financial management. 

Financial Statements and Audits 

The Department of the Treasury requires all agencies to file a series of annual reports 
on their financial operations and condition. The Standard Fonn 220 reports on fmancial 
position and sets forth each entity's assets and liabilities, the basis on which major assets 
are valuated, significant restrictions on assets, any contingent liabilities, and other 
information necessary to fully report on its financial position. The Standard Form 221 report 
on operations covers the entity's activities, revenues and other financing sources, and 
operating expenses. Where they have the capability to do so, agencies should report on an 
accrual basis. These and other reports enable the Department of the Treasury to issue the 
United States Government Annual Report, which presents the fmancial results of all funds 
and accounts. 

Although prototype statements have been prepared by GAO, accounting firms, and 
others, the Federal Government does not produce a comprehensive financial statement that 
conforms to generally-accepted accounting principles. According to various GAO reports, 
deficiencies in accounting systems and internal controls -- especially with regard to 
inventory and other assets, contingent liabilities, and other claims on the Government, and 
the collection of debts and other receivables -- stand in the way of producing reliable 
statements. 

In recent years, GAO has constructed financial statements for a number of Federal 
agencies. (One of these, for the Food and Nutrition Service, is shown in Exhibit 11-H.) The 
Chief Financial Officers Act of 1990 directs Federal agencies to prepare f mancial statements 
for their revolving and trust funds and, to the extent practicable, for any units or activities 
which carry out substantial commercial functions. The Act also provides for six designated 
Federal departments and agencies (the Departments of Agriculture, Housing and Urban 
Development, Labor. and Veterans• Affairs, the Air Force, and the General Services 
Administration) to pilot test comprehensive financial statements which report on their 
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overall financial position, results of operations, and cash flows or changes in financial 
position, and reconcile these financial statements to relevant budget reports. Pilot tests were 
selected instead of comprehensive requirements because of concern over inadequate 
financial standards, the accuracy of data, and inadequate audit resources. 

0MB Bulletins 91-14 and 91-15, iswed in September of 1991, establish initial 
requirements for audits of agency financial statements and provide guidance for the 
preparation of such statements, respectively. 

The 1990 Act also calls for the required financial statements to be audited by the GAO 
or by an independent outside auditor. GAO conducts financial audits which examine, among 
other things, compliance with laws and regulations, internal controls, and the vulnerability 
of the agency to fraud or abuse. As Exhibit 11-1 indicates, GAO also conducts performance 
audits which assess the efficiency of operations, management practices, and program 
effectiveness. 
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Exhibit 11-A 
Financial Management Systems 

A9encie• •hall e•teblbh and aaintein a •in9le, 
intaqrated financial aana9-nt ayataa, which aay be 
•uppl ... ntad by •l.lb■idiary •y•ta ... O.te needed in thi• 
ayat.. and other a9ency ayateu ■hall be entered only 
once and tran•ferred autoutically to appropriate 
account• or other part■ of the ayataa or • •• 

* * * * * 
Financial .. na9...nt date ahall be recorded, •tored, and 
reported to facilitate budget preparation, analy•b, and 
execution. Data •hall be claaaifiad unitoraly and that 
claaalfic:ation, at a alniaua, aball be at a level of 
d.etail that directly aupport• execution of enacted 
bud9eta and fo.raulation of propoead bud9et•, without 
ucaaaive a9gregation or din9gregation. 

Accounting •no w1n11trat1v1 CNnd) control systea 
Each agency •hall oparata an accounting and 
adaini•trative (fund) control •yatea that is 
capable of providing for each account coaplete, 
accurate, and ti■ely data on th• atatua of each 
account, ahoving: 

Total budgetary re•ource• available for 
obligation within each legal li■itation, e.g., 
appropriation, apportio1U1ent, statutory 
li•itation, allot■ent, •uballotaent, or other 
adlliniatrative aubcHviaion; or agency 
li■itation, e.g., allowance, target, operating 
budget; 

Total valid obligations incurred to date for 
each l99al and agency liaitation, regardl••• 
of whether aufficient fund• ar• available to 
liquidate the obligation•; 
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(1) This document, 0MB Circular A-127, is one of several Government-wide guidances pertaining 
to financial management Other relevant policy statements are contained in the Treasury 
Financial Manual and Titles 2 and 7 of GAO's Policy and Procedures Manual for Guidance of 
Federal Agencies. 

(2) This circular (and other recent guidances) emphasizes the integration of financial systems. 
Integration means that all systems should conform to established principles and should record 
transactions in a consistent manner. When systems are integrated, an entry in the general ledger 
should generate a corresponding entry in other subsystems such as payroll records or budget 
accounts. 

(3) This statement, from OMB's Financial Management and Accounting Objectives, emphasizes 
that accounting data should support the budget process by classifying data at a level of detail 
appropriate for financial decisions. 

SOURCE: Office of Management and Budget, Circular A-127 (Financial Managtmtnl Systems), December 1984, peg~ 
2 and 5, and Financial Managemtnt and Accounting Objectives, Mareh 1985, Chapter 4. 
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Exhibit 11-B 
Chief Financial Officer 

1 --- .. , 902. Authority and funclion1 of agency Chief Financial Of'ficen 
"(a) An agency Chief Financial Officer shall- --------..-­

"(l) report directly to the head of the agency regarding finan-
cial management matters; 

"(2) oversee all financial management activities relating to 
the programs and operations of the agency; 

"(3) develop and maintain an integrated agency accounting 
and financial management system, including financial report­
ing and internal controls, which-

"(A) complies with applicable accounting principles, 
standards, and requirements, and internal control stand­
ards; 

"(B) complies with such policies and requirements as may 
be/re8Cribed by the Director of the Office of Management 
an Budget; 

"(C) complies with any other requirements applicable to 
such systems; and 

"(D) provides for-
"(i) complete, reliable, consistent, and timely 

information which is prepared on a uniform basil, and 
which is responsive to the financial information needs 
of ~ency management; 

"(1i) the development and reporting of cost informa­
tion; 

"(iii) the integration of accounting and budgeting 
information; and 

"(iv) the systematic measurement of performance; 
3 ----1----- "(4) make recommendations to the head of the agency regard­

ing the selection of the Deputy Chief Financial Officer of the 
agency; 

"(5) direct, manage, and provide policy guidance and over­
sight of agency f mancial management personnel, activities, and 
operations, including-

2 

(1) The Chief Financial Officers Act of 1990 (Public Law 101-576) established in law a CFO and 
Deputy CFO for all 14 executive departments and 9 major executive agencies. Until recently, 
the Chief Financial Officer (CFO) in most Federal agencies was an administrative appointment. 
The Department of Housing and Urban Development was the first department to have the 
position established in law. 

(2) The CFO of a department or agency reports directly to the agency head; the CFO's 
responsibilities cover accounting, internal control, the overall financial management system, 
and budget execution. 

(3) The Chief Financial Officers Act established in 0MB a Deputy Director for Management and 
an Office of Federal Financial Management (headed by the Controller). The Act also established 
a Chief Financial Officers Council, chaired by the 0MB Deputy Director for Management and 
consisting of the Controller of OMB's Office of Financial Management, the Fiscal Assistant 
Secretary of Treasury, and the 23 CFO's of executive departments and agencies. 

SOURCE: 31 U.S.C. 902, as added by Section 205(a) of the ChiefFUlaDcial Officers Act of 1990 (104 Stat. 2843). 
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Exhibit ll~C 
Financial Management 

"I 351Z. Executive a,ency accountln1 and other financial mana1e­
mHt reporu and plan, 

1 _...., ____ "{a l( l l The Director of the Office of Management and Budget ehall 
prepcre and 1ubmit to the appropriate committee. of the Congreas a 
financial management ltatua report and a governmentwide 5-year 
financial management plan. 

* * * * * * 
2 --+---- "(al(Al A governmentwide /'i- year financial management plan 

under thia subaection 1h11ll describt! the llCtivities the T>il'flci.or, the 
Deputy Director for Management, the Controllr~ of the Office of 
Federal Financial Management, and agency Chief Financia1 Officera 
shall conduct over ~he n~xt & fiscol yeara to improve I.he rmMcial 
management of th¥ Federal Government. 

"(Bl Each governmcntwide /;-year financi11ol m1U1aJement plan 
prepared under this subeection «hall-

"til describe the exi1tin1t financi11l mllDog0ment struc.1.ure and 
any changes needed lo e,;tablish an inuigrated financial 
management gyi;tllm; 

"tiil be consistent with 11pplicnblo accounting principles, 
standards, and requirements: 

·'(iii l provide a strut~ for developing and integrating 
individual a1:ency 11ccounting, finMCial inform11tion, und other 
financial management 1,ystems to ensure adequ11cy, consistency, 
and timelinei;.c; of financial information; 

"(iv) identify and make pro_poeah to eliminate duplicative and 
unneceuary ayatema, including eocoura,ing agencies to share 
1yatema which have sufficient capacity to perform the function■ 
needed; 

" (v) identify pro~ to bring es.Ung 1yat.em5 int.o oompli• 
ance with the applicable ■tandarda and requirement■ ; 

"(vi) contain mileat.on• for equipment acquiaitiona and other 
.ctiona neceaeary to lmplement the ~year plan conaiatent with 
the requirement.a of this leCtion; 

"(vii) ide.ntify financial management per■onnel needa and 
action.s to ensure thoee needs are met; 
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(1) The Office of Federal Financial Management is a new office established by law in 0MB. The 
Office is headed by a Controller who functions as the Chief Financial Officer in 0MB. Each 
major Federal agency has a chief financial officer whose responsibilities are described in 

Exhibit 11-B. 
(2) The principal objectives of the five-year plan arc to spur agencies to improve financial 

management systems, bring them into compliance with Government-wide standards and 
requirements, and integrate agency systems with Government-wide systems. 

(3) Implementation of financial management improvements entails substantial investment in 
equipment, databases, and personnel. The extent to which resources are available to implement 
the five-year plans will be determined by annual appropriations. 

SOURCE: 31 U.S.C. 3512, as amended by Section 301(a) of the Chief Fmancial Officers Act of 1990 (104 Stat. 2847). 
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Exhibit 11-D 
GAO Review of Agency Accounting Systems 

Findings 
1 __ GAO fou.nd that the Navy provided 

inaccurate and incomplete ftnancial 
poaition report.I to Treuury, lince it: (1) 
did not efl'ecti.ely auperriae, l'ffiew, or 
control report preparation to enau.re 
accuracy; (2) did not diecloee 
appronmately S58 billion in real 

I ~ property, undentatma property uaeta 
/.,.. by 34 percent and total ... ta by 18 

2 / percent; (3) did not diacloae $1.7 billion 
'-..._ iD ,uaranteed loana or data OD operating 

~ leuea for ahipa; (4) preeented account. 
receivable data that differed from the 
acc:ompaoyina support acheduln by 
$164.5 million; (5) uaed difl'ereot data 
aources, with diJTerent requirements, to 
prepare report.a for Treasury and 
Coogreu; (6) did not reconcile property 
recorda with it.a accounting 1y1tem; (7) 
did not develop 1ervice-specific 
guidelines for complying with Treasury 
reporting requirements; and (8) lacked 
controls to identify and correct problems 
occurring from du·al recording of aaeets, 
property recording delays, and minimum 
acquisition-reporting thresholds. 

Open Recommendations to 
Agencies 
Rec:ommendaUon: The Secretary of the 
Navy should direct the Navy 
Comptroller to: (1) prepare the report on _ 3 
financial poaition baaed on 1eneral ---+--­
ledger account data rather than budget 
neeution document.; and (2) monitor 
and take action neceuary to ensure 
adherence to e:a:isting procedures to 
reconcile balances of property 
account.inc activities with detailed 
property record balances contained in 
the real property management 1ystem. 

(1) For the most part, GAO audits systems rather than individual transactions. It does sample a small 
number of transactions to determine whether agency procedures and system requirements are 
adhered to in practice. 

(2) The shortcomings found here are among the most commonly cited material weaknesses in 
financial management. They include incomplete accounting of ~ts, underreporting of loans, 
and failure to integrate or reconcile data from different sources. 

(3) The general ledger standardizes accounting practices among Federal agencies. Data derived 
from the standard general ledger should be unif onn across all Federal agencies. The budget 
execution documents, by contrast, may differ among agencies and lack the completeness of the 
general ledger. 

SOURCE: General Accounting Office, Status of Open Recommendations: Improving Operations of Federal DepamnenJs 
and Agencies, Report No. GAO/OP-90-1, February 1990, page 95. 

.. 
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Exhibit 11-E 
Core Financial Systems 

Th• aca>U11tlng claulfic11lon code :l,INCIUrt Identifies each KCOW1t1n1 tra~lon by fund. Pf'OS"ll'I. or­
pniution, proj11C1, and object. Cv....,tly, a variety ol difffffflt 1c­
coun1inc dualllcatlon cod• IU"IIC'tUIW art wed by dlfftffl\l 
d~rtlllfnts and witJ,ln d~rtJMnb ol tM fld111I govtm.mfflL A 
,uind,rd, go.,1r11111111twldc dasslllation code SlnlCNrt wUI prvvlde • 
consistent~ for: 

• Coll501id.aling govffnfflffllwldt llnanNI lnlonNtlon. 

• lnt~Ung pl.:lnntng. budgdlng. and accounting on a consistent b4sls. 

• Capturing die., 11 the lowest lcv.t of d.Ull➔t th, point of dat.i entry­
on a consistent b.u!s throughout IM ag,ncy ln I INnnff th.it INUl'ts 

1h41 whc,, data Is rolled up to the Incl INt ii :1,1andardlz«i. lt Is con.sis• 
tt11t ~t tht Jt3nd~rdiud level. 

• Comparing and combining similar programs ICTOSS •cmcles and cal­
culating over.ti! program results. 
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(1) The "Core Financial System Requirements" issued by the Joint Financial Management 
Improvement Program in 1988 promulgate standards designed to produce greater consistency 
and reliability in agency financial systems. Each agency has been directed to implement systems 
that meet the core requirements. 

(2) The core system has five main components: (a) the aeneral ledaer, which contains accounting 
and fiscal information used in the preparation of financial reports; (b) hudaet execution, which 
monitors and controls the use of funds to help ensure that resources are used only for authorized 
purposes; (c) accounts payable, which record and control the payment of funds to others; (d) 
accmmts recejyaht«, which account for cash collections and debt management; and (e) cast 
accumulatjon, which measures the resources used in perf orrning a particular service or carrying 
out a program or activity. 

(3) The core financial system generates all standard budget and financial reports to 0MB, the 
Department of the Treasury, and Congress; accounts for assets and liabilities; and provides for 
funds control. The core systems are supported by subsidiary systems that provide detailed 
information on payroll, property, accounts receivable and payable, and other administrative 
operations. Also, agencies maintain program financial systems that provide unique accounting 
and reporting services for particular programs. 

SOURCE: Joint Financial Management Improvement Program, Core Financial System RequiremelllS, 1988. 
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Exhibit 11-F 
Flow of Financial Tramactions 

IIW\ teal 
teal order • tadal • • t:ariala W- biU 

1 
'lnmact.1on ll placad ... delt1'tNlt .,..., 

~ 
(iiiiuii! 

C~io■t.lOl\l .....,iti.r.) (tapaael (Q.ltlay) 

Ord■r for Cbligation 1■ 
•teriala narxd■du.i 

2 

i■ pl--'. ....s.11...-.t L--------- orderanda ~ to 
~tary -- ~. 

Material• - !tli■ i■ ncadld 
recal....S oc u • liability 
ccnstructiftly ( 8000Wlt■ payable ) , 
received. ... ~ to 

3 

~tocy, and .. 
• ~inlrde--
livered orders, 

Material• ■re O>et l■ NCIX'dad 

1..-dor .. . ~in 

-■-ed. 1-bol"yanda 

4 

ch£9e to pr09l"M 
ex- .tiunl■tratift 
ectivity. 

,-)'lleftt ia c:utl•y ia 
..,. for the ncordedua 
Ntttiala. reduction of 

a liability 
and a r-'uc-

5 

t1on to cuh, 

(1) This chart shows four types of expenditure entries: obligation, accrued expenditure, expense, 
and outlay. The transactions do not always occur in the same fiscal period. 

(2) The authority to obligate is provided by budget authority, such as appropriations. When the 
obligation is incurred, the amount of available budget authority is reduced. 

(3) An accrued expenditure is recorded and a liability is incurred when goods are received or when 
other transactions requiring payment occur. 

(4) A cost (expense) is recorded when goods or materials are consumed or withdrawn from 
inventory, not when they are received. 

(S) In this flow, outlays follow the recording of an expense or cost. The outlay precedes the cost 
when payment is made before the goods arc used. 

SOURCE: General Accounting Office, Policy and Procedures Manual for Guidance of Federal Agencies, Tille 2 
(Accounting), Appendix I, August 1987, page 12. 
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Exhibit 11-G 
Internal Control Systems 

Policy. Agencies shall establish and aaintain a 
coat-effective system of internal control• to ___ 1 
provide reasonable aaaurance that Governaent 
reaourcea are protected against fraud, waste, 
•iaJ1anag-ent or aisappropriation and that both 
existing and new prograa and adJlinistrati ve 
activiti•• are effectively and efficiently aanaged 
to achieve the goals of th• agency. The aystea 2 ahall coaply with the Integrity Act and the L-­
internal control standards developed by the General-­
Accounting Office and iapleaented by the circular. 
All levels of aanageaent ahall be involved in 
enauring the adequacy of control■• 

Required Agency Actions. Each agency shall aeet 
the following requireaenta in a coat-effective 
aanner . 

a. Maintain a c urrent internal control directive 
assigning aanagement responsibility for 
internal controls in accordance with this 
circular and the Internal Control Guidelines 
with the following provisions. Provide for 
coordination on internal control aattera among 
the designated internal control official, 
heads of agency components, program managers 
and ataffa, and the IG office or its 
equivalent . Establish administrative 
procedures to enforce the intended functioning 
of internal controls. 

(1) .. Reasonable ~urancc" is defmed by 0MB Circular A-123 to be a .. judgment by an agency 
head based upon all available information that the systems of internal control are operating as 
intended by the [Federal Managers• Financial] Integrity Act." 

(2) The Federal Managers' Financial Integrity Act (Public Law 97-255) establishes requirements 
for the maintenance and review of internal control systems. As provided in that Act, GAO issued 
Standards/or Internal Controls in the Federal Government in 1984. 

(3) Required agency actions include making ~ments of potential risks in their operations which 
n~itate corrective action or further investigation. These risk assessments are to be included 
in each agency's management control plan, which (among other things) identifies and monitors 
material weakn~ in its internal control system. 

SOURCE: Office of Management and Budget, Circular A-123 (Jnurnal Control Systtms), Augi$ 1986, pages 1 and S. 
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Exhibit 11-H 
Agency Financial Statements 

1---------
AaNUa 

2 --+-- 1'\nSs with 0.1. Tr_,ry Octa II 
Ac:l0Dunu .._ivabl• iwt ol &11-- foe 

doo.ibcful KICOl!lltl ,u .. '256,127; 
1H7 Q02, t5'l Aid ..,_. IIIKe 11 

Prafa~ , Pl.vlt, ..S ~S-C 11K of ~tat 
apreeuuon 11,u 12. ,121 1H7 S2,"21 

ftW AaaK.· 

t.ubillti•a 

Acc:cu\U Payable, Prillci p&lly ta Granues 
liaollrlta ~ 1'l'• -.ut"y ,~ 1 l 
llllt.s.-d l'llcd ~ (M)t.t l l 

Tow t.Labili~i•• 

3 - --lqu.ity of W O,S, ~C'TIIWlt: l~e ti 

~nded ~opciations 
lnvMUd Clpit.al 

1'>W Jquity ot tt-.e U.S. Qovet,-,t 

TOW UabilitiH ud D;uiey 

ll!!. 

Sl,ltt,'17 

265,720 

s. 737 

s2,p1,01• 

s 121, •s, 
4'7, 089 
u1 113, 

Sl. 457,279 

$ 526,597 
187, !9• 

$ 713,795 

s2.111,214 

Sl,'45,HO 

u,,,.. 

"' 
s1,•J'1' 1C 

S $970,M) 
SO4, '70 
12,10 

n 1s•1.eu 

$ 159, 456 
l l9.1U7 

s 2ae.,n 

s1,12s,,~, 

(1) This financial statement for the Food and Nutrition Service was prepared by GAO. It covers two 
fiscal years, thus allowing an analysis of changes in financial position. 

(2) Each of the main entries in this statement is supported by more detailed statements or by notes 
accompanying the financial statement. For example, the entry .. Fwids with U.S. Treasury" is 
supported by a Statemeru of Changes in Funds With the U.S. Treasury, which itemizes 
appropriations received, grant payments, administrative expenses, and other items. 

(3) This statement shows that the equity of the U.S. Government - the excess of assets over liabilities 
-- increased in 1988. Financial statements prepared by GAO for some agencies show liabilities 
exceeding assets. This situation is most likely when the agency's assets are preponderantly in 
the fonn of loans. 

(4) The notes accompanying the financial statement set forth significant accounting policies used 
in preparing the statement and elaborate the assumptions used in computing various assets and 
liabilities. 

SOURCE: General Accounting Office, Food and Nulrition Service 's Financial Statements for Fiscal Years 1988 and 
1989, Report No. GAO/AFMD-91-3, December 1990, page 23. 
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■. Financial Audits 

Exhibit 11 ·l 
Types of GAO Audits 

1. Financial statement IUdill determine (I) whether the fiNnclal statements ol an audi ted 
entity present lairty the financial position. results of operations. and cash nows or changes 
In linaneial position t1 ec:cordanee with generally accepted accounting pr1t1C1ples. and 
(b) whether the entity has complied with laws and regutation1 lor those transactions and 
events that may have a material ellect on the linancial statements. _..,._ 

2. Financial related audits include determining (a) whether lina.nclal reports and related 
items. such as elements. accounts. or lunds are lairly prnented. (bl whether linanc:el 
information is prestnted 1n accordance with established or slated cnter,a. and (c) whether 
the enti ty has adhered to specific l11'anetll compl,ance rtQutrements. 

C. Perto,mance Audits 

1. Economy and efficiency audits inetude determining (a) whether 11, e entity 1s acQuinNJ. __ .,__ 
protecting, and using its resources (such as personnel, property, and space) economically 
and elfictenlly. (b) the causes of inelllcieneies or uneconomical practices. and (C) whether 
the entity has complied with laws and regulallons concerning matters of economy and 
elhciency. 

2. Program aud,ts include determ1n,ng (a) tne eiitent to whieh the deswed results or 
benehts esl1bh1hed by the leg11l1ture or otl'le, aulhonttng body are being achieved. 
(bl the ellectr,eness of organ,zahons. programs. actrv,ttts. or !unctions. and (c) whetl'le, 
the enhty has comphed w,th laws and regulat,ons applicable to tl'le program. 

2 

3 

(1) GAO conducts two main types of audits: financial audits, which focus on the reliability and 
accuracy of financial statements, and perfaUDaoce audits, which focus on the efficiency Md 
effectiveness of operations. 

(2) GAO audit standards require a compliance assessment to detennine compliance with applicable 
requirements of Federal laws and regulations. They al.so require audits to assess internal controls 
and to identify any material weaknesses in them. 

(3) GAO distinguishes between .. economy and efficiency" audits, which deal with the efficiency 
of operations, and "program" audits, which include a determination of whether objectives are 
being achieved. In conducting perfonnance audits, GAO often undertakes a wide examination 
of an agency's management and operations. 

SOURCE: General Accounting Office, Government Auditing Standards, 1988 revision, Appendix A. 



Appendix A. HOW TO OBTAIN DOCUMENTS 
EXHIBITED IN THE MANUAL 

Members of Congress and congressional staff may obtain the different types of 
documents exhibited in the manual from various sources. 

Public laws cited in the manual are published in the Statutes-at-Large; a separate volume 
is published for each session of Congress. The Congressional Budget and hnpoundment 
Control Act of 1974 (Public Law 93-344; 88 Stat. 297), for example, was the 344th law 
enacted by the 93rd Congress, and may be found in Volume 88 of the Statutes-at-Large 
beginning on page 297. In addition, public laws ( or parts thereof) may be found in the United 
States Code, which is arranged by titles that correspond to major subject areas. Section 
20l(a) of the Budget and Accounting Act of 1921 (31 U.S. C. 1105), for example, is found 
in Title 31 ("Money and Finance") of the Code at Section 1105. Provisions of law 
establishing congressional budgetary procedures are codified in Title 2 ("The Congress") of 
the Code. Up-to-date versions of the Congressional Budget and Impoundment Control Act 
of 1974 and the Gramm-Rudman-Hollings Act are published periodically as committee 
prints of the House and Senate Budget Committees. 

The standing rules of the House and Senate may be found in documents of the respective 
Houses that are issued each Congress. The standing rules of the House are included in House 
Document No. 101-256, Constitution, Jefferson's Manual, and Rules of the House of 
Representatives of the United States (102nd Congress), published in 1990. The standing 
rules of the Senate are included in Senate Document No. 101-25, Standing Rules of the 
Senate, published in 1990. The precedents of the House and Senate also are published 
periodically as documents of the respective Houses. 

Public laws, legislation, and documents and reports of the current (and immediate past) 
Congress may be obtained from the House Document Room (225-3874) in the Ford House 
Office Building or the Senate Document Room (224-7860) in the Hart Senate Office 
Building. Hearings and prints are issued directly by committees. Historical collections of 
some congressional publications are available through the House Library (225-0462), the 
Senate Library (224-7106), and the Congressional Research Service (707-5700). 

Certain budgetary publications of executive and legislative agencies are routinely 
distributed to congressional offices. Copies may also be obtained from the legislative affairs 
office or the publications office of the particular agency. For selected agencies, the 
appropriate telephone numbers to call regarding publications are: 

·CONGRESSIONAL BUDGET omcE 
·GENERAL ACCOUNTING OFF1CE 
·OFF1CE OF MANAGEMENT AND BUDGET 
· DEPARTMENT OF THE TREASURY 

226-2809 
27S-6241 
395-7332 
566-2401 



Appendix B. l\fiLESTONES IN THE DEVELOPMENT OF 
THE FEDERAL BUDGET PROCESS 

1789 Constitution, Article I, Section 7 
Requires revenue bills to originate in the House. (By custom, appropriations measures 

also originate in the House.) 

1789 Constitution, Article I, Section 9 
Requires the enactment of appropriations before expenditure, and a public statement of 

receipts and expenditures. 

1802-1867 House and Senate Rules 
House Ways and Means Committee established as a standing committee in 1802; House 

Appropriations Committee established in 1865. Senate Finance Committee established in 
1816; Senate Appropriations Committee established in 1867. 

1837 House Rule XXI 
Bar against unauthorized appropriations and bar against appropriations in legislation. 

1850 Senate Rule XVI 

Bar against unauthorized appropriations. 

1870, 1905-1906 Antideficiency Act 

Requires apportionment of funds to prevent over-expenditure. Amended in 1950 to 
permit budgetary reserves and in 1974 to restrict such reserves. 

1921 Budget and Accounting Act of 1921 

Provides for an executive budget system; established the Bureau of the Budget and the 
General Accounting Office. 

1939 Reorganization Plan No. 1 (Executive Order 8248) 

Transferred the Bureau of the Budget from the Department of the Treasury to the 
Executive Office of the President and expanded the Bureau's role. 
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1946 Employment Act of 1946 

Requires the President to submit an annual economic report to Congress; established the 
Council of Economic Advisers. 

1946 Legislative Reorganization Act of 1946 

Provided for a legislative budget, which was abandoned after several years. 

1950 Budget and Accounting Procedures Act of 1950 

Established requirements for budgeting, accounting, financial reporting, and auditing. 

1967 President's Commission on Budget Concepts 

Adoption of the unified budget. 

1970 Legislative Reorganization Act of 1970 

Provided for 5-year budget projections and expanded the role of GAO in program 
evaluation. 

1970 Reorganization Plan No. 2 (Executive Order 11541) 

The Bureau of the Budget was renamed the Office of Management and Budget. 

1974 Congressional Budget and lmpoundment Control Act of 1974 

Established the congressional budget process, House and Senate Budget Committees, 
and the Congressional Budget Office. Also, established procedures for legislative review 
of proposed rescissions and deferrals. 

1980 Reconciliation Process 

Reconciliation process used for the first time as part of the first budget resolution. 

1982 Federal Managers' Financial Integrity Act 

Required ongoing evaluations and reports on each agency's system of internal control 
so as to provide reasonable assurance that obligations and costs are in compliance with law, 
revenue and expenditures are properly recorded, and assets are safeguarded against waste, 
loss, or unauthorized use. 

1985 Balanced Budget and Emergency Deficit Control Act of 1985 

Established deficit-reduction goals and procedures (sequestration) aimed at balancing 
the budget by fiscal year 1991. Also, made extensive amendments in the Congressional 
Budget Act of 1974. 
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1987 Balanced Budget and Emergency Deficit Control 
ReatTll"lllation Act of 1987 

Revised the sequestration process, extending the goal of a balanced budget until fiscal 
year 1993 and requiring that the 0MB Director detennine if a sequester is necessary. 

1990 Budget Enforcement Act of 1990 

Revised the sequestration process, abandoning fixed deficit targets in favor of adjustable 
targets and establishing two new procedures: discretionary spending limits, which cap 
annual appropriations, and pay-as-you-go, which requires that action on spending outside 
of the annual appropriations process and on revenue legislation not increase the deficit. 
Includes the Federal Credit Reform Act of 1990, which establishes new budgeting and 
accounting rules for direct loans and loan guarantees. 

1990 Chief Financial Officers Act 

Required appointment of Chief Financial Officer in 23 major Federal agencies to oversee 
financial management activities, develop and maintain an integrated agency accounting and 
financial reporting system, and monitor the execution of the budget. 

.. 



Appendix C. CITATIONS TO MAJOR BUDGETARY LAWS 

Antideficiency Act 
Title 31, United States Code, Sections 1512-1519. 

Balanced Budget and Emergency Deficit Control Act of 1985 
Title Il of Public Law 99-177 (Increasing the Statutory Limit on the Public Debt); 
99 Stat. 1038-1101; December 12, 1985. 

Balanced Budget and Emergency Deficit Control Reaffinnation Act of 
1987 

Title I of Public Law 100-119 (Increasing the Statutory Limit on the Public Debt); 
101 Stat. 754-784; September 29, 1987. 

Budget and Accounting Act of 1921 
Public Law 67-13; 42 Stat. 20-27; June 10, 1921. 

Budget and Accounting Procedures Act of 1950 
Public Law 81-784; 64 Stat. 832-845; September 12, 1950. 

Budget Enforcement Act of 1990 
Title XIlI of Public Law 101-508 (Omnibus Budget Reconciliation Act of 1990); 
104 Stat. 1388-573 through 630; November 5, 1990. 

Chief Financial Officers Act of 1990 
Public Law 101-576; 104 Stat. 2838-2855; November 15, 1990. 

Congressional Budget and Impoundment Control Act of 1974 
Public Law 93-344; 88 Stat. 297-339; July 12, 1974. Titles I-IX are referred to as 
the Congressional Budget Act and Title X is referred to as the Impoundment Control 
Act. 
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Employment Act of 1946 
Public Law 79-304; 60 Stat. 23-26; February 20, 1946. 

Federal Credit Ref onn Act of 1990 
(See the Budget Enforcement Act of 1990, Section 31201. The Federal Credit 
Refonn Act of 1990 was incorporated into the Congressional Budget Act of 1974 
as a new Title V.) 

Federal Managers' Financial Integrity Act 
Public Law 97-255; 96 Stat. 814-815; September 8, 1982. 

Gramm-Rudman-Hollings Act 
(See the Balanced Budget and Emergency Deficit Control Act of 1985; the Balanced 
Budget and Emergency Deficit Control Reaffirmation Act of 1987; and the Budget 
Enforcement Act of 1990.) 

lmpoundment Control Act of 1974 
(See the Congressional Budget and lmpoundment Control Act of 1974.) 

Legislative Reorganization Act of 1946 
Public Law 79-601; 60 Stat. 812-852; August 2, 1946. 

Legislative Reorganization Act of 1970 
Public Law 91-510;84 Stat. l 140-1204;0ctober 26,1970. 



Appendix D. GLOSSARY OF BUDGETARY TERMS 

ACCRUED EXPENDITURES. Charges that 
reflect liabilities incurred for: (1) services 
performed by employees, contractors, and 
others; (2) goods and other property received; 
and (3) amounts becoming owed under 
programs for which no current service or 
perfonnance is required, such as annuities and 
other payments. Expenditures accrue regardless 
of when cash payments are made. 

ADVANCE APPROPRIATION. Budget 
authority provided in an appropriations act to 
become available in a fiscal year beyond the 
fiscal year for which the appropriations act is 
enacted. The amount is included in the budget 
totals for the fiscal year in which the amount will 
become available for obligation. 

ALLOCATION. This term has several 
different uses: (1) in executive budgeting, 
aUocations are budget authority and other 
resources transferred to another agency to carry 
out the purposes of the parent account; (2) in 
congressional budgeting, an allocation is a 
distribution of the budget authority, outlays, and 
certain other resources set forth in a budget 
resolution to House or Senate committees with 
jurisdiction over such resources. The allocation 
is made pursuant to Section 302(a) (and Section 
602(a)) of the Congressional Budget Act of 
1974, and is followed by a subdivision of the 
allocation amounts among each committee's 
programs or subcommittees. 

ALLOTMENT. An authoriz.ation by the head 
(or other authorized official) of an agency to 
subordinates to incur obligations within a 
specified amount. The amount allotted by an 
agency cannot exceed the amount apportioned 
by the Office of Management and Budget. 

ALLOWANCE LETTER. A letter sent to each 
agency by 0MB after the President's budget has 

been submitted to Congress. The letter advises 
agencies of budget decisions and multi-year 
planning estimates, employment ceilings, goals 
for management improvement, and other 
significant policy and administrative matters. 

ALLOWANCES. Amounts included in the 
budget to cover possible additional expenditures 
for statutory pay increases, contingencies, and 
other requirements. 

ANNUAL AUTHORIZATION. An 
authoriz.ation of appropriations for a sing le fiscal 
year, usually for a definite amount of money. 
Programs with annual authorizations are 
supposed to be reauthorized each year. lf 
ongoing programs are not reauthori zed, 
Congress often enables them to continue by 
providing appropriations. 

APPORTIONMENT. A distribution made by 
the Office of Management and Budget of 
amounts available for obligation . 
Apportionments divide these amounts by 
specific time periods (usually quarters) o r 
activities. The amounts apportioned limit the 
amount of obligations that may be incurred. In 
apportioning an account, some funds may be 
reserved to provide for contingencies or to effect 
savings, pursuant to the Antideficiency Act, or 
may be proposed for rescission pursuant to the 
Impowidment Control Act. Apportionment is 
intended to prevent obligation of funds in a 
manner that would compe l supplemental 
appropriations. 

APPROPRIATED ENTITLEMENT. An 
entitlement whose budget authority is provided 
in annual appropriations acts rather than in 
substantive law. These entitlements are included 
in the definition of entitlement authority. 
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APPROPRIATION. A prov1s1on of law 
providing budget authority that pennits Federal 
agencies to incur obligations and to make 
payments out of the Treasury for specified 
purposes. Appropriations represent the amounts 
that agencies may obligate during the period of 
time specified in the act. Annual appropriations 
are provided in appropriations acts; most 
permanent appropriations are provided in 
substantive law. 

APPROPRIATION LIMITATION. A 
provision in an appropriations act that 
establishes the maximum amount that may be 
obligated or used for specified purposes. These 
limitations may be applied to the ammmt of 
direct loan obligations, guaranteed loan 
commitments, administrative expenses financed 
out of trust funds, or other purposes. 

APPROPRIATIONS ACT. A law providing 
annual appropriations to Federal agencies and 
programs. The three major types of annual 
appropriations acts are regular, supplemental, 
and continuing. Appropriations acts usually are 
considered after authorizing legislation. 

AUTHORIZATION. A provision in an 
authorizations act that authorizes appropriations 
for a program or an agency. An authorization 
may be effective for one year, a fixed number of 
years, or for an indefinite period. An 
authorization may be for a definite amount of 
money or for "such sums as may be necessary." 

AUTHORIZATIONS ACT. A law that 
establishes or continues one or more Federal 
agencies or programs, establishes the terms and 
conditions under which they operate, sets other 
policy requirements or restrictions, authorizes 
the enactment of appropriations, and specifies 
how appropriated funds are to be used. 
Authorizations acts sometimes provide 
backdoor spending or permanent 
appropriations. 

BACKDOOR SPENDING. Budget authority 
provided in substantive legislation in advance of 
the appropriations act. The most common fonns 
of backdoor spending are entitlement authority, 
borrowing authority, contract authority, and 
authority to forgo the collection of certain 
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off setting receipts. Section 401 of the 
Congressional Budget Act of 1974 defines this 
type of spending as #spending authority" and 
limits its use. 

BALANCED BUDGET. A budget in which 
receipts equal or exceed outlays. 

BALANCES OF BUDGET AUTHORITY. 
Amounts of budget authority provided in 
previous years that were not spent by the start of 
the year. Obligated balances are amounts that 
have been obligated but have not yet been 
liquidated; unobligated balances are amounts 
that have not been obligated and remain 
available for obligation. 

BASELINE. The baseline is a projection of the 
revenues, outlays, and other budget amounts that 
would ensue in the future under assumed 
economic conditions and participation rates, 
without any change in existing policy. The 
baseline can be computed for one or more years, 
for the budget totals or for particular accounts 
and programs, and for different assumptions 
about future conditions. Baseline projections 
are used in preparing the budget resolution and 
in estimating deficit reductions in reconciliation 
bills and other legislation. The Budget 
Enforcement Act of 1990 prescribes detailed 
rules for computing the baseline for fiscal years 
1991-1995. These rules distinguish between 
projections of revenues and mandatory spending 
on the one hand and discretionary spending on 
the other. 

BIENNIAL BUDGET. A budget for a period 
of two years. The Federal Government has an 
annual budget, but proposals have been made 
that it use a biennial budget. 

BORROWING AUTHORITY. Statutory 
authority that pennits a Federal agency to incur 
obligations and to make payments for specified 
purposes out of funds borrowed from the 
Treasury or the public. Except for trust funds and 
certain other exceptions, new borrowing 
authority is effective only to the extent provided 
in appropriations acts. 

BREACH. The amount by which new budget 
authority or outlays within a discretionary 
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appropriations category is above the limit for 
that fiscal year. The Budget Enforcement Act of 
1990 provides for eliminating a breach by 
sequestering resources in the discretionary 
category in which the breach occurred. 

BUDGET AMENDMENT. A revision to a 
pending budget request, submitted to Congress 
by the President before Congress completes 
appropriations action. 

BUDGET AUTHORITY. Authority provided 
by law to enter into obligations that normally 
result in outlays of Federal Government funds. 
The main forms of budget authority are 
appropriations, borrowing authority, and 
contract authority. Budget authority also 
includes the s ubsidy cost of direc t and 
guaranteed loans, but not the unsubsidized 
portion. Budget authority may be classified by 
the period of availability (one-year, multiyear, 
no-year), by the timing of congressional action 
(current or pennanent), or by the manner of 
determining the amount available (definite or 
indefinite). 

BUDGET RECEIPTS. Collections from the 
public and from payments by participants in 
certain social insurance programs. These 
collections consist primarily of tax receipts and 
social insurance premiums, but also include 
receipts from court fines, certain fees, and 
deposits of earnings by the Federal Reserve 
System. Budget receipts do not include various 
offsetting receipts which are accounted for as 
"negative outlays," not as revenues. Total 
receipts are compared with total outlays in 
calculating the budget surplus or deficit. 

BUDGET RESOLUTION. A concurrent 
resolution passed by both Houses of Congress, 
but not requiring the signature of the President, 
setting forth the congressional budget for each 
of five fiscal years. The budget resolution sets 
forth various budget totals and functional 
allocations, and may include reconciliation 
instructions to designated House or Senate 
committees. 

BUDGET SURPLUS OR DEFICIT. The 
difference between budget receipts and outlays 
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(i.e., the deficit is an excess of outlays over 
budget receipts). 

BUDGETARY RESOURCES. This tenn has 
two meanings, one in budgeting generally and 
one for purposes of the 
Gramm-Rudman-Hollings process. In general, 
budgetary resources are those amounts available 
to enter into obligation in a fiscal year. They 
include new budget authority, obligation 
limitations, recoveries or restorations of budget 
authority, transfers from other accounts, and 
unobligated balances. In the 
Gramm-Rudman-Hollings process, they are 
resources that are subject to sequestration. 

BUSINESS-TYPE STATEMENTS. Financial 
s tatements prepared for Government 
corporations, revolving funds that have 
business-type operations, and 
Government-sponsored enterprises. These 
statements differ from budget schedules in that 
they focus principally on assets and liabilities 
rather than on budgetary resources. 

CAPITAL BUDGET. A capital budget 
segregates capital or investment expenditures 
from current o r operating expenditures. 
Investment in capital assets would be excluded 
from calculations of the surplus or deficit, but 
the operating budget would be charged for 
depreciation and/or debt service. The Federal 
Government does not have a capital budget in 
the sense of financing or accounting for capital 
or investment-type programs separately from 
current expenditures. However, 
investment-type expenditures are displayed in 
special budget schedules. 

CASH BASIS. The basis of accounting 
whereby revenues are recorded when received 
in cash and expenditures (outlays) are recorded 
when paid, without regard to the accounting 
period in which the revenues were earned or the 
costs incurred. 

CmEF FINANCIAL OFF1CER. The official 
appointed pursuant to the Chief Financial 
Officers Act of 1990 to: (1) oversee all financial 
management activities relating to the programs 
and operations of the agency, (2) develop and 
maintain an integrated accounting and financial 
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management system, and (3) monitor the 
financial execution of the budget. 

CONCURRENT RESOLUTION ON THE 
BUDGET/CONGRESSIONAL 
BUDGET.See BUDGET RESOLUTION. 

CONSOLIDATED BUDGET. See UNIFIED 
BUDGET 

CONSTANT DOLLARS. A dollar value 
adjusted for changes in prices. Constant dollars 
are derived by dividing current dollar amounts 
by an appropriate index, a procedure known as 
deflating. The result is a constant dollar series. 
Any changes in such a series would reflect only 
changes in the real volume of goods and 
services. 

CONSUMER PRICE INDEX (CPI). A 
measure of the price change of a representative 
"market basket" of goods and services 
purchased by consumers. The level of the CPI 
shows the relative cost of purchasing the 
specified market basket compared to the cost in 
a designated base year, while the rate of change 
in the CPI measures how fast prices are rising or 
falling. 

CONTINGENT LIABILITY. A conditional 
commitment that may become an actual liability 
in the future because of an event beyond the 
control of the Government. Contingent 
liabilities include loan guarantees, bank deposit 
insurance, and price guarantees. 

CONTINUING 
RESOLUTION/CONTINUING 
APPROPRIATIONS. A joint resolution 
enacted by Congress (when the new fiscal year 
is about to begin or has begun) to provide budget 
authority for Federal agencies and programs to 
continue in operation until the regular 
appropriations acts are enacted (or, in some 
instances, for the entire fiscal year). The 
continuing resolution may specify the rate at 
which obligations may be incurred (such as the 
prior year's rate, the President's budget request, 
or the amount passed by either or both Houses 
of Congress), or it may provide definite 
appropriations in the same form as a regular 
appropriations act. 
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CONTRACT AUTHORITY. Statutory 
authority that permits obligations to be incurred 
in advance of appropriations. With certain 
exceptions, contract authority is effective only 
to the extent provided in appropriations acts. 
Contract authority is subsequently funded by 
appropriations to liquidate (pay off) obligations 
incurred pursuant to it 

COST ESTIMATE. An estimate prepared by 
the Con~ional Budget Office of outlays that 
would ensue under legislation over a five-year 
period, as required by Section 403 of the 
Con~ional Budget Act of 1974. The cost 
estimate is published in the report 
accompanying the measure. 

CREDIT AUTHORITY. Authority to incur 
direct loan obligations or to make loan guarantee 
commitments. Section 402 of the Congressional 
Budget Act bars Congress from considering 
credit authority legislation unless such authority 
is effective only to the extent provided in 
appropriations acts. 

CREDIT BUDGET. The appropriate levels of 
tot.al new direct loan obligations, total new 
primary loan guarantee commitments, and total 
new secondary loan guarantee commitments set 
forth in a budget resolution. These levels form 
the basis for limitations on direct and guaranteed 
loans in appropriations acts. Although credit 
totals are set forth in a budget resolution, the 
credit budget has largely been superseded by 
procedures established in the Federal Credit 
Reform Act of 1990. 

CREDIT SUBSIDY COST. The estimated 
cost, over the duration of a direct loan or a loan 
guarantee, calculated on the basis of the net 
present value of the cash flows of the loan or 
guarantee, excluding administrative expenses. 
For direct loans, the subsidy cost is the net 
present value of loan disbursements, less 
repayments of principal and interest, and fees. 
For loan guarantees, the subsidy cost is the net 
present value of government payments for 
defaults, interest subsidies, and other payments, 
less payments to the government for origination 
fees and other charges, and any penalties or 
recoveries. 

' 
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CROSSWALK. This term sometimes is used in 
ref erencc to allocations made pursuant to 
Sect ion 302 (and Section 602) of the  
Congressional Budget Act of 1974, in which the 
am0wtts set forth in a budget resolution arc 
converted to amounts under congressional 
committee jurisdictions. The term "crosswalk" 
also may ref er generally to conversion of 
budgetary amounts from one classification to 
another. 

CURRENT DOLLARS. The dollar value of a 
good or service in tenns of prices current at the 
time the good or service is sold. This is in 
contrast to the value of the good or service in 
constant dollars. 

CURRENT LEVEL. As used by the House of 
Representatives in making allocations pursuant 
to section 302 (or Section 602) of the 
Congrcssional Budget Act of 197 4, ref crs to new 
budget authority and outlays resulting from 
existing law, in contrast to new budget authority 
and outlays resulting from new legislation. 

CURRENT SERVICES ESTIMATES. 
Presidential estimates of the levels of budget 
authority and outlays that would be required in 
the next and future fiscal years to continue 
existing services. These estimates reflect the 
anticipated costs of continuing Federal 
programs without policy changes and are 
transmitted to Congress in the President's 
budget 

DEFERRAL. An action or inaction that 
temporarily withholds, delays, or effectively 
precludes the obligation or expenditure of 
budget authority. Deferrals may be made only 
for the  purposes authorized by the 
Antideficiency Act, not for policy reasons. Also, 
deferrals may not extend beyond the end of the 
fiscal year in which the funds are withheld.

DEFICIENCY APPORTIONMENT. A

distribution by the Office of Management and 
Budget of available budgetary resources for the 
fiscal year that anticipates the need for 
supplemental budget authority. Deficiency 
apportionments may only be made under certain 
conditions provided for in the Antideficiency 
Act. A deficiency apportionment does not 
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authorize agencies to exceed available 
rcsoun:es. 

DIRECT LOAN. A disbursement of funds (not 
in exchange for goods or services) that is 
contracted to be repaid, with or without interest. 
The dollar value of direct loan obligations is 
included in the congressional budget resolution. 
The subsidy cost of direct loans is computed in 
the President's budget in accord with procedures 
established by the Federal Credit Reform Act of 
1990. 

DIRECT SPENDING. As defined by the 
Budget Enforcement Act of 1990, direct 
spending includes: (a) budget authority -- and 
the outlays derived from it -- provided in laws 
other than appropriations acts; {b) entitlement 
authority, including appropriated entitlements, 
and (c) the Food Stamps Program. Direct 
Spending is distinguished by the BEA from 
discretionary spending. In making spending 
allocations under Section 302 (or Section 602) 
of the Con�ional Budget Act of 1974, the 
Senate Budget Committee includes both 
discretionary and mandatory spending in the 
term. 

DISCRETIONARY SPENDING. As defined 
by the Budget Enforcement Act of 1990, budget 
authority -- and the outlays derived from it -­
provided in annual appropriations acts, other 
than appropriated entitlements. Discretionary 
spending is distinguished by the BEA from 
direct spending. 

DISCRETIONARY SPENDING LIMITS. 
Ceilings on budget authority and outlays for 
discretionary programs set by the Budget 
Enforcement Act of 1990. These spending limits 
are enforced by congressional rules and 
sequestration procedures. Discretionary 
spending limits apply to three categories for 
fiscal years 1991-1993 (defense, international 
affairs, and domestic) and to total discretionary 
spending for fiscal years 1994 and 1995. 

EMERGENCY APPROPRIATION. As 
provided for by the Budget Enforcement Act of 
1990, this is an appropriation that the President 
and Congress have designated as an emergency. 

(' 
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Such appropriations result in an adjustment to 
the relevant discretionary spending limit. 

ENTITLEMENT AUTHORITY. A provision 
of law that requires payments to any person or 
unit of government that meets the eligibility 
criteria established by law. Entitlements 
constitute a binding obligation on the part of the 
Federal Government, and eligible recipients 
have legal recourse if the obligation is not 
fulfilled. Entitlement authority requires annual 
appropriations unless the appropriation is 
permanent. 

EXPIRED ACCOUNT. An appropriation or 
fund account in which the balances are no longer 
available for incurring new obligations because 
the time available for such obligations has 
expired. 

FEDERAL DEBT. The total amount of public 
debt and agency debt. The portion of the Federal 
debt held by Government trust funds, revolving 
funds, and other Federal accounts is excluded 
from the debt held by the public. 

FEDERAL FUNDS. All monies collected and 
spent by the Federal Government other than 
those designated as trust funds. Federal funds 
include general, special, public enterprise, and 
intragovemmental funds. 

FINANCIAL STATEMENTS. Statements 
showing the financial condition of an agency, 
including statements of financial condition, 
results of operations, cash flows, and a 
reconciliation to budget schedules. The Chief 
Financial Officers Act of 1990 prescribes 
financial statements for revolving and trust 
funds, commercial operations, and (on a pilot 
test basis) certain Federal agencies. 

FINANCING ACCOUNT. An account 
(established pursuant to the Federal Credit 
Refonn Act of 1990) which receives payments 
from a credit program account and includes 
other cash flows to and from the Government 
resulting from direct loan obligations or loan 
guarantee commitments. At least one financing 
account is established for each credit program 
account. The transactions of financing accounts 
ate not included in the budget totals. 
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FISCAL POLICY. Federal Government 
policies with respect to taxes, spending, and debt 
intended to promote the Nation •s 
macroeconomic goals, particularly with respect 
to employment, gross national product, price 
level stability, and equilibrium in balance of 
payments. The budget process is a key 
instrument for detennining and implementing 
Federal fiscal policy. 

FISCAL YEAR. The fiscal year for the Federal 
Government begins on October 1 and ends on 
September 30. The fiscal year is designated by 
the calendar year in which it ends; for example, 
fiscal year 1993 begins on October 1, 1992 and 
ends on September 30, 1993. 

FIXED ACCOUNT. An appropriation or funds 
account with balances that are available for a 
definite period of time, in contrast to accounts 
that have no-year funds. Balances in fixed 
accounts expire if they have not been obligated 
by the end of the period for which they are 
available. 

FORWARD FUNDING. Budget authority first 
available for obligation toward the end of the 
fiscal year (usually on July 1) and which remains 
available through the succeeding fiscal year. The 
budget authority is counted in the fiscal year for 
which the appropriation is made (not the 
succeeding fiscal year). 

FULL FUNDING. The provision of budget 
resources to finance the full estimated cost of a 
project or activity, such as a construction or 
procurement program. in contrast to incremental 
funding where only a portion of the estimated 
total cost is provided for in a single fiscal year. 
Also, the term "full funding" sometimes is 
applied to the appropriation of the full amount 
of budget authority authorized in authorizing 
legislation. 

FUNCTIONAL CLASSIFICATION. A 
system of classifying budgetary resources by 
function so that budget authority, outlays, direct 
loans, loan guarantees, and tax expenditures are 
grouped in tenns of national needs. Budget 
accounts generally are placed in the single 
budget function (e.g., national defense, 
transportation) that best reflects their major 
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purpose. A function may be divided into two or 
more subfunctions. 

GOVERNMENT-SPONSORED 
ENTERPRISES. Enterprises established by the 
Federal Government, but privately owned. 
Because they are private corporations, these 
enterprises are excluded from the budget totals. 
Information concerning their finances is 
included in the President's budget. The 
Government-sponsored enterprises include the 
Farm Credit Banks and the Federal Home Loan 
Mortgage Corporation. 

GRAMM-RUDMAN-HOLLINGS 
PROCESS. The process established by the 
Balanced Budget and Emergency Deficit 
Control Act of 1985 (commonly known as the 
Gramm-Rudman-Hollings Act), as amended in 
1987 and 1990. The process includes deficit 
targets and a procedure to sequester budgetary 
resources if the projected deficit is above the 
target. The Budget Enforcement Act of 1990 
amended the GRH Act to provide revised deficit 
targets for fiscal years 1991-1995 and to 
establish discretionary spending limits and a 
pay-as-you-go (PA YGO) process affecting 
revenues and direct spending. 

GROSS NATIONAL PRODUCT (GNP). The 
market value of all final goods and services 
produced in a given period of time. GNP 
comprises the purchases of final goods and 
services by persons and governments, gross 
private domestic investment, and net exports 
(less imports). The GNP can be expressed in 
current or constant dollars. 

IDENTIFICATION CODE. The I I-digit code 
assigned to each appropriation or fund account 
that identifies: (1) the agency, (2) the account, 
(3) the timing of the transmittal to Congress, (4) 
the type of fund, and (5) the account's functional 
classification. 

INTERNAL CONTROL. The methods and 
practices within an agency to safeguard its 
assets, check the accuracy and reliability of its 
accounting data, and foster compliance with 
prescribed financia l management policies, 
sometimes referred to as management control. 
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ITEM VETO. Authority to veto part rather than 
all of an appropriations act. The President does 
not now have item veto authority. He must s ign 
or veto the entire appropriations act. The item 
veto sometimes is referred to as a line-item veto. 

JUSTIFICATION MATERIALS. The 
documentation submitted by an agency to the 
Appropriations Committees in support of its 
budget request. The documentation typically 
justifies changes between the current and the 
next fiscal year for each line item in the agency 
budget. Toe tennis also applied by 0MB to refer 
to the materials submitted to it by an agency in 
support of its budget requests. 

LINE ITEM. In executive budgeting, the tenn 
usually refers to a particular item of expenditure 
such as travel costs or equipment. In 
congressional budgeting, it usually refers to 
assumptions about particular programs or 
accoWlts made--but not included--in the budget 
resolution; in appropriations measures, it usually 
refers to individual accounts or parts of 
accounts. 

LIQUIDATING ACCOUNT. An account 
(established pursuant to the Federal Credit 
Reform Act of 1990) to handle all cash flows to 
and from the Government resulting from direct 
loan obligations and loan guarantee 
commitments made prior to the start of fiscal 
year 1992. 

LIQUIDATING APPROPRIATION. An 
appropriation to pay obligations incurred 
pursuant to substantive legislation, usually 
contract authority. A liquidating appropriation 
is not recorded as budget authority , 

LOAN GUARANTEE. A commitment by the 
Federal Government to pay part or all of the loan 
principal and interest to a lender or holder of a 
security in the event of default by the borrower. 
The Federal Credit Reform Act of 1990 provides 
for the cost of a guaranteed loan (defined as the 
net present value of all cash flows) to be included 
in the computation of budget authority and 
budget outlays. 

LOOK BACK. A feature of the sequestration 
process under the GRH Act intended to ensure 
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that a sequester is not avoided by enacting 
legislation after a particular time. With regard to 
the PA YGO process, the budgetary effects of 
legislation enacted after an end-of-session 
sequester are taken into account in the 
subsequent fiscal year. With regard to the 
discretionary spending limits, appropriations 
enacted during the Jast quarter of the fiscal year 
do not trigger a within-session sequester, but 
instead cause the appropriate spending limits for 
the next fiscal year to be reduced. 

MANAGEMENT FUNDS. Accounts 
authorized by Jaw to receive collections from 
two or more appropriations to carry out a 
common purpose or activity not involving a 
continuing cycle of operations. 

MAXIMUM DEFICIT AMOUNTS. The 
maximum deficit level specified in the 
Gramm-Rudman-Hollings Act, as amended. 
For fiscal years 1991-1995, the maximum deficit 
amounts are subject to certain adjustments 
prescribed by the Budget Enf orcemenl Act of 
1990. If the deficit for a particular year is 
estimated to exceed the adjusted maximum 
deficit amount by more than a specified margin, 
a sequester is required to eliminate the excess 
deficit. 

MEANS OF FINANCING. Financial flows to 
the Federal Government that are not included in 
budget receipts or outlays. These include funds 
borrowed from the public, seigniorage, and the 
financing accounts established pursuant to the 
Federal Credit Reform Act of 1990. 

MONTHLY TREASURY STATEMENT 
(MTS). A summary statement prepared from 
agency accounting reports and issued by the 
Treasury Department. The MTS presents data 
on the receipts, outlays, and surplus or deficit for 
the month and fiscal year to date (compared to 
the same period in the previous year). 

MULTIYEAR APPROPRIATION. Budget 
authority provided in an appropriations act for a 
specified period of time in excess of one fiscal 
year. Multiyear appropriations may cover 
periods that do not coincide with the start or end 
of a fiscal year. 

Appendix D. GWSSARY OF BUDGETARY TERMS 

MULTIYEAR AUTHORIZATION. An 
authorization of appropriations for a specified 
period of time in excess of one fiscal year. 
Programs with multiyear authorizations must be 
reauthorized periodically. 

NATIONAL INCOME ACCOUNTS. 
Accounts prepared quarterly and annually by the 
Commerce Department providing detailed 
statistics on aggregate economic activity in the 
United States. These accounts depict in dollar 
tenns the composition and use of the Nation's 
output and the distribution of national income to 
different recipients. The accounts make it 
pos.sible to analyze trends and fluctuations in 
economic activity. 

NO-YEAR APPROPRIATION. Budget 
authority provided in an appropriations act that 
remains available for obligation for an indefinite 
period of time. No-year funds do not lapse if they 
are not obligated by the end of the fiscal year. 

OBJECT CLASSIFlCATION. A uniform 
classification identifying the transactions of the 
Federal Government by the goods or services 
purchased (such as personnel compensation, 
supplies and materials, and equipment). An 
object classification schedule is included for 
each appropriation account in the budget. 

OBLIGATED BALANCE. The amount of 
obligations incurred for which payment has not 
yet been made. This balance usually is carried 
forward until the obligations are paid. 

OBLIGATION. An order placed, contract 
awarded, service received, or similar transaction 
during a given period that will require payments 
during the same or a future period. 

OFF-BUDGET ENTITIES. The budget 
authority, outlays, and receipts of certain Federal 
entities that have been excluded from budget 
totals under provisions of law. At present, 
off-budget entities include the Social Security 
trust funds and the Postal Service. 

OFFSETTING COLLECTIONS. These 
receipts are not counted as revenues but are 
deducted from budget authority and outlays, and 
are classified as follows: 

'7 
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Proprietary Receipts from the Puh)jc. 
Collections from business-type or 
market-oriented activities (e.g., interest, sale of 
property and products, and rents and royalties). 
The receipts from rents and royalties from Outer 
Continental Shelf lan& are deducted from total 
budget authority and outlays rather than from 
any single agency or function. 

Iotta&AYernmental Transactions. These flows 
between accounts or funds may be 
intrabudgetary (both the payment and receipt 
occur within the budget) or they may result from 
the payment by an off-budget entity excluded 
from the budget totals. 

ONE-YEAR APPROPRIATION. Budget 
authority provided in an appropriations act that 
is available for obligation only during a single 
fiscal year, usually the fiscal year specified in the 
enacting clause of the appropriations act 

OUTLAY RATE. See SPENDOUT RA TE. 

OUTLAYS. Payments made (generally through 
the issuance of checb or disbursement of cash) 
to liquidate obligations. Outlays during a fiscal 
year may be for payment of obligations incurred 
in prior years or in the same year. 

OUTYEAR. A year beyond the budget year, 
for whlch projections are made. 

PAYGO (PAY-AS-YOU-GO) PROCESS. A 
procedure established by the Budget 
Enforcement Act of 1990 to ensure that, for 
fiscal years 1991-1995, direct spending and 
revenue legislation do not add to the deficit. 
PA YOO requires that direct spending or revenue 
legislation increasing the deficit be offset or a 
sequester of resources in certain direct spending 
accounts will occur. 

PERMANENT AUTHORIZATION. An 
authorization of appropriations without limit of 
time and, usually, without limit of money. A 
permanent authorization continues in effect 
unless changed or terminated by Congress. 

PERMANENT APPROPRIATION. Budget 
authority that becomes available as the result of 
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previously-enacted legislation (substantive 
legislation or prior appropriations act) and does 
not require current action by Con~. Budget 
authority is considered to be "current" if 
provided in the current session of Congress and 
"permanent" if provided in prior sessions. 

PROGRAM ACCOUNT. An account 
(established pursuant to the Federal Credit 
Reform Act of 1990) to whlch an appropriation 
is made for the subsidy cost of a direct loan or 
loan guarantee program, from which such 
appropriation is disbursed to a financing 
account. 

PROGRAM AND FINANCING 
SCHEDULE. A schedule, published in the 
President's budget, presenting budget data for 
each account. The schedule consists of three 
sections: (1) Program by Activities; (2) 
Financing; and (3) Relation of Obligations to 
Outlays. 

PROGRAM, PROJECT, OR ACTIVITY 
(PPA). An element within a budget account. If 
budgetary resources are sequestered pursuant to 

the Gramm-Rudman-Hollings Act, equal 
percentages must be taken from each PPA. The 
PP As are defined, for annually appropriated 
accounts, by the appropriations acts and 
accompanying reports and documentation; for 
accounts not funded by annual appropriations, 
PP As are defined by the program listings 
provided in the program-by-activities section of 
the Program and Financing schedule in the 
budget. 

PUBLIC DEBT. Amounts borrowed by the 
Treasury Department or the Federal Financing 
Bank from the public or from another fund or 
account. The public debt does not include 
agency debt (amounts borrowed by other 
agencies of the Federal Government). The total 
public debt is subject to a statutory limit. 

PUBLIC ENTERPRISE REVOLVING 
F1JND ACCOUNTS. Expenditure accounts 
authorized by Congress to be credited with 
collections, primarily from the public, that are 
generated by, and earmarked to finance, a 
continuing cycle of business-type operations. 
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REAPPROPRIATION. Congressional action 
to continue the availability, whether for the same 
or different purposes, of all or part of the 
unobligated portion of budget authority that bas 
expired or would otherwise expire. 
Reappropriations are counted as budget 
authority in the year for which the availability is 
extended. 

RECONCil,IATION Bll,L. A bill containing 
changes in law recommended pursuant to 
reconciliation instructions in a budget 
resolution. If the instructions pertain to only one 
committee in a chamber, that committee reports 
the reconciliation bill; if the instructions pertain 
to more than one committee, the Budget 
Committee reports an omnibus reconciliation 
bill, but it may not make substantive changes in 
the recommendations of the other committees. 

RECONCILIATION INSTRUCTION. A 
provision in a budget resolution directing one or 
more committees to report (or submit to the 
Budget Committee) legislation changing 
existing law or pending legislation in order to 
bring spending, revenues, or the debt-limit into 
conformity with the budget resolution. The 
instructions specify the committees to which 
they apply, indicate the appropriate dollar 
changes to be achieved, and usually provide a 
deadline by which the legis lation is to be 
reported or submitted. 

RECONCil,IATION PROCESS. A process 
established in the Congressional Budget Act of 
1974 by which Congress changes existing laws 
to conform tax and spending levels to the levels 
set in a budget resolution. Changes 
recommended by committees pursuant to a 
reconciliation instruction are incorporated into a 
reconciliation measure. 

REESTil\.fA TES. Changes made in executive 
or congressional budget estimates due to 
changes in economic conditions, spendout rates, 
workload, and other factors, but not to changes 
in policy. From time to time, the reestimates are 
entered into budget baseline projections and 
scorekeeping reports. 

REFUNDABLE TAX CREDITS. Tax credits 
that are fully payable to the taxpayer. The 
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amount of the credit in excess of tax liability is 
paid to the taxpayer. An example is the Earned 
Income Tax Credit. Nonrefundable tax credits 
are limited to the amount of the tax liability. 

REPROGRAMMING. The shift of funds from 
one purpose to another within the same 
appropriation account. Reprogramming is often 
preceded by consultation between the Federal 
agency and the appropriate congressional 
committees. It often involves formal notification 
and, in some instances, requires approval by 
congressional committees. 

RESCISSION. The cancellation of budget 
authority previously provided by Congress. The 
Impoundment Control Act of 1974 specifies that 
the President may propose to Congress that 
funds be rescinded. If both Houses have not 
approved a rescission proposal (by passing 
legislation) within 45 days of continuous 
session, any funds being withheld must be made 
available for obligation. 

RESCISSION Bll,L. A bill that cancels, in 
whole or in part, budget authority previously 
granted by Congress. 

RESERVES. Budgetary resources withheld 
from apportionment by the Office of 
Management and Budget under authority of the 
Antideficiency Act to: (1) provide for 
contingencies, or (2) effect savings made 
possible by greater efficiency of operations or 
through changes in requirements. Reserves are 
reported to Congress in accordance with the 
lmpoundment Control Act of 1974. 

REVOLVING FUND. An account or fund in 
which all income derived from its operations is 
available to finance the fund's continuing 
operations without fiscal year limitation. 

SCOREKEEPING. Procedures for tracking 
and reporting on the status of congressional 
budgetary actions affecting budget authority, 
receipts, outlays, the surplus or deficit, and the 
public debt limit. 

SEQUESTER. The cancellation (or 
withholding) of budgetary resources pursuant to 
the Gramm-Rudman-Hollings Act. Once 
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canceled, sequestered funds are no longer 
available for obligation or expenditure (except 
for special funds and trust funds). A sequester 
may occur in response to: (1) the enactment of 
discretionary appropriations that cause a breach, 
(2) the enactment of revenue or direct spending 
legislation that causes a net increase in the 
deficit, or (3) the estimation of a deficit in excess 
of the applicable maximum deficit amount. A 
sequester can also be clas.sified in terms of when 
it is implemented, that is, as an end-of-session 
sequester or a within-session sequester. 

SPECIAL FUNDS. Funds eannarked by law 
for specific purposes. There sometimes is little 
practical diff erencc between a special fund and 
a trust fund. 

SPENDING AUTHORITY. The term 
designated in the Congressional Budget Act of 
1974 for borrowing authority, contract 
authority, entitlement authority, and authority to 
forgo offsetting collections, for which the 
budget authority is not provided in advance by 
appropriations acts. These arc commonly 
referred to as "backdoor spending." 

SPENDOUT RATE. The rate at which the 
budget authority provided by Congress is spent 
by Federal agencies; hence, the rate at which 
outlays occur (and sometimes referred to as the 
.,outlay rate"). 

STATUTORY LIMIT ON THE PUBLIC 
DEBT. The maximum amount, established in 
law, of public debt that can be outstanding. The 
limit covers virtually all debt incurred by the 
Federal Government {primarily the Treasury 
Department), including borrowing from trust 
funds, but excludes some debt incurred by 
agencies. 

SUBDIVISION. A distribution made by a 
House or Senate committee pursuant to Section 
302(b) (or Section 602(b)) of the Congressional 
Budget Act of 1974 of the budget authority and 
outlays allocated to it. In the case of the 
Appropriations Committees, amounts must be 
subdivided among subcommittees. Other 
committees may subdivide either by programs 
or subcommittees (but they arc not required to 
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make any subdivisions through the fiscal year 
1995 budget cycle). 

SUPPLEMENTAL APPROPRIATION. 
Budget authority provided in an appropriations 
act in addition to regular or continuing 
appropriati~ already provided. Supplemental 
appropriations are made to cover needs deemed 
too urgent to be postponed until the enactment 
of next year's regular appropriations act. 
Supplemental appropriations acts sometimes 
include items not included in regular 
appropriations acts for lack of timely 
authorization. 

TAX EXPENDITURES. Revenue losses 
attributable to provisions of Federal tax law that 
allow a special exclusion or deduction from 
income, or that provide a special credit, 
preferential tax rate, or deferral of tax liability. 
Tax expenditures may be considered subsidies 
provided through the ta.x system to encourage 
certain activities or to assist certain groups. Tax 
expenditures involve no payment of funds from 
the Federal Government. Rather, the Treasury 
Department forgoes some of the receipts that it 
otherwise would have collected, and the 
taxpayers who benefit pay lower taxes than they 
otherwise would have bad to pay. 

TRANSFER OF FUNDS. The shift of 
budgetary resources from one appropriation 
account or fund to another. Funds may be 
transferred only when expressly authorized by 
law. 

TRANSFER PAYMENTS. Payments made by 
the Federal Government to individuals or 
organizations for which no current or future 
goods or services are provided in return. 
Transfer payments include Social Security 
benefits, unemployment insurance benefits, 
Government retirement and veterans' benefits, 
and welfare payments. 

TRUST FUNDS. Funds collected and used by 
the Federal Government for carrying out 
specific purposes and programs according to 
terms of a trust agreement or statute, such as the 
Social Security trust funds. Trust funds are not 
available for the general purposes of the 
Government. 
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UNDISTRIBUTED OFFSETTING 
RECEIPTS. These receipts, which are offset 
against total spending, are composed of: (1) 
payments to trust funds by Government agencies 
for their employees· retirement; (2) interest paid 
to trust funds on their investments in 
Government securities; and (3) proprietary 
receipts from rents and royalties on the Outer 
Continental Shelf lands. 

UNIFIED BUDGET. The form of the budget 
of the Federal Government in which receipts and 
outlays from both federal funds and trust funds 
are consolidated (sometimes also called the 
"consolidated" budget). Budget authority, 
outlays, and receipts of off-budget entities are 
excluded from the unified budget. 

UNOBLIGATED BALANCE. The portion of 
budget authority that has not been obligated. In 
one-year accounts, the unobligated balance 
expires at the end of the fiscal year. In multi year 
accounts, the unobligated balance may be 
carried forward and remain available for 
obligation for the period specified. In no-year 
accounts, the unobligated balance is carried 
forward indefinitely until: (1) rescinded by law; 
(2) the purposes for which it was provided have 
been accomplished; or (3) disbursements have 
not been made against the appropriation for two 
full consecutive years. 

USER FEES. Fees charged to users of goods or 
services provided by the Federal Government. 
In levying or authorizing these fees, Con~ 
determines whether the revenue should go into 
the Treasury or should be available to the agency 
providing the goods or services. 

VIEWS AND ESTIMATES REPORT. A 
report issued each year (under the Congressional 
Budget Act of 1974), within six weeks 9f the 
President's budget submission, by each House 
and Senate committee with jurisdiction over 
Federal programs. Each "views and estimates" 
report contains a committee's comments or 
recommendations on budgetary matters within 
its jurisdiction. 

WARRANTS. Documents issued by the 
Secretary of the Treasury that establish the 
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amount of money (by account) authorized to be 
withdrawn from the Treasury. 

WORKING FUND ACCOUNTS. Funds 
established to receive advance payments from 
other agencies or accounts. Consolidated 
working funds are not used to finance the work 
directly, but only to reimburse the appropriation 
or fund account that will finance the work to be 
performed. The resources in consolidated 
working fund accounts are available for the 
same periods as those of the accounts advancing 
the funds. 

J 
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Chapter Six 

The Budget Process 
and Deficit Reduction 

S 
ome people believe that the budget pro­
cess is merely the ;;tuff of budget in­
siders and not terribly important to 

deficit reduction. Others believe that an ap­
propriate budget process is all that is needed 
to eliminate the deficit. A review of recent 
history suggests that although budget proce­
dur are not substitutes for policy actions to 
address the deficit (nor are they sufficient to 
force such actions), they can stiffen the re­
solve of policymakers and provide a certain 
amount of political protection for those who 
must make difficult decisions. For this rea­
son, the budget process has an important, 
though limited, role in any effort to reduce the 
deficit. Even though no one should expect any 
process to accomplish miracles. appropriately 
designed procedures can make compliance 
with deficit-limiting actions more likely. 

The term budget process here refers broadly 
to all of the rules and procedures that affect 
the level of federal spending and taxes. The 
term encompasses two different categories of 
rules and procedures, although the categories 
have some overlap. One category might be 
considered the traditional category. It in­
cludes rules and procedures, such as those 
established by the Budget and Accounting Act 
of 1921 and the Congressional Budget Act of 
1974 (the Budget Act), that guide the formula­
tion and consideration of the federal budget 
but do not impose any restrictions on budget 
outcomes. The second category includes rules 
and procedures that are intended to ensure 
some predetermined outcome--a balanced bud­
get or a budget that complies with some previ-

ously agreed-to budgetary decisions. Such 
outcome-oriented rules and procedures have 
been put in place by the Balanced Budget and 
Emergency Deficit Control Act of 1985 (popu­
larly known as Gramm-Rudman-Hollings) 
and the Budget Enforcement Act of 1990 
(BEA). 

Although reforms such as the Budget and 
Accounting Act and the Budget Act have 
certainly improved the information available 
to decisionmakers and rationalized the deci­
sionmaking process, they did not prevent the 
occurrence of unprecedented peacetime defi­
cits in the 1980s and the early 1990s. These 
deficits led to experimenting with the category 
of outcome-oriented budget procedures and to 
a raft of proposals for additional procedures of 
this sort. This chapter focuses on whether and 
how such procedures are likely to aid in reduc­
ing the deficit. 

Recent history indicates that the best recipe 
for deficit reduction is to couple enacting long­
term deficit reduction (as opposed to enacting 
promises of future actions) with a process to 
enforce that reduction. This formula was fol­
lowed by the architects of the 1990 budget 
agreement, which led to deficit reduction 
legislation and the BEA. The best approach to 
additional deficit reduction is to build on this 
model by deciding on specific policies to reduce 
the deficit and providing a budget process to 
enforce this agreement. 

The Congressional Budget Office's volume 
Reducing the Deficit: Spending and Reuenue 
Options, which will be published in February 
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1993, contains specific policy options that 
could be included in a multiyear deficit reduc­
tion package. This chapter discusses the is­
sues that policymakers must address when de­
vising an appropriate process to enforce deficit 
reduction. A review of budgetary decision­
making and outcomes under both Gramm­
Rudman-Hollings and the BEA yields lessons 
to guide those who would revamp the budget 
process. CBO applies these lessons in conclud­
ing that extension, perhaps with some modifi­
cation, of the current BEA procedures, coupled 
with enactment of a long-term deficit reduc­
tiun ;,ackage, offers the best chance of signifi­
cantly reducing the deficit in the next few 
years. 

Gramm-Rudman­
Hollings and the Budget 
Enforcement Act 

Frustration with large deficits led to the en­
actment in 1985 of Gramm-Rudman-Hollings, 
which grafted additional rules on top of exist­
ing budget procedures. The act established 
fixed annual deficit targets that declined each 
year, and required a balanced budget in 1991. 
It also established a mechanism intended to 
ensure that the targets were not exceeded: if 
the estimated deficit at the beginning_ of a fis­
cal year exceeded the target for the year, auto­
matic across-the-board cuts in spending for 
most discretionary and some mandatory pro­
grams (called a sequestration) would reduce 
the deficit to the targeted amount. The tar­
gets were amended in 1987, and the goal of a 
balanced budget was pushed back to 1993. 

Although Gramm-Rudman-Hollings may 
have held the deficits below what they would 
otherwise have been, it clearly did not lower 
the deficit to anywhere close to the targeted 
level. The original deficit target for 1990, the 
last year the Gramm-Rudman-Hollings pro­
cedures were fully in place, was $36 billion. 
The revised 1990 target, established in 1987, 

January 1993 

was $100 billion. The actual deficit for that 
year was $221 billion. 

In 1990, the Gramm-Rudman-Hollings pro­
cedures were largely replaced by the BEA, 
which resulted from the budget agreement 
adopted that year. Enacted in conjunction 
with a legislative package that provided defi­
cit reduction of almost $500 billion over five 
years, the BEA set up separate enforcement 
mechanisms for discretionary spending and 
for mandatory spending and revenue actions. 
These mechanisms--a limitation on discre­
tionary spending and a pay-as-you-go require­
·ment for mandatory spending and revenues-­
replaced the previous focus on fixed deficit 
targets with a concentration on limiting legis­
lative actions that would increase the deficit. 
In general, the process the BEA established 
has been successful in preserving the deficit 
reductions enacted in 1990, even though other 
factors have caused a substantial increase in 
the projected deficits since then. 

The first BEA enforcement mechanism 
limits discretionary spending--spending that 
is provided in annual appropriation acts. For 
fiscal years 1991 through 1993, annual appro­
priation and outlay ceilings were established 
for each of three categories of discretionary 
spending--defense, international, and domes­
tic. For the two years after 1993, budget 
authority and outlay caps exist only for the 
total of discretionary spending. Any violation 
of the spending caps is enforced through a 
sequestration of discretionary spending--in 
the category in which the violation occurs 
through 1993, and in total discretionary 
spending in 1994 and 1995. 

The BEA's second major enforcement mech­
anism is the pay-as-you-go (PA YGO) process 
that applies to mandatory spending and reve­
nues, which are both controlled by permanent 
law (or at least laws that do not require an­
nual renewal). Mandatory spending, such as 
that for Medicare and farm price support pro­
grams, is determined by laws establishing eli­
gibility rules, benefit rates, or other provisions 
that require the federal government to make 
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Box 6-1. 
Changes in the Deficit Outlook Since the Budget Agreement 

Shortly after enactment of the Omnibus Budget 
Reconciliation Act of 1990 (OBRA-90), which put in 
place deficit reduction agreed to by the President 
and the Congress that year, the Congressional Bud­
get Office estimated that budget deficits would be re­
duced by nearly $500 billion over the 1991-1995 
period, with the deficit down to $29 billion in 1995. 
CBO currently estimates that the deficit in 1995 will 
be $284 billion lsee table below). What has hap­
pened to cause such a dramatic reestimate in the 
deficit? 

Perhaps as important as what has happened is 
what has not happened. First, the reduction in the 
deficit resulting from OBRA-90 has not been dra­
matically less tban was estimated two years ago. If 
the changes in spending and taxes agreed to in 1990 
had never happened.. the deficits in 1991 through 
1995 would be close to $500 billion higher than 
current estimates. Second, legislation enacted since 
1990 has not significantly increased deficits. 1n fact, 
legislated policy changes account for only $2 billion 

of the estimated $255 billion increase in the pro­
jected 1995 deficit. 

What bas happened is that factors beyond the 
direct control of the President or the Congress have 
reduced revenues and increased spending for entitle­
ments and other mandatory programs. Revenues 
are lower because real economic growth was slower 
than anticipated. Lower inflation has also pushed 
down revenues, but this effect on the deficit is ap­
proximately offset by lower automatic cost-of-living 
adjustments in benefit programs, which are tied to 
inflation. Other expenditures in major benefit pro­
grams are up, largely because of dramatic increases 
in Medicare and Medicaid spending caused by a 
number of technical factors. Although the esti­
mated overall costs of closing ailing thrifts and 
banks has not increased since 1990, delays in fund­
ing thrift resolutions has increased the estimated 
1995 cost. Finally, net interest costs in 1995 are 
higher because of increased deficits in 1991 through 
1995, although lower interest rates partially offset 
this increase. 

Changes in CBO Deficit Projections Since the 1990 Budget Summit 
(By fiscal year, in billions of dollars) 

1991 1992 1993 1994 1995 

December 1990 Projection 253 262 170 56 29 

Polley Changes 
Revenues -1 3 5 a a 

Outlays 
2 1 Desert Storm spendingb 23 13 10 

Desert Storm contributions -43 -5 0 0 0 
Other 1 7 ....! --1 1 

Subtotal -19 Ts 14 4 2 
Deficit -19 13 9 4 2 

Economic Chang� 
Revenues -31 -58 -78 -90 -102
Outlays 1 -9 -31 -38 -34

OefKit 32 49 47 52 68

Technical Changes 
Revenues -24 -38 -42 -38 -36
Outlays 

-108 -28 51 37Deposit insurancec -28

Medicaid and Medicare 7 19 32 45 60
Other major benefit programs 8 18 24 24 25
Debt service -1 -2 a 8 18 
Other -7 1 13 13 8 

Subtotal T, -71 42 140 148 
Deficit 3 -34 84 179 185 

Total 16 28 140 235 255 

Current Projection 270 290 310 291 284 

SOURCE: Congressional Budget Office. 
NOTE: The December 1990 projections appeared in Congressional Budget Office, "The 1990 Budget Agreement: An Interim 

Assessment," CBO Paper (December 1990). 
a. Less than $500 million.
b. Es1imated; Desert Storm outlays are not segregated from other defense outlays.
c. Exdudes changes in estimated interest paid by two deposit insurance agencies (the Resolution Trust Corporation and the

Ban It Insurance Fund) to the Treasury. These payments are intrabudgetary and do not affect the deficit.

de) I I 4:0t'nt tD « ltttn±lhr 



86 THE ECONOMIC AND BUDGET OUTLOOK 

expenditures. Revenues are determined by 
the tax rates and tax rules set forth in laws. 

The PAY GO rules require that the net ef­
fect of legislative actions taken since 1990 
that affect mandatory spending and revenues 
in the 1991-1995 period must not increase the 
combined deficit of the current and next fiscal 
year. If this condition is not met, the PA YGO 
discipline is enforced through a separate se­
questration of the resources available to man­
datory programs other than those the BEA 
specifically exempts from sequestration. 

Deficit targets, though they still exist, play 
no role under the BEA through 1993. 
Through that year, the President must adjust 
them for changes in economic and technical 
assumptions and conceptual revisions. (The 
President has the option to make similar ad­
justments for 1994 and 1995.) As long as the 
targets are fully adjusted, the deficit estimate 
may increase substantially--because of a de­
teriorating economy, for example--and no ac­
tion would be mandated to offset the bleaker 
deficit outlook. 

The BEA has been generally successful in 
its first two years in enforcing the deficit re­
duction actions that resulted from the 1990 
budget agreement. The discretionary spend­
ing caps are holding; the appropriations com­
mittees and the Congress lived within their 
limits for 1991 and 1992 and actually reduced 
spending to a level below the caps in 1993. 
The pay-as-you-go process has discouraged 
major efforts to increase entitlement spending 
or cut taxes or both. 

Nonetheless, the deficit has not come down 
since the BEA was enacted. It is higher now 
than it was before the passage of that law, and 
CBO projects that the long-term deficit prob­
lem will worsen without further policy actions 
(see Chapter 2). 

But the deficit's failure to come down can­
not be laid at the feet of the BEA. When en­
acting the BEA, policymakers believed that 
the budget summit agreement would lower 
the deficit substantially; the BEA included no 
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requirement for additional deficit reduction if 
this expectation was not met. The factors that · 
have led to an increase in the projected deficit 
since 1990 have largely to do with the deteri­
oration of the economy and technical reesti­
mates of revenues and spending, especially for 
Medicare and Medicaid (see Box 6-1). That 
virtually none of the change in the deficit out­
look results from policies enacted since the 
BEA is a testament to the act's success in en­
forcing the budget agreement. 

Lessons Learned 

The past seven years have provided an ex­
periment in the efficacy of two very different 
approaches to using the budget process to re­
duce the deficit. Although neither Gramm­
Rudman-Hollings nor the Budget Enforce­
ment Act has resulted in the hoped-for deficit 
reduction, several lessons emerge from the ac­
tual results under each regime. 

o First, budget procedures are much bet­
ter at enforcing deficit reduction agree­
ments than at forcing such agreements 
to be reached. 

o Second, participants in the budget pro­
cess should be held accountable for re­
sults that are under their direct control. 

o Third, the enforcement process must be 
credible. 

o Fourth, the process must include a cer­
tain amount of flexibility to allow rea­
sonable responses to unexpected events. 

Enforcing Agreements Instead 
of Forcing Agreements 

Gramm-Rudman-Hollings was enacted be­
cause the President and the Congress could 
not agree on policies that would reduce long­
term deficits. Policymakers hoped that the 
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· specter of sequestration would force the Presi­
dent and the Congress to negotiate and agree 
to meaningful deficit reduction measures. But 
agreement could not be reached on enough 
real, permanent deficit reduction to lower the 
deficit to the statutory level. Instead, the 
legal requirement to meet the targets was 
satisfied by using overly optimistic economic 
assumptions and outright budget gimmickry, 
such as shifting military pay dates between 
fiscal years and moving costly spending off­
budget. 

The experience under Gramm-Rudman­
Hollings demonstrated that if the President 
and the Congress are unwilling to agree on a 
painful deficit reduction package, it is un­
likely that any budget procedure can force 
them to agree. Instead, budgetary leger­
demain is likely to used to meet the letter of 
the law, and the hard decisions that would 
achieve real, permanent deficit reduction will 
still be avoided. Any budget procedure that 
establishes fixed deficit targets represents an 
attempt to force future agreements and is sub­
ject to this problem. A constitutional amend­
ment requiring a balanced budget, a particu­
larly prominent proposed means of establish­
ing fixed deficit targets, would be no exception 
(see Box 6-2). A process that sets fixed 
amounts of deficit reduction to be achieved in 
coming years is also an attempt to force future 
actions and is likely to be less effective than a 
system that enforces reductions that have al­
ready been put in place. At least in the case of 
fixed reduction targets, however, the magni­
tude of the required future changes can be set 
at a reasonable level that is not subject to 
huge increases resulting from changes in the 
economy and technical factors. 

Conversely. if the President and the Con­
gress agree on and enact a painful package of 
spending cuts and tax increases to reduce the 
deficit, budget procedures that highlight and 
penalize deviations from that agreement can 
be effective. The procedures succeed in part 
because the participants in the agreement 
have an incentive to stick to the original 
terms, but this success also reflects the fact 
that it is far easier to block legislation than to 
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Box 6-2. 
Would a Balanced Budget Amendment 

Reduce the Deficit? 

The limitations of fixed deficit targets represent 
one of the biggest problems inherent in adopting 
one of the most popular proposed changes in the 
budget process--an amendment to the Constitution 
that would require a balanced budget. A balanced 
budget amendment sets a target for the size of the 
deficit, but does not specify either the policy ac­
tions that are necessary to reach the target or a 
process for enforcing those actions. As was so 
clearly demonstrated under Gramm-Rudman­
Hollings, it is impossible to build a process around 
the achievement of an annual deficit target 
without. creating incentives to engage in ~hort• 
term fixes and gimmicks in response. 

A balanced budget amendment would lead to 
several problems. First, there is no consensus on 
what the budget to be balanced under such a strict 
rule should include, or on how to measure con­
formity with the balanced budget rule. Further, a 
balanced budget amendment lacks credibility 
because it interferes with the ability of the federal 
government to combat recessions through auto­
matic stabilizers or discretionary fiscal policy. 
Most important, a balanced budget rule offers too 
many opportunities to evade its requirements. 
The President and the Congress could get around 
an apparently rigid balanced budget constraint by 
using timing mechanisms and other budgetary 
gimmicks to achieve short-run budget targets; bas­
ing the budget on overly optimistic economic as­
sumptions; creating off-budget agencies that 
would have authority to borrow and to spend but 
whose transactions would not be directly recorded 
in the budget; and passing costly spending on to 
states and local governments (through mandates) 
or private businesses (through regulations). 

A balanced budget amendment, if it were to 
work, would need to be accompanied by legislation 
that specified particular actions to reduce the 
deficit and bow they would be enforced. The deficit 
cannot be brought down without making these 
painful decisions to cut specific programs and raise 
particular taxes. The balanced budget amendment 
is not a substitute for such a balanced budget plan. 
Even if the amendment were passed and ratified 
by the necessary three-fourths of the s tates, 
therefore, the bard work would remain to be done. 

enact it. The parliamentary impediments 
(such as filibusters in the Senate, the need to 
muster majorities in numerous committees 
and at various stages of the legislative pro­
cess, or the two-thirds majority in each House 
required to override a Presidential veto) 
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that make enacting deficit reduction, or any 
controversial legislation, so difficult also work 
against reversing deficit reduction legislation 
once it is in place. 

The durability of enacted deficit reductions 
was demonstrated by the defeat of several at­
tempts in 1992 to tear down the walls between 
the defense and domestic discretionary spend­
ing categories and use defense savings to fund 
domestic programs at a level above .the domes­
tic cap. Given the demand for additional do­
mestic spending and the political climate at 
the time, establishing de novo a domestic 
spending cap at the level of the BEA cap 
almost certainly would have been impossible 
in 1992. It was possible, however, to block ef­
forts that would have revised the previously 
agreed-upon BEA cap to allow more domestic 
spendir -. 

Promoting Accountability 

One of the problems with Gramm-Rudman­
Hollings was that the fixed deficit targets 
made it virtually impossible to identify any 
budget participants who were responsible if 
the deficit was estimated to exceed the target. 
Any excess was the result of numerous factors, 
including ones not directly under the control 
of any budget participant, such as slower­
than-expected economic growth. The inability 
to assign responsibility for the excess made it 
more difficult to reach agreement on how to 
eliminate it. 

In addition, if efforts to cut the deficit were 
only partially successful and a sequestration 
did occur, it would apply to all programs that 
were not specifically exempt from all seques­
trations, whether or not those programs had 
already been cut in the effort to reach the tar­
get. Policymakers, therefore, were more hesi­
tant than usual to volunteer cuts for a deficit 
reduction package. Furthermore, because 
many programs were exempt from sequestra­
tion, advocates of those programs were free to 
try to increase spending in those programs or 
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defend them from cuts without worrying about 
whether their actions would trigger a 
sequestration. 

The BEA makes it easy to identify those re­
sponsible for deviations from the budget 
agreement, and it applies the sequestration 
more precisely than Gramm-Rudman­
Hollings. If discretionary spending exceeds 
the cap, legislation within the jurisdiction of 
the appropriations committees is clearly re­
sponsible, and any resulting sequestration ap­
plies only to the discretionary spending within 
the relevant category (or to all discretionary 
spending in 1994 and 1995}. If the PAYGO 
scorecard shows a net deficit increase, those 
who supported legislation that increased man­
datory spending or reduced revenues are 
clearly responsible; any sequestration that 
does occur applies only to mandatory spend­
ing. Because the two committees that write 
tax legislation--the House Ways and Means 
Committee and the Senate Committee on Fi­
nance--also have jurisdiction over programs 
that represent a very large share of manda­
tory spending, the responsibility for avoiding 
net PAYGO deficit increases is more concen­
trated than is at first apparent. 

As a result of the clear connection between 
legislation and a sequestration, PA YGO legis­
lation that increases the deficit is the subject 
of intense scrutiny. The first question asked of 
anyone proposing an increase in mandatory 
spending or a cut in taxes since the BEA is 
almost always "How are you going tu pay for 
it?" No PA YGO sequestration has yet been 
triggered, because any enacted deficit in­
creases have been offset, at least according to 
OMB's estimates, by measures that reduce the 
deficit. 

Maintaining Credibility 

Gramm-Rudman-Hollings lacked credibility 
because it promised results that were virtu­
ally impossible to achieve, and it invited eva­
sion through phony estimates and budgetary 
gimmicks. 
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Reaching the original deficit targets or the 
revised targets established in 1987 might 
have seemed possible, though ambitious, 
when the targets were established. As the 
performance of the economy fell below expec­
tations and the costs of programs such as 
Medicaid and Medicare increased above pro­
jections, however, it became clear that there 
was virtually no way to reach the targets. 

For example, in October 1990, the Office of 
Management and Budget (0MB) estimated 
that a sequestration of $83 billion would have 
been necessary to meet the Gramm-Rudman­
Hollings target of $64 billion in fiscal year 
1991. According to 0MB, a sequestration of 
$83 billion would have cut spending for each 
nonpersonnel defense account by 35 percent 
and each nonexempt domestic account by 32 
percent. The Presiden; and the Congress 
clearly could not allow a sequestration of that 
size to take effect; therefore, neither the deficit 
target nor the supposedly automatic enforce­
ment was credible. 

The credibility of Gramm-Rudman-Hollings 
also suffered because of the overly optimistic 
economic and technical estimates and the bud­
getary gimmicks it encouraged. Rosy sce­
narios are almost inevitable in any system 
that focuses on meeting fixed deficit targets. 
The effects of changes in economic and tech­
nical assumptions on the deficit can easily 
dwarf the effects of proposed policy changes. 
Making the forecast of economic growth a 
little more optimistic is more palatable than 
including in the budget a deeper cut in a popu­
lar entitlement program or a tax increase. 
Also, any system that focuses enforcement on 
one year at a time, as Gramm-Rudman­
Hollings did, invites schemes that produce 
apparent deficit savings in the target year 
while increasing deficits in other years. 

The BEA is more credible than Gramm­
Rudman-Hollings because it promises only to 
prevent legislative changes that would 
diminish the deficit reduction put in place as a 
result of the 1990 budget agreement. That is 
not a clearly unobtainable goal. In addition, 
the automatic sequestrations that enforce the 
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BEA are credible because they are likely to be 
relatively small. Unlike Gramm-Rudman­
Hollings, these sequestrations apply only to 
deficit increases caused by legislative actions, 
and such actions are unlikely to increase the 
deficit in any year by the very large amounts 
that can result from changes in the economy 
or technical factors. 

The BEA also is less subject to rosy sce­
narios and budgetary gimmicks. Optimistic 
economic and technical assumptions have a 
great effect on estimates of the deficit, which 
are not relevant in BEA enforcement, but or­
dinarily have relatively little effect on esti­
mates of the costs of new legislation, which are 
central to BEA enforcement. Timing shifts 
and other budgetary gimmicks are harder to 
use to evade BEA enforcement because the 
BEA has a multiyear focus. Unlike Gramm­
Rudman-Hollings, the BEA does not ignore 
any current-year deficit increases after initial 
estimates indicate compliance at the begin­
ning of the year. It also does not allow the 
possibility that future estimates of lower defi­
cits based on optimistic economic or technical 
assumptions will eliminate the need to offset 
increases in future deficits resulting from cur­
rent legislation. Any estimate that current 
legislation will increase a future deficit will 
require lower spending or higher taxes in that 
future year--at least through 1995, when the 
BEA expires. 

Providing Flexibility 

Any budget process must be flexible enough to 
deal with unforeseen circumstances that 
require budgetary responses. For example, it 
is often appropriate for the federal govern­
ment to engage in countercyclical fiscal policy 
when the economy is in recession. The federal 
government also responds to other emergen­
cies, such as natural disasters or international 
crises, that cannot always be anticipated. 

The budget process must recognize these 
realities;' indeed, its continued survival de­
pends on providing policymakers with the 
flexibility to deal with these unanticipated 
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events. The BEA assisted in this goal by es­
tablishing an explicit exception for discre­
tionary appropriations, mandatory spending 
increases, or tax cuts that the legislation and 
the President designate as emergency require­
ments. Despite some predictions to the con­
trary, the President and the Congress have 
resisted the urge to use this safety valve to 
evade the BEA 's strictures on a large scale. 
Any process designed t.o enforce future deficit 
reduction agreements should maintain such 
exceptions. 

The Budget Process 
in 1993 

CBO's budget projections clearly show that 
significant actions are needed to reduce the 
deficit. Under current policies, budget deficits 
will hover around $300 billion in the next few 
years and then will begin to rise even higher 
despite the assumption that the economy will 
grow steadily throughout the period. The defi­
cit reduction enacted in 1990 prevented the 
deficit from being even higher than it is, but 
additional cuts in spending or tax increases or 
both are needed to forestall deficit increases 
that are unprecedented in a growing peace­
time economy. 

Based on the lessons of the last seven years, 
the chances of achieving long-term deficit 
reduction will be improved if changes in the 
budget process are not the focus of attention in 
1993. The focus should instead be on reaching 
agreement on a specific long-term deficit re­
duction plan and enacting cuts in mandatory 
spending or increases in taxes that are in­
cluded in that plan. A process should then be 
put in place that will ensure that future ap­
propriations for discretionary spending do not 
exceed the planned amounts and that future 
changes in mandatory spending programs and 
taxes do not dissipate the deficit reduction 
that has been enacted. 
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If subsequent changes in the economy or the 
costs of mandat.ory programs lead to deficits • 
that are significantly different than antici­
pated in the wake of the enacted deficit re­
duction, the President and the Congress 
should consider taking additional action at 
that time. The BEA requires actions in re­
sponse to events that are under the direct con­
trol of policymakers, but does not require the 
situation to be revisited if the deficit outlook 
deteriorates for other reasons. Although no 
process should be put in place that is intended 
to force future actions, neither should the 
existence of a process enforcing a previous 
plan be used as an excuse to avoid taking re­
sponsible actions in response t.o changed cir­
cumstances. 

Discretionary Spending 

Because discretionary appropriations are en­
acted for one year at a time, it is not possible to 
enact discretionary savings for future years. 
However, as the BEA shows, it is possible to 
enact caps on discretionary spending so that 
cuts in discretionary spending below a base­
line level can be part of a multiyear deficit re­
duction package. Some people believe that 
giving the President the authority to veto line 
items in appropriation bills would also help t.o 
achieve savings in discretionary spending, but 
an item veto seems more likely to affect the 
composition of discretionary spending than t.o 
contribute to deficit reduction (see Box 6-3). 

Setting caps that are supposed to ensure fu­
ture discretionary savings may seem to run 
counter to the argument that the budget pro­
cess is not good at forcing future agreements 
on specific cuts. But the very fact that discre­
tionary spending is annually appropriated is 
what makes the caps work. Because manda­
tory spending and taxes are based on perma­
nent law, the President and the Congress can 
avoid making promised future cuts simply by 
failing to take action. But appropriators must 
act every year in order to provide funding for 
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tdiscretionary programs. They cannot evade 
the caps by simply failing to act. Instead of 
the caps being a device to force future actions, 
they are mechanisms that limit future actions. 

If an agreement is reached on a new deficit 
reduction package that extends beyond 1995, 
f:he BEA discretionary caps should be adjusted 
and extended in order to enforce the level of 
discretionary spending assumed in that pack­
age. Such enforcement is credible as long as 
the caps are not unreasonably low. One im­
portant issue is whether the caps cover only 
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total discretionary spending, as the BEA pro­
vides in 1994 and 1995, or whether there 
should be a return to the separate caps on dis­
cretionary categories that existed in 1991 
through 1993. Caps on total spending provide 
decisionmakers with more flexibility in re­
sponding to changing needs, but still ensure 
that the promised discretionary savings are 
achieved. Having separate caps on categories 
reduces flexibility, but it leads to deficit reduc­
tion if actual funding in any category is below 
the cap: the deficit is reduced because those 
savings cannot be used to increase spending in 

Box 6-3. 
What Is the Likely Effect of the Item Veto? 

Many Presidents have sought the authority to 
reduce or eliminate specific items in appropria­
tion bills, a power possessed by 43 of the 50 
state governors. These Presidents have argued 
that an item veto would empower them, as a 
representative of the general interest, to reduce 
low-priority or locally oriented--so-called pork­
barrel-projects, thus leading to a reduction in 
the deficit. 

Various statutory alternatives that are de­
signed to have largely the same effect as the 
item veto have also been proposed. The most 
popular of these would expand the current 
powers of the President to propose rescinding 
appropriated funds under the Congressional 
Budget and Impoundment Control Act of 1974. 
Expedited rescission proposals (such as H.R. 
2164, which passed the House in the closing 
days of the 102nd Congress) are the most 
limited in their grant of authority to the Presi­
dent. They would require the Congress to vote 
on proposed rescissions, with a simple majority 
prevailing on the vote. At present, the Con­
gress can kill the proposed rescissions simply 
by failing to act on the proposal. 

Giving the President item veto or similar 
power would certainly represent a shift in the 
constitutional balance of powers, but it is un­
likely to have any significant effect on deficits. 
Because the item veto and its statutory sub­
stitutes would apply only to discretionary 
spending, which represents only about 40 
percent of total outlays and is growing much 
more slowly than mandatory spending, the 
item veto's potential to reduce the deficit or 
control spending is necessarily limited. 

The item veto has limited potential to re­
duce even the discretionary portion of the bud­
get. Because the Budget Enforcement Act's 
spending caps represent a statutory agreement 
between the President and the Congress on the 
level of discretionary spending, the item veto is 
unlikely to spur additional reductions. Any re­
ductions in appropriations from line-item 
vetoes are likely to be replaced by other spend­
ing, so the only result would be a shift in the 
composition of spending. 

Even if discretionary spending limits were 
not in place, Presidents are likely to use the 
threat of vetoes to gain increases in spending 
they support rather than to reduce spending 
overall. Only Presidents who value reduced 
spending over pursuing their own spending 
priorities are likely to even try to use the item 
veto for deficit reduction. 

Because an item veto would shift the bal­
ance of power between the President and the 
Congress, it probably would affect the distribu­
tion of spending by substituting some Presiden­
tial budget priorities for Congressional ones. 
Evidence from studies of the states' use of the 
item veto supports this claim; state governors 
have used it to shift state spending priorities 
rather than to decrease spending. Some ana­
lysts would argue that shifting spending priori­
ties is sufficient reason to adopt the item veto if 
the President is less likely to engage in pork­
barrel spending. An item veto, they claim, 
would make the President more responsible for 
spending choices and would lessen the ten­
dency for the two branches to blame each other 
for the proliferation of"wasteful" spending. 
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another category. Separate caps also focus ac­
countability by reducing the number of deci­
sionmakers with primary responsibility for 
ensuring compliance with a cap. 
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The BEA's current sequestration process for 
discretionary programs should be used to en- , 
force any limits on appropriations that are 
part of a new deficit reduction package. Any 

Box 6-4. 
Will Caps on Mandatory Spending Work? 

Approximately half of all federal spending is 
for entitlements and other mandatory spend­
ing (excluding net interest payments). Pay­
ments for these programs are governed by 
formulas that are set in law, and spending is 
not constrained in the annual appropriation 
process. The Budget Enforcement Act's pay-as­
you-go procedures were designed to prevent en­
actment of legislation that would erode the 
mandatory spending cuts and revenue in­
creases that were enacted as a result of the 
1990 budget agreement. They were not de­
signed to prevent growth in mandatory spend­
ing that results from increases in beneficiary 
populations, inflation, increased use of ser­
vices, or any other factors not directly under 
the control of the Congress and the President. 

During the 102nd Congress, the Bush Ad­
ministration and various Members supported 
the concept of placing an enforceable cap on 
mandatory spending. This proposal would tie 
the growth of spending for individual programs 
to the increase in the eligible population and 
inflation, plus a transitional percentage that 
would allow the change to be phased in. It 
would also establish a sequestration procedure 
to enforce a breach of that cap. Savings would 
be achieved if spending were held to the cap 
level, because the costs of some programs, nota­
bly Medicare and Medicaid, are estimated to 
grow much faster than their beneficiary pop­
ulations and general inflation. This rapid 
growth in Medicare and Medicaid is primarily 
the result of increases in the use of hospital and 
physician services, changes in the quality of 
care, and inflation in the cost of medical care 
that exceeds inflation in the rest of the econo­
my. In the absence of a fundamental restruc­
turing of Medicare and Medicaid, holding the 
growth of their costs to the cap level would re­
quire real cuts in the health care services that 
would be available to the elderly and the poor. 

Many advocates of this approach do not 
accompany the call for a mandatory cap with 
policy proposals to achieve the reductions in 

individual programs that are needed to avoid 
sequestration. Because even most advocates 
of a mandatory cap agree that an across-the­
board sequestration is not an acceptable way 
to achieve the desired reduction in mandatory 
spending, however, the cap is likely to be met 
only if such specific policy changes are en­
acted. The most important of these would be 
policies that would control the long-term 
growth in health care costs, which represent 
the fastest growing part of the budget. These 
cuts will be hard to achieve, however, because 
many people will want to use any Medicare 
and Medicaid savings to provide greater and 
more affordable access to medical care for citi­
zens who currently are not covered by govern­
ment health care programs and do not have 
access to, or cannot afford, private health in­
surance. 

A sequestration of mandatory programs 
could not be carried out easily. Government 
benefit checks and other mandatory spending 
cannot simply stop flowing after the cap is 
reached without disrupting, and possibly en­
dangering, the lives of millions of citizens. 
Agencies in the executive branch could esti­
mate the likely shortfall resulting from the 
cap and adjust all future payments to account 
for the effect of the limit, but that would in• 
volve an enormous amount of bureaucratic 
discretion and uncertainty about the benefits 
that will actually be provided. In any case, the 
courts may be asked to respond to the conflict 
between the legislation that authorized t he 
mandatory spending and a requirement to se­
quester that spending. 

By their very nature, entitlement pro• 
grams are not subject to specific annual spend­
ing limits. Simply placing a limit on an en­
titlement program is no substitute for chang­
ing the policies controlling it. If policymakers 
believe that a program such as Medicare 
should not exceed a particular level of spend­
ing in a year, they should revamp the program 
and turn it into a discretionary program. 
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sequestration that occurs is aimed only at pro­
grams under the jurisdiction of the appropri­
ators--and only within the offending category 
if there are separate category caps. Also, the 
scope of the sequestration is comprehensive 
because almost no discretionary programs are 
exempt. 

Mandatory Spending 

In contrast to its annual funding of dis­
cretionary programs, the Congress can enact 
changes now in mandatory programs and 
taxes that will achieve the multiyear deficit 
reduction that has been agreed to. The en­
forcement mechanism then merely needs to 
prevent legislative actions that would undo 
the savings that have been achieved, rather 
than put a cap on future spending or a floor 
under taxes. 

In place of this approach, however, some 
people have proposed enacting a cap on future 
mandatory spending as a way to force future 
action to cut mandatory programs or, failing 
that, to achieve savings through future across­
the-board sequestrations of mandatory pro­
grams. As with proposals to set fixed deficit or 
deficit reduction targets, the mandatory cap 
approach assumes that establishing a new 
procedure can force future agreements to take 
politically difficult steps (in this case, 
agreements to cut mandatory programs) that 
are currently not possible. And, as with fixed 
targets, a mandatory cap is likely to end up 
promising more than it can deliver--with 
gimmicks and phony estimates taking the 
place of real spending cuts and with promised 
automatic cuts lacking credibility (see Box 
6-4). The most effective means of reducing
mandatory spending or increasing revenues is
to enact laws now that achieve multi year defi­
cit reduction and to enforce the new deficit re­
duction package by extending the BEA's
PA YGO procedures for a number of years.

The PA YGO mechanism is not as well fo­
cused or comprehensive as the discretionary 
procedures. A tax cut that is not offset by 
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mandatory spending cuts or tax increases 
would trigger a sequestration of mandatory 
spending rather than a tax increase. Further, 
the majority of mandatory spending is exempt 
from sequestration even though increases in 
exempt programs might be the cause of the 
sequestration. Although the current PA YGO 
system has worked well, expanding the appli­
cation of sequestration would increase the 
fairness of the process and expand the number 
of policymakers with strong incentives to 
avoid sequestration. The President and the 
Congress should consider making an auto­
matic increase in taxes a part of PA YGO se­
questration and broadening the base of pro­
grams .that are subject to sequestration to in­
clude the vast amount of spending on pro­
grams that primarily benefit the middle class. 
These adions would be likely to ensure that 
advocates of these benefit programs and advo­
cates of low taxes would actively oppose any 
legislation that might lead to a PA YGO 
sequestration. 

Conclusion 

The past indicates that efforts to reduce the 
deficit are most likely to be successful if the 
President and the Congress first agree on poli­
cy actions and then set up process0s to enforce 
them: deficit reduction does not work as well if 
the process changes precede the policy actions. 
For example, both Gramm-Rudman-Hollings 
and the proposed balanced budget amendment 
try to force agreement on specific deficit-re­
ducing actions. Processes are not as good at 
forcing agreements, however, as they are at 
enforcing them. Procedures are important, 
but they should not be asked to do what they 
cannot. If agreement exists on policy actions, 
many of the major process changes (such as 
the balanced budget amendment, the line­
item veto, and mandatory caps) that have 
been advocated are superfluous. The Congress 
and the President should avoid any tempta­
tion to substitute process for policy, but should 
recognize the importance of process in ensur­
ing that policy changes are realized. 
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BUDGET ENFORCEMENT ACT OF 1990: 
BRIEF SUM:MARY 

SUMMARY 

The Omnibus Budget Reconciliation Act of 1990, H.R. 5835, was signed 
into law on November 5, 1990. Title XIII of the law is refened to as the 
"Budget Enforcement Act of 1990." The conference report on H.R. 5835 
(House Report 101-964, October 26, 1990) was printed in the Congressional 
Record of October 26 (Vol. 136, No. 149, Pt. II). 

The Budget Enforcement Act contains five subtitles: 

• Subtitle A, which provides special five-year procedures for deficit 
control (affecting fiscal years 1991-1996); 

• Subtitle B, which makes permanent changes in the congressional 
budget process; 

• Subtitle C, which deals with the treatment of Social Security in the 
budget; 

• Subtitle D, which cancels the fiscal year 1991 sequester and 
retroactively authorizes pay for employees furloughed during a 
three-day funding gap in October 1990; and 

• Subtitle E, which pertains to the financial safety and soundness of 
Government-sponsored enterprises. 

The Budget Enforcement Act makes numerous and substantial changes in 
the Federal budget process by amending several laws, principally the Balanced 
Budget and Emergency Deficit Control Act of 1985 (P.L. 99-177, as amended) 
-- also referred to as the Gramm-Rudman-Hollings Act -- and the 
Congressional Budget Act of 1974 (P.L. 93-344, as amended), and the standing 
rules of the House. This report briefly discusses the major changes. 
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BUDGET ENFORCEMENT ACT OF 1990: 
BRIEF SUMMARY 

INTRODUCTION 

The Omnibus Budget Reconciliation Act of 1990, H.R. 5835, was signed 
into law on November 5, 1990. Title XIlI of the law is referred to as the 
"Budget Enforcement Act of 1990." The Budget Enforcement Act contains five 
subtitles: 

• Subtitle A, which provides special five-year procedures for deficit 
control (affecting fiscal years 1991-1995); 

• Subtitle B, which makes permanent changes in the congressional 
budget process; 

• Subtitle C, which deals with the treatment of Social Security in the 
budget; 

• Subtitle D, which cancels the fiscal year 1991 sequester and 
retroactively authorizes pay for employees furloughed during a 
three-day funding gap in October 1990; and 

• Subtitle E, which pertains to the financial safety and soundness of 
Government-sponsored enterprises. 

The conference report on H.R. 5835 (House Report 101-964, October 26, 
1990) was printed in the Congressional Record of October 26 (Vol. 136, No. 
149, Pt. II). With regard to the Budget Enforcement Act, the conference 
report language is printed on pages H 12589-H 12605 and the joint 
explanatory statement is printed on pages H 12743-H 12760. 

The Budget Enforcement Act makes numerous and substantial changes in 
the Federal budget process by amending several laws, principally the Balanced 
Budget and Emergency Deficit Control Act of 1985 (P.L. 99-177, as amended) 
-- also referred to as the Gramm-Rudman-Hollings Act - and the 
Congressional Budget Act of 1974 (P.L. 93-344, as amended), and the standing 
rules of the House. This report briefly discusses the major changes. 

Additional information relating to the Budget Enforcement Act may be 
obtained from the following CRS Reports to Congress: 

• Budget Enforcement Act of 1990: Contents Listing, by Edward Davis 
and Robert Keith. Report no. 90-516 GOV. November 5, 1990, 5 
p.; 

• Budget Enforcement Act of 1990: Cross-References to Laws and Rules 
Amended, by Edward Davis and Robert Keith. Report no. 90-517 
GOV. November 5, 1990, 13 p.; and 

• Budget Enforcement Act of 1990: Legislative History, by Edward Davis 
and Robert Keith. Report no. 90-518 GOV. November 5, 1990, 5 
p. 
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SPECIAL FIVE-YEAR PROCEDURES FOR DEFICIT CONTROL 

The Budget Enforcement Act establishes special five-year procedures for 
deficit control (covering fiscal years 1991-1995) by amending the Gramm­
Rudman-Hollings Act and the Congressional Budget Act (principally by adding 
a new Title VI, "Budget Agreement Enforcement Provisions"). 

First, the Act revises the deficit targets in the Gramm-Rudman-Hollings 
(GRH) Act and extends the sequestration process for two more years -­
through fiscal year 1995 (although the budget is not expected to be in balance 
by that time). Second, the Act sets limitations on distinct categories of 
discretionary spending. Third, the Act creates "pay-as-you-go" procedures to 
require that increases in direct spending (i.e., spending controlled outside of 
the annual appropriations process) or decreases in revenues due to legislative 
action are offset so that there is no effect on the deficit. 

In addition to retaining the sequestration process that enforces the deficit 
targets in the GRH Act, the Budget Enforcement Act also establishes 
sequestration procedures to enforce the discretionary spending limits and the 
pay-as-you-go requirements. To the extent that any of the three different 
types of sequesters must be made, they will occur on the same day (which 
must be within 15 calendar days after Congress adjourns to end a session); 
sequestration of this type is referred to informally as "end-of-session 
sequestration." Further, one or more additional sequesters may occur 
subsequently in the fiscal year to eliminate any breach in the discretionary 
spending limits; this type of sequestration is referred to formally as "within­
session sequestration." 

Sequestration tied to enforcement of the deficit targets would occur only 
if a deficit excess remained after the other two types of sequestration had 
been implemented. A number of factors, however, including the operation of 
the other two types of sequestration, are expected to make sequestration tied 
to the deficit targets unnecessary, at least through fiscal year 1993. 

The deficit targets and discretionary spending limits must be adjusted to 
take into account a variety of circumstances and developments, as discussed 
below. 

In addition to establishing three separate sequestration procedures, the 
Budget Enforcement Act requires that budget resolutions considered during 
this period cover five fiscal years. Further, the procedures for setting 
aggregate budget amounts in the budget resolution, a11ocating spending under 
a budget resolution, and enforcing budget resolution amounts are keyed to the 
deficit targets and discretionary spending limits (as they may be adjusted). 
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Revision and Enforcement of Deficit Targets 

The deficit targets in the GRH Act are revised for fiscal years 1991-1995, 
as shown in Table 1. In 1985, the GRH Act set the deficit target for fiscal 
year 1991 at zero. The fiscal year 1991 target was revised upward to $64 
billion in 1987, with the budget expected to be in balance by fiscal year 1993. 
The Budget Enforcement Act revises the fiscal year 1991 target upward to 
$327 billion. Further, the Act does not specify a future deficit target of zero; 
the deficit target for fiscal year 1995, the last fiscal year covered by the 
procedures, is $83 billion. The newly revised deficit targets are comparatively 
greater than the earlier targets because of a change in the treatment of the 
Social Security trust funds and revised economic and technical assumptions. 

The President is required to adjust the deficit targets for fiscal years 1991-
1995 (to reflect updated economic and technical assumptions and changes in 
budgetary concepts and definitions), as applicable, when be submits his annual 
budget for fiscal years 1992 and 1993. Further, he may adjust the deficit 
targets for fiscal years 1994 and 1995 (to reflect updated economic and 
technical assumptions) when he submits his budget for those fiscal years. For 
any fiscal year, the deficit targets must be adjusted to take into account 
changes in the discretionary spending limits made under other procedures. 
Sequestration reports issued by 0MB later in the year must reflect these 
adjustments. 

The Budget Enforcement Act retains the sequestration procedures that 
make across-the-board spending cuts to reduce the deficit down to the target 
level. AB under the earlier procedures, half of the required outlays savings 
must be made in defense programs and half in nondef ense programs. The 
margin-of-error amount (which is the amount by which the deficit target may 
be exceeded without triggering sequestration) is set at zero for fiscal years 
1992 and 1993 and is set at $15 billion for fiscal years 1994 and 1995. 
(Formerly, the GRH Act set the margin-of-error amount at $10 billion each 
year and zero for the last fiscal year covered by the process.) 

Enforcement of Discretionary Spending Limits 

The Budget Enforcement Act establishes limits on discretionary spending. 
For fiscal years 1991-1993, separate limits are set for new budget authority 
and outlays for three different categories - defense, international, and 
domestic. For fiscal years 1994 and 1995, the limits on new budget authority 
and outlays are established for a single category -- total discretionary 
spending. The discretionary spending limits for fiscal years 1991-1995 are 
shown in Table 2. 

When the President submits his budget for each of fiscal years 1992 
through 1995, he must adjust the discretionary spending limits to take into 
account certain factors and conditions, including changes in budgetary 
concepts and definitions, changes in inflation, and (for fiscal years 1993 and 
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TABLE 1. Original and Revised Deficit Targets 
(amounts in billions of dollars) 

Fiscal 1985 1987 House Senate Conference 
year Law Law Bill Amendment Agreement 

1986 171.9 
1987 144 
1988 108 144 
1989 72 136 
1990 36 100 

1991 0 64 302.3 242 327 
1992 28 276.8 219 317 
1993 0 189.7 165 236 
1994 58.1 86 102 
1995 18.7 62 83 

TABLE 2. Discretionary Spending Limits: Fiscal Years 1991-1995 
(amounts in billions of dollars) 

FY1991 FY1992 FY1993 FY1994 FY1995 

Defense 
Budget Authority 288.918 291.643 291.785 
Outlays 297.660 295.744 292.686 

International 
Budget Authority 20.100 20.500 21.400 
Outlays 18.600 19.100 19.600 

Domestic 
Budget Authority 182.700 191.300 198.300 
Outlays 198.100 210.100 221.700 

All Catea:ories 
Budget Authority 510.800 517.700 
Outlays 534.800 540.800 
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1994) changes in estimates of credit subsidy costs. Discretionary spending 
limits may also be adjusted to allow for Internal Revenue Service tax 
compliance funding, debt forgiveness for Egypt and Poland, International 
Monetary Fund quota increases, emergency appropriations (designated as such 
in statute and including costs for operation Desert Shield), and specified 
special allowances. 

Enforcement of ·the spending limits is accomplished through a special 
sequestration process and by linking the limits to points of order under the 
Congressional Budget Act. A sequester under this process would occur only 
within the category in which a breach occurred. If a sequester under this 
process is required at the end of a session, it must occur on the same day as 
any sequestration tied to enforcement of the pay-as-you-go procedures or the 
deficit targets. During the following session, the enactment of legislation 
causing a breach in the spending limits would trigger sequestration 15 days 
later; however, any such enactment occurring during the last quarter of the 
fiscal year (i.e., between July 1 and September 30) would instead cause the 
appropriate discretionary spending limits for the next fiscal year to be reduced 
by the amount of the breach. 

Enforcement of Pay-As-You-Go Procedures 

Under the "pay-as-you-go" process created by the Budget Enforcement Act, 
legislation proposing new direct spending, or legislation decreasing revenues, 
must be offset so that the deficit is not increased. Enforcement of the "pay­
as-you-go" process is accomplished through a special sequestration procedure 
and through links to the Congressional Budget Act. 

If a sequester under this process is required, it must occur within 15 
calendar days after Congress adjourns at the end of a session and on the same 
day as any sequestration tied to enforcement of the discretionary spending 
limits or the deficit targets. The sequester would have to offset the amount 
of any net deficit increase in that fiscal year and the prior fiscal year, and 
would be applied to non-exempt direct spending programs. 

Emergency direct spending and revenue legislation (designated as such in 
statute) that would cause a deficit increase is not covered by the "pay-as-you­
go" sequestration process. 

For instances in which legislation causing a net reduction in revenues is 
enacted, the House provides a special reconciliation procedure under which the 
committee of jurisdiction over the enacted legislation would have to report 
new legislation increasing revenues to offset the deficit increase. 
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Timetable for Sequestration Reports and Orders 

The three types of sequestration that may occur -- relating to the deficit 
targets, the discretionary spending limits, and the "pay-as-you-go" procedures 
-- are integrated under a single timetable, as discussed previously. 

Table 3 sets forth the timetable for the issuance of sequestration reports 
and orders. 

TABLE 3. Timetable for Sequestration Reports and Orders 

Date: 

5 days before the 
President's budget 
submission 

The President's budget 
submission 

August 15 

August 20 

10 days after end of 
session 

15 days after end of 
session 

30 days later 

Action to be completed: 

CBO sequestration preview report. 

0MB sequestration preview report. 

CBO sequestration update report. 

0MB sequestration update report. 

CBO final sequestration report. 

0MB final sequestration report; 
Presidential order. 

GAO compliance report. 

OTHER BUDGET PROCESS MAITERS 

Deadline for Submission of President's Budget 

Under the Budget and Accounting Act of 1921 (31 U.S.C. 1105(a)), the 
President was required to submit his annual budget within 15 days after 
Congress convened. In 1985, the Gramm-Rudman-Hollings Act changed the 
deadline for submission to the first Monday after January 3 (the date on 
which a new Congress convenes). Three of the five budgets submitted since 
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the change in the deadline were submitted between January 29 and February 
18, well after the deadline. 

The Budget Enforcement Act changes the deadline for submission of the 
President's budget to the first Monday in February, although he may submit 
it as early as the first Monday after January 3 (and is urged by the conferees 
to do so except under pressing circumstances). 

Treatment of Social Security in the Budget 

Transactions of the Federal Old-Age and Survivors Insurance Trust Fund 
and the Federal Disability Insurance Trust Fund (OASDD, commonly referred 
to as the Social Security trust funds, were excluded from the spending and 
revenue totals of the Federal Government by the Social Security Amendments 
Act of 1983 and the GRH Act. Although the trust funds (which reflect a 
growing surplus) are exempt from sequestration, they were included in the 
deficit calculations made under the GRH Act. 

The Budget Enforcement Act reaffirms the off-budget status of the Social 
Security trust funds and excludes them from the deficit calculations made 
under the GRH Act. 

The exclusion of the Social Security trust funds from the GRH deficit 
calculations, in the view of some, may create incentives to "tap into" the 
growing trust fund balances. Accordingly, the Budget Enforcement Act 
establishes separate House and Senate procedures to protect these balances. 

The House provision creates a point of order (as free-standing law) to 
prohibit the consideration of legislation that would change the actuarial 
balance of the Social Security trust funds over a 5-year or 75-year period. In 
the case of legislation decreasing Social Security revenues, the prohibition 
would not apply if the legislation also included an equivalent increase m 
Medicare taxes for the period covered by the legislation. 

The Senate provision also creates a procedure (referred to as a "firewall") 
to protect Social Security financing, but does so by expanding certain 
enforcement provisions of the Congressional Budget Act. The Senate provision 
expands the prohibition in Section 310(g) of the Budget Act to specifically 
protect Social Security financing, prohibits the consideration of a reported 
budget resolution calling for a reduction in Social Security surpluses, and 
includes Social Security in the enforcement procedures under Sections 302 
and 311 of the Budget Act. 

The Budget Enforcement Act also requires a report to Congress by the 
Board of Trustees of the Social Security trust funds regarding the actuarial 
balances of the funds. 
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Federal Credit Reform Act of 1990 

The treatment of Federal credit activities in the budget is changed by the 
Budget Enforcement Act. The Act adds a new title, Title V, to the 
Congressional Budget Act; the new title is referred to as the "Federal Credit 
Reform Act of 1990." The purposes of the Federal Credit Reform Act are to 
provide for more accurate measurement of the costs of direct loans and loan 
guarantees, to place the costs of credit programs on a budgetary basis 
equivalent to other spending programs, and to improve the allocation of 
resources among credit programs and between credit programs and other 
spending programs. 

Beginning with fiscal year 1992, the Federal Credit Reform Act provides 
that the budget cost of credit programs be the long-term cost to the Federal 
Government on a net present value basis, excluding administrative costs and 
certain incidental effects. The remaining cash flows associated with credit 
programs are treated as a "means of financing'' and do not affect spending 
levels. Federal deposit insurance programs are not covered under the Act. 

Under the Act, appropriations must be enacted to cover the cost of direct 
loan and loan guarantee programs, except for credit programs that are 
entitlements and credit programs of the Commodity Credit Corporation, before 
assistance can be provided. Adjustments are made to accounts at a later time 
if the estimated cost of credit activities proves to be incorrect. 

The Director of 0MB is responsible for developing guidelines and 
regulations to be used in carrying out the Act. Both 0MB and CBO are 
charged with developing improved cost estimates for credit programs and 
reporting, by January 31, 1992, on differences in long-term administrative 
costs for credit programs versus grant programs. 

Government-Sponsored Enterprises 

Government-Sponsored Enterprises (GSEs) are entities chartered and 
established by the Federal Government but privately owned and operated. 
Because GSEs have public-oriented missions and are closely allied with Federal 
activities, the Federal Government is seen by many as implicitly backing GSE 
operations financially. The Budget Enforcement Act defines the following 
entities as GSEs for purposes of the Act: (1) the Farm Credit System; (2) the 
Federal Home Loan Bank System; (3) the Federal Home Loan Mortgage 
Corporation; (4) the Federal National Mortgage Association; and (5) the 
Student Loan Marketing Associations. 

The Budget Enforcement Act requires both CBO and the Treasury 
Department to report to Congress by April 30, 1991, regarding an assessment 
of the financial soundness of GSEs, and (in the CBO report only) alternative 
models for oversight. The Treasury Department report must include 
legislative recommendations. 

" 
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The Budget Enforcement Act also provides for the reporting of legislation 
to ensure the financial soundness of GSEs by the appropriate congressional 
committees no later than September 15, 1991 and requires that the 
President's annual budget include an analysis regarding GSEs. 

"Byrd Rule" on Extraneous Matter in Reconciliation 

The "Byrd Rule" sets forth Senate procedures controlling the consideration 
of extraneous matter in reconciliation measures. The rule originated as 
Section 20001 of the Omnibus Budget Reconciliation Act of 1985 (P.L. 99-
272), was augmented by two Senate resolutions adopted in the 99th Congress 
(S.Res. 286 and 509), and has been amended. The rule bars extraneous matter 
from being included in any reconciliation legislation, defining different 
categories of extraneous matter and providing exceptions to the prohibition. 

The Budget Enforcement Act revises the Byrd rule to clarify what 
constitutes extraneous matter and to strengthen provisions regarding its 
enforcement (including the incorporation of the two Senate resolutions 
adopted in the 99th Congress). Further, the Act transfers the Byrd Rule to 
the Congressional Budget Act and establishes it as a new section (Section 313, 
"Extraneous Matter in Reconciliation Legislation"). 

Cancellation of Fiscal Year 1991 Sequester 

Pursuant to the Gramm-Rudman-Hollings Act, President Bush issued an 
initial sequestration order for fiscal year 1991 on August 25, 1990. On 
October 15, the President issued a final sequestration order. The 
implementation of the across-the-board spending cuts was suspended by a 
series of five continuing resolutions (Public Laws 101-403, 101-412, 101-444, 
101-461, and 101-467), the final one expiring on November 5. Had the 
sequester gone into effect, budgetary resources would have been cut by an 
amount sufficient to reduce outlays by more than $80 billion. 

The Budget Enforcement Act rescinded the fiscal year 1991 sequestration 
orders (and provided for the restoration of budgetary resources had they been 
cancelled). 

Federal Operations During Funding Gaps 

During the 1980s, there were 8 funding gaps (a funding gap is the period 
when Federal agencies lack authority to spend funds due to the absence of 
enacted appropriations). Funding gaps have raised controversy because they 
sometimes re.suit in the widespread furlough of Federal employees and the 
shutdown of Federal Government operations. Another concern is that during 
funding gaps many agencies have been too liberal in classifying employees as 
"essential" personnel and continuing routine activities under authority that 
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allows only emergency activities involving the safety of human life and 
protection of property. During the 1980s, following a funding gap, pay for 
furloughed employees and the conduct of emergency activities was authorized 
retroactively in continuing appropriations acts enacted after the funding gap. 

In 1990, a funding gap occurred during October 6-8. The Budget 
Enforcement Act retroactively authorized pay for employees furloughed and 
emergency activities conducted during this period. 

In addition, the Budget Enforcement Act amends the Antideficiency Act 
(31 U.S.C. 1341-1342) to make clear that any funds sequestered may not be 
obligated or expended and that routine activities of the Federal Government 
should not be continued during funding gaps. 
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CHAPTER II 

THE NEW BUDGET PROCESS 

IP 12B Bu 

On September 30, after almost five months of talks, Congressional and 
Administration budget negotiators announced an agreement. The 
summit agreement, as it was called, contained changes in substantive 
law and budgetary procedures designed to reduce the deficit by a total 
of $500 billion over five years. When first presented to the House of 
Representatives in the form of a concurrent resolution on the budget, 
the summit agreement was voted down. After some modifications, 
however, a budget resolution was ratified by the House on October 8 
and by the Senate the next day. 

The budget resolution contained reconciliation instructions di­
recting House· and Senate authorizing committees to reduce manda 
tory spending or increase revenues by a total of $246 billion over the 
1991-1995 period. It also provided discretionary spending allocations 
to the Appropriations Committees in the amounts agreed upon by the 
summit participants. The Congress moved quickly to implement the 
budget resolution. In the following three weeks, it completed action on 
the 13 appropriation bills for fiscal yea:r 1991. And on the weekend of 
October 27-28, it approved the Omnibus Budget Reconciliation Act of 
1990, which contained tax increases, entitlement cuts, and changes in 
budget enforcement procedures. 

The Budget E.nforcement Act of 1990 (Title XIII of the reconcilia­
tion act) closely follows the procedures outlined in the budget summit 
agreeme~t. It includes amendments to both the Balanced Budget and 
Emergency Deficit Control Act of 1985 (commonly known as Gramm­
Rudman-Hollings) and the Congressional Budget Ac~ of 1974. The 
most striking change in the budget process is the elimination of fixed 
deficit targets. While the deficit is likely to fall significantly between 
now and 1995 as a result of the spending cuts and tax increases in the 
reconciliation act, the new version of Gramm-Rudman-Hollings does 
not guarantee this result, as prior versions purported to do. Instead, it 

Source: The Economic and Budget Outlook: Fiscal Years 1992-1996, pp. 43-57 
Congressional Budget Office, January 30, 1991 

Reproduced by the Liorary of Congress, Congressional Research Service. 
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attempts to ensure that the hard-won savings enacted in 1990 are not 
eroded by future changes in law. 

This chapter summarizes the new budget process. First, it outlines 
the rules that will govern the path of spending and revenues. Second, 
it describes the Congressional procedures that are intended to enforce 
these rules and the automatic provisions that will be called into play if 
the Congressional procedures fail. Third, it gives the timetable for the 
budget process this year. Finally, it considers some of the possible ef­
fects of the new budget process on budget outcomes. 

This chapter reflects the best current interpretation of the Budget 
Enforcement Act, but few statements about the new law can be made 
with complete assurance. The act is long a~d complicated and was 
written hurriedly, and most of its provisions have not yet been tested. 
Practical experience is therefore likely to modify some of the conclu­
sions stated here. 

BUDGETARY RULES 

The Budget Enforcement Act establishes three major budgetary 
rules--dollar limits on discretionary spending, a pay-as-you-go require­
ment for most mandatory spending and revenues, and flexible deficit 
targets. 

Discretionary Sp.ending Limits 

Ultimately, almost all federal spending is discretionary. Except for the 
commitment to pay the interest on the public debt, laws that promise 
to make specific benefit, grant, subsidy, or other payments can always 
be changed. Yet, some kinds of spending are more discretionary than 
others. The spending that is usually termed discretionary is that 
which is controlled by annual appropriations. 

Each year the Appropriations Committees consider and the Con­
gress approves 13 separate appropriation bills. The largest (almost 
$300 billion) is for defense. The smallest (about $0.5 billion) provides 
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the federal payment to the District of Columbia. The remaining appro­
priation bills cover foreign operations; the Departments of Labor, 
Health and Human Services, and Education, and related agencies; the 
legislative branch; rural development and agriculture; transportation; 
and the other ongoing operations of the federal government. Each ap­
propriation bill provides specific amounts of budget authority (the 
authority to make financial obligations) for the agencies and programs 
within its scope, and that budget authority sooner or later results in 
outlays (generally, cash disbursements). If the appropriation bills are 
not enacted by the start of each fiscal year, most government agencies 
would have to shut down. 

The Budget Enforcement Act divides discretionary appropriations 
· into three parts--defense, international, and domestic. For 1991, 1992, 

and 1993, there are separate budget authority and outlay limits for 
each of the these three components. For 1994 and 1995, .budget au­
thority and outlay caps are set for discretionary spending as a whole. 
Like most of the other numbers in the Budget Enforcement Act, the 
discretionary spending limits will be adjusted periodically according to 
rules specified in law. 

The defense discretionary category comprises not only the military 
activities of the Department of Defense, but also the defense-related 
functions of other agencies, such as the Department of Energy's nucle­
ar weapons programs. International discretionary spending includes 
foreign economic and military aid, the activities of the Department of 
State and the U.S. Information Agency, and international financial 
programs, such as the Export-Import Bank. Domestic discretionary 
spending includes science and space, transportation, the environment, 
social services -and education, subsidized housing, veterans' medical 
care, and the basic executive, legislative, and judicial functions of gov­
ernment. 

Adjustments to the discretionary spending limits will be made 
twice each year--at the beginning and at the end of a session of Con­
gress. This year, the initial adjustments are of two sorts: (1) adjust­
ments for changes in budgetary concepts or definitions made by the 
Budget Enforcement Act and (2) adjustments for differences between 
actual and estimated inflation for fiscal year 1990. 

3 
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After the Congress adjourns, the caps will be adjusted again to re­
flect any additional amounts appropriated for enforcement activities of 
the Internal Revenue Service (up to a specified limit), International 
Monetary Fund quota increases, certain debt forgiveness, or desig­
nated emergencies. The law provides that the costs of Operation De­
sert Shield (now Operation Desert Storm) are to be treated as an emer­
gency need. Other emergencies--for example, a natural disaster--must 
be designated as such by both the President and the Congress. Since 
these adjustments are made only after legislation is enacted, they must 
be made at the end rather than the beginning of a budget cycle. 

In addition, at th~ end of a Congressional session, the inter­
national discretionary cap will be increased by about $1.2 billion in 
budget authority, and the domestic cap will be increased by about $1.5 
billion. Because they are calculated as percentages after all the other 
adjustments have been made, the amounts of these special budget au­
thority allowances cannot be known with certainty until the end of the 
year, although they can be estimated with reasonable precision. 

Outlays are also permitted to exceed the caps by small amounts, as 
long as the budget aut hority caps are not breached. Unlike the special 
budget authority allowances, however, this special outlay allowance is 
not intended to be spent. It is designed to insulate the legislative 
process from differences in estimates between CBO (whose estimates 
are used for Congressional score keeping) and the Office of Manage­
ment and Budget (whose estimates are controlling for the automatic 
enforcement of the discretionary spending limits). 

Mandatory Spending and Revenues 

Unlike discretionary appropriations, spending for entitlements and 
other mandatory programs (also called direct spending) does not re­
quire annual decisions on funding levels. Instead, these programs (of 
which the largest are Social Security, Medicare and Medicaid, and fed­
eral civilian and military retirement) continue making payments to 
eligible recipients unless the Congress changes the underlying laws. 
Under the new procedures, changes in revenues and most mandatory 

4 
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spending are now required to be deficit-neutral in each year. Special 
rules apply to Social Security and deposit insurance. 

Pav-as-You-Go. The Budget Enforcement Act provides that changes in 
mandatory spending programs and in governmental receipts combined 
must not increase the deficit in any year. An entitlement program can 
be increased only if another entitlement is cut or if taxes or fees are 
raised. Similarly, a tax can be cut only if another is increased or if en­
titlement spending is reduced. This requirement, which is termed 
pay-as-you-go, applies not to each new law individually, but _to the 
total of all laws affecting a fiscal year. 

As with discretionary spending, spending for designated emer­
gency needs is exempt from the pay-as-you-go requirement. But that is 
the only exception. There is no allowance for estimating differences. 

Unlike the appropriation caps, however, the pay-as-you-go system 
does not control federal spending. Rejecting a decade of complaints 
fr01n some quarters about the growth of entitlement spending, the new 
law allows entitlements to be increased without limit, as long as the 
increases are paid for by new taxes or fees. 

Social Security. Social Security, the biggest entitlement program, is 
not subject to the general pay-as-you-go requirement but has its own 
pay-as-you-go rule. 

The Budget Enforcement Act excludes the receipts and spending of 
the Social Security retirement and disability trust funds from all 
calculations under the Balanced Budget Act, including the deficit and 
pay-as-you-go. The intent is to insulate Social Security from whatever 
adjustments are needed to meet the general budgetary limits. This 
exclusion, however, removes an impediment to cutting payroll taxes, 
increasing retirement benefits, or using the Social Security trust funds 
to finance other programs. Accordingly, the Budget_ Enforcement Act 
erects new procedural hurdles to protect the balances in the Social 
Security trust funds. New House and Senate rules thwart considera­
tion of legislation that would reduce projected Social Security sur­
pluses. In the Senate, waiving this rule requires 60 votes (instead of 
the 51 votes usually required when all Senators vote). 

5 
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Deposit Insurance. Spending necessary to meet the government's 
existing deposit insurance commitments is not limited in any way 
under the new budget process. 

Early in 1991, the Congress will have to provide more money to 
the Resolution Trust Corporation to allow it to continue its job of re­
solving hundreds .of insolvent savings and loan institutions. The Bank 
Insurance Fund will also need new resources soon. While legislation 
will be required in both cases, the changes in law will not represent 
new spending but merely the recognition of a prior government com­
mitment; therefore, it will be excluded from pay-as-you-go. Additional 
deposit insurance spending will not need to be offset by tax increases or 
spending cuts. By the same token, increases in deposit insurance pre: 
miums or other resources will not permit non-deposit-insurance spend­
ing to be increased. 

Deficit Targets 

The Budget Enforcement Act revises the previous deficit targets, ex­
tends the targets through 1995, and excludes the income and outgo of 
the Social Security trust funds from the targets. Through at least 
1993, however, the deficit targets are irrelevant. ·, 

There are two reasons for this. First, the President must adjust 
the deficit targets for revised economic and technical assumptions, the 
costs of Operation Desert Storm and other emergency legislation, and 
other adjustment_s to the discretionary caps when submitting the bud­
get for fiscal years 1992 and 1993. Whenever these adjustments are 
made, they will be made for all years through 1995. Second, the eco­
nomic and technical estimating assumptions used by the Office of Man­
agement and Budget in the Presid.ent's budget must also be used by 
0MB for all subsequent calculations that year. Therefore, even if the 
outlook deteriorates after the President's budget is submitted, the defi­
cit targets will be said to have been reached as long as the discre­
tionary spending limits and the pay-as-you-go requirement are met. 

The President is also allowed to adjust the deficit targets in the 
budgets for 1994 and 1995 to reflect up-to-date economic and technical 
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assumptions. Even if he chooses not to exercise this option, he must 
still revise the deficit targets for adjustments in the discretionary 
spending limits. If the President opts to adjust the deficit targets fully 
in 1994 and 1995, the targets will continue to be nonbinding, as in 
1992 and 1993. If the targets are not adjusted, and if the discretionary 
spending limits and pay-as-you-go requirements are met, the deficit 
targets will be binding only if the economic and technical assumptions 
used in the 1993 budget (other than for deposit insurance) understated 
the deficits for 1994 and 1995. · 

Credit Reform 

The Budget Enforcement Act brings federal direct loan and loan guar­
antee programs within the scope of the discretionary spending limits, 
pay-as-you-go requirements, and other budget enforcement provisions 
starting in fiscal year 1992. 

Previou~ly, federal credit programs were included in the budget on 
a cash-flow basis. The disbursement of a direct loan was recorded as a 
budget outlay, even if future repayments implied that the government 
incurred little or no long-run cost. Conversely, the receipt of a loan 
guarantee fee reduced outlays, and spending was not recorded unless 
and until the loan defaulted. Because of these accounting perversities, 
a separate credit budget was created to control direct loans and loan 
guarantees through volume limits. Even so, the volume limits and 
cash-flow accounting rules distorted budgetary decisions involving fed­
eral credit programs. 

Henceforth, the government's long-run cost for a direct loan or 
loan guarantee program will be recorded as a budget outlay at the time 
the loan is disbursed. This change in accounting, termed credit reform, 
places direct loans, loan guarantees, and other federal spending pro­
grams on t~e same footing. Credit and noncredit programs with equal 
costs will be shown as having equal outlays. As a result, discretionary 
credit programs (those controlled by the Appropriations Committees) 
will be included in the discretionary spending caps, and appropriate 
adjustments will be made to the caps so that the Appropriations Com­
mittees are not disadvantaged by the accounting change. Similarly, 

7 
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mandatory credit programs will be subject to the pay-as-you-go disci­
pline. A separate credit budget will no longer be necessary. 

ENFORCEMENT OF THE RULES 

Strengthened Congressional procedures are designed to assure that 
any new legislation conforms to the discretionary spending limits, 
pay-as-you-go requirement, and deficit targets, if applicable. If these 
procedures fail, automatic across-the-board cutbacks (termed seques­
tration) will do the job. 

Congressional Procedures 

Each year the Congress adopts a budget resolution, which is a plan to 
guide its spending and taxing decisions for that Congressional session. 
The spending total in the budget resolution is divided among com­
mittees with jurisdiction over various spending programs, and special 
procedural rules make it difficult for a committee to exceed its spend­
ing allocation. Similarly, the House Ways and Means Committee and 
the Senate Finance Committee, which have jurisdiction 9ver taxes, are 
not allowed to propose tax cuts that, if enacted, would cause revenues 
to fall short of their target. 

Before the Budget Enforcement Act, the spending and revenue 
totals in the Congressional budget resolution were binding only for one . 
year, and comrnitte.es were not precluded from taking actions in the 
budget year that increased the deficit in later years. Now, budget 
resolutions for fiscal years 1992 through 1995 must set forth appro­
priate spending and revenue levels for both the budget year and the 
following four years. These five-year budget resolutions will have to 
comply with the discretionary spending limits, the pay-as-you-go re­
quirement, the deficit targets, and all other requirements of the Bal­
anced Budget Act. 

Committees will not be permitted to exceed their spending allo­
cations for both the first year and the total of the five years covered by 
the budget resolution. In the Senate, waiving this or most other 

'3 
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requirements of the Budget Enforcement Act will require a 60-vote 
majority. 

Sequestration 

If these Congressional procedures fail, any spending overage will be 
eliminated through automatic across-the-board cuts, or sequestration. 
In fact, there are now three potential sequestrations to achieve the 
three budgetary requirements--discretionary spending limits, pay-as­
you-go, and deficit targets. There is no sequestration, however, to en­
force the special pay-as-you-go requirement for Social Security. 

If defense, international, or domestic discretionary spending ex­
ceeds its budget authority or outlay limit, the excess will be eliminated 
through a cutback in the offending category. A few discretionary pro­
grams are exempt, and some health programs are subject to a maxi­
mum cut of 2 percent, but most discretionary spending is subject to 
sequestratio·n. One discretionary spending sequestration has already 
taken place. Because of a drafting error in the foreign operations · 
appropriation bill, international discretionary spending for 1991 
breached the limits by $395 million in budget authority. On November 
9, 1990, after the required sequestration reports were released by CBO 
and 0MB, the President issued a sequestration order cutting inter­
national discretionary spending by 1.9 percent. 

If changes in mandatory spending or receipts increase the deficit 
in any year, a pay-as-you-go sequestration will be triggered, and man­
datory programs would be cut to the extent necessary to eliminate the 
overage. UnJike discretionary spending, most mandatory spending is 
not subject to sequestration, and Medicare is subject to a pay-as-you-go 
reduction of no more than 4 percent. Mandatory spending in 1992 is 
projected to total $403 billion, excluding Social Security and deposit 
insurance. The maximum possible sequestration of mandatory pro­
gams amounts to only about $26 billion, however, including $11 billion 
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for Commodity Credit Corporation (CCC) farm price supports and $4 
billion for Medicare benefits. For a pay-as-you-go sequestration of less 
than $5 billion, Medicare would bear 80 percent and CCC almost 10 
percent of the reductions. 

SequestratioI?- to enforce the discretionary spending limits and the 
pay-as-you-go requirements will assure that there will be no separate 

· sequestration to achieve the deficit targets in 1992 and 1993. The 
same will be true in 1994 and 1995 if the President opts to adjust the 
targets for those years for economic and technical changes. Otherwise, 
a separate deficit sequestration will enforce the 1994 and 1995 deficit 
targets. If the deficit is projected to exceed the target by more than $15 
billion (excluding changes in deposit insurance estimates), spending 
will be cut by the amount necessary to bring the deficit down to the 
target. Half of the reductions will be taken from defense and half from 
nondefense programs. 

BUDGET TIMETABLE 

The Budget Enforcement Act modifies the budget timetable and adds 
an additional set of sequestration reports. Much of the old budget pro­
cess, however, still remains. Key events will occur this year as follows. 

January 30--CBO Preview Report 

Five days before the President submits his budget message to the Con­
gress, the Congressional Budget Office is required to issue a seques­
tration preview report. (This year's report is found in Appendix A of 
this volume.) The preview report contains updated estimates of the 
maximum deficit amount and of the discretionary spending limits for 
each category, based on the adjustments specified in law. It also pro­
vides an estimate of any net deficit increase or decrease caused by en­
titlement or revenue legislation enacted since the Budget Enforcement 
Act. (There is no such legislation so far this year.) 

IC 



CHAPTER Il THE NEW BUDGET PROCESS 53 

February 4--President's Budget and 0MB Preview Report 

The President must submit his budget to the Congress between the 
first Monday in January and the first Monday in February. This year, 
0MB has announced that the fiscal year 1992 budget will be submitted 
on February 4, 1991. On that day, 0MB must also issue its own se­
questration preview report. The 0MB report will contain the same in­
formation as the CBO report, and 0MB is required to explain differ­
ences between its estimates and those of CBO. Whatever the differ­
ences may be, CBO's estimates will be merely advisory, and OMB's es­
timates of the discretionary spending limits and deficit targets will be 
cont rolling. 

The economic and technical estimating assumptions that 0MB 
uses in the President's budget and in its sequestration preview report 
must also be used by 0MB for all subsequent sequestration calcula­
tions that year. Under prior law, 0MB did not reveal its final esti­
mating assu,mptions until August 15. This change is intended to make 
the budget process operate more quickly and smoothly by setting the 
·rules of the game at the start of a Congressional session. 

April 15--Congressional Budget Resolution 

By mid-April the Congress is supposed to adopt the budget resolution 
for the coming fiscal year. Although in recent years the Congress has 
never met and has rarely come close to this deadline, the new budget 
procedures make it a more realistic goal. For 1992 and 1993, the split 
among defense, international, and domestic appropriations is largely 
determined by the discretionary spending caps. The deficit targets, as 
adjusted, will automatically be achieved if taxes and mandatory 
spending are left unchanged and the appropriation caps are met. The 
only major decisions left for the budget resolution are the shape of any 
pay-as-you-go revenue or entitlement initiative and whether discre­
tionary spending should be held below the legal caps. If the Congress 
fails to adopt a budget resolution by April 15, the House Committee on 
Appropriations is given a spending allocation based on the adjusted 
discretionary spending limits for the upcoming fiscal yea~. 

Ii 
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August 15 and 20--CBO and 0MB Sequestration Update Reports 

CBO and 0MB will issue sequestration update reports in August. 
These reports will revise the information provided in the preview re­
ports to reflect subsequent legislation. As with the preview reports, 
0MB issues its report five days after CBO and is required to explain 
any differences in· estimates. 

Ten and Fifteen Da vs After the Congressional Session Ends-­
CBO and 0MB Final Reports and Possible Sequestration 

Previously, sequestration took place on October 15, even if the Con• 
gress was still in session, and any increase in the deficit resulting from 
legislation passed after October 15 was ignored. The new law closes 
this loophole. 

Now, CBO and 0MB will issue their final sequestration reports 10 
and 15 days, respectively, after the session of Congress ends. If seques­
tration is required to comply with the discretionary spending limits, 
the pay-as-you-go requirement, or the deficit target, tpe Presidential 
order will be issued 15 days after the end of the session. ._. 

During the next session of Congress, enactment of legislation that 
causes a breach in the discretionary spending limits for fiscal year 
1992 will trigger sequestration 15 days later if it occurs before July 1, 
1992. If the legislation is enacted after July 1, the applicable spending 
limits for fiscal year 1993 will be reduced by the amount of the breach 
in 1992. If tax or entitlement legislation enacted at any time during 
the next session of Congress increases the 1992 deficit, the amount of 
the 1992 net increase in the deficit will be added to the deficit increase 
in 1993. The same provisions will apply to fiscal years 1993 through 
1995, as well as to any legislation affecting the 1991 deficit during the 
remainder of the current fiscal year. 

1.). 
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IMPLICATIONS OF THE NEW PROCESS 

While the new budget process is undeniably complex, it is more flexible 
than the old one in some respects, and is likely to be seen as more 
equitable and more effective. Even though policymakers and the pub­
lic will chafe at some of its restrictions, the Budget Enforcement Act 
sets fiscal policy on a favorable course for the next five years. 

Flexibility has been added to the process in three ways. First, the 
Budget Enforcement Act allows for adjustments in the discretionary 
spending limits and the deficit targets. No longer is there a promise 
that the budget will be balanced by a certain date, even though that 
promise is inevitably broken because of unforeseen circumstances.·
Second, exempting deposit insurance from the pay-as-you-go require­
ment should remove the incentive to delay the resolution of the savings
and loan crisis, which would only increase its long-run cost. A third
element of flexibility is the provision that exempts emergency spend­
ing from the discretionary spending· limits and the pay-as-you-go
requirement. •.

The new discipline will probably be viewed as more equitable for a 
couple of reasons. For the next five years, sequestration will fall pri­
marily on categories of spending that exceed their limits. Appropria­
tions will not be cut as long as the appropriators stay within the caps. 
Moreover, at least through 1993, spending programs will not be held 
hostage to developments that policymakers do not directly control, 
such as the state of the economy. 

The new process is also likely to be more effective than the old, 
both because of its greater equity and for other reasons. Because the 
budget horizon will stretch for five years, shifting spending or reve­
nues from one year to another will no longer be readily available as a 
means of avoiding real deficit reduction. Lease-purchase arrange­
me�ts and other accounting devices have been limited by the score­
keeping rules appended to the reconciliation act. And credit reform 
will curb other budgetary gimmicks that have existed since before the 
Gramm-Rudman-Hollings era. 

i3 
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As outlined above, the Budget Enforcement Act adds many new 
rules to the budget process while removing some of the old ones. Some 
of these new constraints will tend to make the budget debate less con­
tentious. But they will also engender new controversies, frustration, 
and attempts at evasion. 

One major issue, the pace at which defense spending should be re­
duced and how the freed-up funds should be used, will be less im­
portant for the next two years. In 1992 and 1993, reductions in defense 
spending cannot be used to increase the amount available for domestic 
or international discretionary spending in those years. Holding de­
fense spending below the caps in 1992 and 199.3, however, will make it 
easier to devote a larger portion of discretionary spending to nonde­
fense purposes in 1994 and 1995. 

Although mandatory spending cannot be reduced nor taxes in­
creased to fund discretionary programs, this barrier may not be in­
surmountable. For example, in the area of higher education, some ex­
perts have advocated reducing reliance on guaranteed student loans 
and expanding Pell grants. As long as guaranteed student loans are 
mandatory and Pell grants are discretionary, such a trade-off is pre­
cluded. If Pell grants were made mandatory, however, ooth programs 
would fall in the pay-as-you-go category, and the impediment would be 
removed. 

Credit reform will also offer new opportunities for rearranging 
spending priorities. Under the old cash-based accounting, to continue 
the previous example, cutbacks in guaranteed student loans generated 
little immediate budgetary savings. But with credit reform and pay­
as-you-go, these savings will be recognized immediately and will 
become available to spend on another entitlement, such as a restruc­
tured Pell grant program. 

Other roundabout attempts to increase discretionary spending 
may also be expected. Some reports have suggested that there will be 
an incentive to increase fees because they will be treated as an offset to 
discretionary outlays. But such a frontal assault on the caps may be 
precluded, because the Budget Enforcement Act specifies that legis­
lation affecting receipts is included in the pay-as-you-go scorecard. It 
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wouid be possible, however, to enact or increase a fee and simultane­
ously provide a mandatory appropriation of similar purpose to an exist­
ing discretionary appropriation. 

Some little-understood aspects of the new process may prove 
harder to evade. Spending from the highway and airport trust funds, 
for example, is classified as discretionary, even though the programs 
have dedicated revenue sources. Highway and airport spending must 
therefore compete against education, health research, and other pro­
grams for scarce room under the domestic discretionary cap, even 
though the trust funds have large and growing balances. Similarly, 
further increases in gasoline or airplane ticket taxes will not permit 

· more highway or airport spending. 

Unless the 1990 reconciliation act itself is amended, the course of 
fiscal policy appears to be set for the next five years. Not only did the 
reconciliation act achieve nearly $500 billion in deficit reduction, but it 
locks those savings firmly in place. The Budget Enforcement Act 
precludes changes in law, other than emergency spending, that would 
add to the projected deficits. As a result, by 1995, the total federal 
deficit is likely to fall below $100 billion for the first time in 15 years 
and below 1 percent of gross national product for the first time in 20 
years. The next chapter explores the budget outlook through 1996 and 
shows how it has been affected by the reconciliation act and other 
recent developments. 



[EXCERPT] IP12 BU 

Source: Budget of the United States Gouemment, FY94, pp. 133-138, Office 
of Management and Budget, April 8, 1993. 

BUDGET &"lFORCEMENT ACT PREVIEW REPORT 

The Budget Enforcement Act of 1990 (BEA) contains 
procedures designed to enforce the deficit reduction 
agreement of the Omnibus Budget Reconciliation Act 
of 1990. The BEA divides the budget into two mutually 
exclusive categories: 1) discretionary programs, and 2) 
direct spending and receipts. For 1991 through 1995, 
the BEA limits discretionary spending and establishes 
a "pay-as-you-go" requirement that legislation changing 
direct spending and receipts must, in total, be at least 
deficit neutral. 

This Preview Report discusses the status of discre­
tionary, pay-as-you-go, and deficit sequestration based 
on current law as of March 1, 1993. In addition, it 
explains the differences between the 0MB and CBO 
estimates of the discretionary caps and the maximum 
deficit amount. The 0MB estimates use the economic 
and technical assumptions underlying the President's 
budget submission, as required by the BEA. The 0MB 
Update Report that will be issued in August, and the 
Final Report that will be issued after the end of the 
Congressional session, must also use these economic 
and technical assumptions. Estimates in the Update 
Report and the Final Report will only be revised to 
reflect laws enacted since the Preview Report. 

Budget Enforcement Reform 

The BEA specifies budget enforcement procedures 
through 1995. The Administration proposes that certain 
budget enforcement provisions should be extended. Spe­
cifically, control over discretionary spending through 
caps should be continued through 1998 and pay-as-you­
go enforcement should be extended through 2003. 

Discretionary Sequestration Report 

Discretionary programs are, in general, those that 
have their program levels established annually through 
the appropriations process. The scorekeeping guidelines 
accompanying the BEA identify accounts with discre­
tionary resources. The BEA limits budget authority and 
outlays available for discretionary programs each year 
through 1995. Appropriations that cause either the 
budget authority or outlay limits to be exceeded will 
trigger a sequester to eliminate any such breach. There 
is no requirement that the full amount available under 
the discretionary limits be appropriated. 

F:or 1991 through 1993, limits are specified for three 
categories of discretionary programs: defense, inter­
national, and domestic. The limits on each of these 
categories are enforced independently. Thus savings in 
one category cannot be used to increase spending in 
another. Similarly, a breach of a category limit will 
result only in a sequester in the category where the 
breach occurs. For 1994 and 1995, there are no separate 
categories for discretionary programs, and the caps 

apply to total discretionary budget authority and out­
lays. The Administration proposes that the caps for 
1996 through 1998 also apply to total discretionary 
budget authority and outlays. 

Adju.st~nts to the limits.-The BEA permits cer­
tain adjustments to the discretionary limits-also 
known as caps. On October 23, 1992, the Office of Man­
agement and Budget submitted the Final Sequestration 
Report required by the BEA. This report described ad­
justments permitted by the BEA as of the time the 
report was issued. The caps resulting from these adjust­
ments are the starting points for this Preview Report. 
Included in this report are cap adjustments for dif. 
ferences between actual and projected inflation. 
reestimates of subsidy amounts under credit reform, 
and changes in concepts and definitions. The table enti­
tled "Discretionary Spending Limits" shows the impact 
on the caps of these adjustments. 

The discretionary caps enacted in the BEA reflect 
assumptions about inflation, as measured by the gross 
national product implicit price deflator. These assump­
tions are presented in the law for 1990 through 1993. 
The BEA requires an inflation adjustment if the actual 
rate of inflation for a year is different from the rate 
identified in the law for that year. Because the actual 
rate of inflation for 1992 was 2.9 percent. or 1.2 per-­
centage points less than the 4 .1 percent assumed in 
the BEA. a downward adjustment has been made to 
the discretionary caps for 1994 and 1995. 

Certain changes to the caps affect specific accounts, 
and they produce adjustments only to the category lim­
its in which these accounts are included. An adjustment 
previously was made to the caps for accounting changes 
made by the Federal Credit Reform Act of 1990. The 
table below shows reestimates of these changes that 
result from better information on subsidy levels in cred­
it programs. 

Several cap adjustments represent changes in con­
cepts and definitions resulting from legislative action 
that reclassified certain programs. These actions shifted 
programs between the mandatory (i.e., direct spending) 
category and the discretionary category. For instance, 
several 1993 appropriations bills included provisions 
that modified normally mandatory programs. Since 
funding controlled by appropriations action is consid­
ered discretionary, the effects of these provisions are 
recorded as adjustments to the caps. An example is 
an adjustment made for interim assistance to States 
for legalization of aliens. A downward cap adjustment 
was made since a 1993 appropriations bill increased 
1994 and 1995 spending for this mandatory program. 

Reproduced by the Library of Congress, Congressional Research Service. 
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Other adjustments to the limits.-The BEA identi­
fies other adjustments to the discretionary caps that 
can be made only after appropriations have been en­
acted. These adjustments can be made to reflect appro­
priations action taken in all years from 1991 through 
1995 and include the following: 

• Internal Revenue Service (IRS) funding: Funding
for the IRS compliance initiative above the CBO
baseline levels estimated in June 1990. The BEA
specifies the amounts of these adjustments.

• Emergency appropriations: Funding for accounts
that the President designates as emergency re­
quirements and that the Congress so designates
in statute. The caps estimated in this report as­
sume enactment of the President's stimulus pro­
gram, which was designated by the President as
an emergency requirement.

In addition, the BEA provides special allowances for 
budget authority for 1992 through 1995, and for outlays 

in 1991 through 1995. The special budget authority 
allowances apply primarily to the international and do­
mestic discretionary categories. The allowances are 
based on a percentage of the total adjusted discre­
tionary limits for budget authority in 1991 through 
1993. The outlays associated with the budget authority 
allowances are calculated based on spendout rates con­
tained in the law. These outlays are subtracted from 
the outlay allowance, reducing the amounts otherwise 
available. In addition to the budget authority allow­
ances for the international and domestic categories, 
there is a small budget authority allowance that can 
be applied to any of the three discretionary categories. 
The dollar amounts for the outlay allowances are speci­
fied in the BEA. In 1991 through 1993, the allowances 
are $2.5 billion for defense, $1.5 billion for inter­
national, $2.5 billion for domestic; and, in 1994 and 
1995, $6.5 billion for total discretionary. 
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Domestic limits, Odo!- �- 1992 end-<>l•session report ................................................................... _. BA 
OL 

Adjustments: 
1992 lnftation ............................................... ·-····················-·····-············································ BA 

OL 

Credit refolm: 
Reestimales of credit re!Olffl subsio1BS ....................... ·-·······-··· ....... -......................... BA 

OL 

StaMory and other shills be1Ween cateoones .............................................. ·-·············........ BA 
OL 

Emeigency appropriations (release ol rontingenc:ies) ................................................... -.... BA 
OL 

Subtotal, domestic edjustments required for preview report ••.. -................................... BA 
OL 

Preview report domestic Omits ................................................ ..... .......... ........ ...•.. ........ ............................ BA 
OL 

Further adjustments to reflec:t enactment of the President's proposals: 
IRS funding ................... . ................. ·-···.............................................................................. BA 

OL 

Adoltional IRS funding proposed in 1he President's budget ................................................. BA 
OL 

S1inulus proposals ............................ ·-···········...................................................................... BA 
OL 

Special a11owanC8S ................................................... ........................ ........ ....................................... BA 
OL 

Change to special allowance that would resun from enadment of ttie President's Stimulus 
proposals ................................... _ .. _··-········.......................................................... ................ BA 

OL 

Subtotal, further domestic adjustments ............... ·-····.................................................. BA 
OL 

Es1imated end-<>l•session domeSlio tirnils ............................................................................................... BA
OL 

INTERNATIONAL 

lntematiooal limits, October 23, 1992 end-of-session report ................................................................ BA 
Ol 

Adjustments: 
1992 lnfla1ion ............................ ---... -.................................... ·-······················...... BA 

OL 

11191 

182.935 

200,470 

209,169 

215,562 

182.935 209,169 

200.470 215,562 

182.935 209,169 

200,470 215,562 

21.245 

20,296 

22,191 

19,840 

11193 

206,325 
229.916 

206.325 
229,916 

12.191 

4,995 

12 

6 

12,203 

5,001 

218,528 

234,917 

35,061 

20,601 

'* 

-1,823 
-791 

-132 

-108 

-1.047 

-821 

·················· 

48 

-3,002 

-1,672 

.................. 

187 

183 

150 

143 

5,696 

1.605 
851 

12 

10 

1,954 
6,883 

-366

-105 

-1,881 

.. 1,515 

-135 

-120 

-206 

-23 

56 

-2.222

-1,602 

.................. 
··········'"''''�'

188 

188 

157 

156 

............ ,u,,, 

1.865 

1,605 

1,348 

12 

11 

1.962 

3.568 

n••••••••••.,•••• 

.................. 

••·••·····-·······

-375 

-151 

,~ 1905 



BUDGET ENFORCEMENT ACT PREVIEW REPORT 
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The actual adjustments to the discretionary caps to 
be included in the final sequester report at the end 
of the current session of Congress cannot be determined 
until appropriations have been enacted. The "Discre­
tionary Spending Limits" t

a
ble shows the end-of-session 

adjustments that would result if the President's discre­
tionary proposals were enacted. The President's request 
includes funding in 1994 for the IRS compliance initia­
tive. Further, the Administration proposes to revise 
these amounts in budget enforcement reform legislation 
to be consistent with increased compliance initiative 
funding proposed in the budget. 

Consistent with the BEA, the President's request as­
sumes an increase in budget authority and outlays 
based on. the special allowance formulas. The adjust­
ment to total discretionary in 1994 would increase 
budget authority by $2.9 billion and outlays by $1.4 
billion. In addition, about $1.1 billion of the outlay al­
lowance has been used by the special budget authority 
allowances calculated for 1992 and 1993. The remaining 
outlay allowance available in 1994 would be $3.9 bil­
lion. 

The President's budget proposals for discretionary 
programs are below the adjusted caps, as currently esti­
mated, in 1994 and 1995. The t.able below displays t.he 
President's proposals excluding the discretionary invest­
ment proposals. The Administration believes that. il is 
essential that the President's investment. proposals be 
considered as part of the Administration's entire eco­
nomic plan. 

Sequester determina.tions.-Five days after enact­
ment. of an appropriations act. 0MB must. submit a 
report to Congress estimating the budget. authority and 
outlays provided by the legislation for the current year 
and the budget year. These estimates must. be based 
on the same economic and technical assumptions used 
in the most recent President's budget. ln addition, the 
report must include CBO estimates and explain the 
differences between the 0MB and CBO estimates. The 
0MB estimates are used in all subsequent calculations 
to determine whether a breach of any of the budget 
authority or out.lay caps has occurred, and whether a 
sequester is required. 

Compliance with the discretionary caps is monitored 
throughout the fiscal year. The first determination of 
whether a sequester is necessary for a given fiscal year 
occurs when the final sequestration report is issued 
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after Congress adjourns to end a session-near the be­
ginning of the fiscal year. The monitoring process be­
gins again after Congress reconvenes for a new sessfon. 
Appropriations for the fiscal year in progress that cause 
a breach in any of the category caps would, if enacted 
before July 1st, trigger a sequester in that category. 
When such a breach is estimated, a "within-session" 
sequestration report and Presidential sequestration 
order are issued. For a breach that results from appro­
priations enacted on or after July 1st, reductions nec­
essary to eliminate the breach are not applied to the 
budgetary resources available in the current year. In­
stead, the corresponding caps for the following fiscal 
year are reduced by the amount. of the breach. 

A within-session sequester can only be caused by 
newly enacted appropriations. Reestimates of budget 
authority and outlays for already enacted funds cannot 
trigger a sequester. A within-session sequester for any 
of the three cliscretionary categories for 1993 is possible 
only if adclitional appropriations for 1993 are enacted. 
0MB reported in the Final Sequestration Report. to the 
President and the Congress that enacted discretionary 
appropriations for 1993 were within the prescribed 
spending limits. 

Sequester calculations.-lf either the budget au­
thority or outlay caps are exceeded in a discretionary 
category, an across-the-board reduct.ion of sequestrable 
budgetary resources in thal category would be required 
to eliminate the breach. The percent.age reduction for 
certain special-rule programs would be limited to 2 per• 
cent. Once this limit is reached, the uniform percentage 
reduction for all other discretionary sequestrable re­
sources in t.hat. category would be increased to a level 
sufficient to achieve the required reduct.ion. 

If both the budget authority and out.lay caps are ex­
ceeded, a sequest er would first be calculated t.o elimi­
nate the budget authority breach. If estimated outlays 
still remained above the cap. even aft.er applying the 
available outlay allowance, further reduct.ions in budg• 
et.ary resources to eliminate the outlay breach would 
then be required. 

Comparison between 0MB and CBO discre­
tionary limits.-Section 254(d)(5) of the BEA requires 
an explanation of differences between 0MB and CBO 
estimates for t.he discretionary spending limits. CBO 
assumes lower creclit. subsidy costs than does 0MB, 

BUDGET PROPOSALS

(In millions of dollars) 

IIIIM 

President's dlsaellOnary proposals (excluding lkscrellOnaly n-
vestment proposals) ··-···············-······················-··········-·····-··· 8A 492.466 
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DisalltlOnaly limils --····---······································•······-········-· 8A 513.152 
Ol 544.m 

President's discretJOOary proposals below (-) the disc:r8liona,y 
caps ............................................................................................ 8A -20.686
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IIIIS 
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-27. 134
-4,301 

111116 

495.155 

531.110 

111117 1111111 

493,248 503.671 
517 .682 S25.867 
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and. thus, has a significant decrease in the caps due 
to credit reestirnates. 0MB also assumes a slightly 
layer inflation adjustment than does CBO, due pri­
marily to different outlay spendout rate estimates. 
Other differences are relatively small and are in the 
nature of technical estimating differences. 

Pay-As-You-Go Sequestra tion Report 

This section of the Preview Report discusses the en­
forcement procedures that apply to the remainder of 
the budget-direct spending and receipts. The BEA de• 
fines direct spending as budget authority provided by 
law other than appropriations acts, entitlement author­
ity, and the food stamp program. Social security and 
the Postal Service are not subject to pay-as-you-go en· 
forcement. Legislation specifically designated as an 
emergency requirement and legislation fully funding 
the Government's commitment to protect insured depos­
its are also exempt from pay-as-you-go enforcement. 

The BEA provides that, as determined by specific 
provisions of the Act, direct spending and receipts legis• 
lation enacted beginning with the 102nd Congress 
should not increase the deficit in any year through 
1995. If it does, and if it is not fully offset by other 
legislative savings, the increase must be offset by se­
questration of direct spending programs. Under these 
provisions, net savings enacted for one fiscal year can 
be used to offset net increases in the subsequent year. 

Seq uester determinations.-The BEA requires 
0MB, within five days after enactment of direct spend­
ing or receipts legislation. to submit a report to Con· 
gress estimating the change in outlays or receipts for 
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each fiscal year through 1995 resulting from that legis­
lation. The estimates must use the economic and tech• 
nical assumptions underlying the most recent Presi­
dent's budget. These 0MB estimates are used to deter• 
mine whether the pay-as-you-go requirements have 
been met. 

The cumulative nature of the pay-as-you-go process 
requires maintaining a "scorecard" that shows, begin­
ning with the 102nd Congress, the deficit impact of 
enacted direct spending and receipts legislation and re­
quired pay-as-you-go sequesters. The pay-as-you-go Pre­
view Report is intended to show how these past actions 
affect the upcoming fiscal year. 

As of March 1, 1993, 0MB had issued 141 reports 
on legislation affecting direct spending and receipts. 
Most of these (80 percent) either had no effect on the 
deficit or changed it by less than $10 million in each 
year. Less than 10 percent of the pay-as-you-go legisla­
tion had a deficit impact greater than $50 million in 
any one year. 

The first table below shows 0MB estimates for legis­
lation enacted through March 1, 1993. In total. pay­
as-you-go legislation has reduced the combined 1993 
and 1994 deficits by $3.6 billion. This balance of pay­
as-you-go savings can be used to offset legislation that 
increases direct spending or reduces receipts in 1993 
and 1994. Legislation that increases the combined 1993 
and 1994 deficits by a greater amount will cause a 
sequester. 

Deficit Sequestration Report 
The BEA specifies maximum deficit amounts for 1991 

through 1995 that reflect the on-budget current law 

PAY-AS-YOU-GO LEGISLATION ENACTED AS OF MARCH 1, 1993 
(In millions ol dollars) 

a.. .... -()o(d 

l!m 19!15 

Revenue impact ol enacted legislation .............................................. -5,127 -1,401 -1.337 
Outlay impact ol eoaded legislation .................................................. 2.450 491 534 

t------+-----+---
T o tal impact ol enaded legislation ........................................... -2.676 -910 -803 

MAXIMUM DEFICIT AMOUNTS 
(In billions ol dollaR) 

1119' 

Cumint muimum deficit amoun1S ................................................. ... . 3512 346.6 
Cumint estimated deficit ............................................... ,.................... 349.5 344.9 

----+----
Excess deficit ...................................................................................... -1.7 -1.7 
Memorandum: 
Current maximum deflCI amounts ...................................................... 351.2 346.6 

End-«-session cap adjustments' ............................... ,................. 7.5 4,4 
Pay•as•you-go emergencies 2 ,....................................................... 2.3 -0.0 
Related debt service ................................................ ...................... 1.1 1.6 

1-----+----
S u blo tal ...................................................................................... 10.9 6.0 

End-<>l·session maximum deficil amoun1S ......................................... 362.1 352.7 

·-- - ., _ polcy. 
'Tho - ,......i in ,_ -......, NlpOII - ,_ prdCII al ol ~"°IIDA 1or m,r,d-.y 

-----
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levels for direct spending and receipts, and the spend­
ing limits for discretionary programs. These deficit 
amounts reflect the economic and technical assumptions 
as of the time the BEA was enacted. For the 1992 
and 1993 budgets, the BEA required 0MB to adjust 
the maximum deficit amounts to reflect up-to-date eco• 
nomic and technical assumptions. The BEA gives the 
President the option of adjusting the maximum deficit 
amounts in 1994 and 1995. On January 21, the Presi­
den t chose to adjust the maximum deficit amount to 
reflect current economic conditions and technical 85· 

sumptions. Since the President chose to make this ad­
justment in 1994, the BEA provides him with the same 
opportunity in 1995. 

The "Maximum Deficit Amounts" table shows for 
1994 and 1995 the current maximum deficit amounts 
and the current deficit estimates calculated using BEA 
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rules. The current deficit estimates are below the maxi­
mum deficit amounts by the amount of pay-as-you-go 
savings enacted and the associated debt service. There­
fore, no sequestration is projected at this time. The 
table also shows adjustments to reach the end-of-ses­
sion maximum deficit amounts. The adjustments are 
primarily for enactment of the President's stimulus 
package. 

In its preview report, CBO estimates a maximum 
deficit amount for 1994 of $345.1 billion, $6.1 billion 
below the 0MB estimate. CBO estimates a maximum 
deficit amount for 1995 of $354.2 billion, $7.5 billion 
above the 0MB estimate. As presented in the table 
entitled "Differences Between 0MB and CBO Maximum 
Deficit Amounts," these differences are the result of 
the different technical assumptions used by 0MB and 
CBO, primarily for receipts and deposit insurance. 

DIFFERENCES BETWEEN 0MB AND CBO MAXIMUM DEFICIT AMOUNTS 
(In bllions ol dolars) 

111115 

0MB maximum dalidt amounts ......................................................... 3512 346.6 

-4.9 
Differences: 

Receipts ....................................... _ ............................................ _ . - 1.6 

~ : . 
Oisa8lionaly ............................................................. -............ -0.0 -02 
Deposit insurance ...................................................................... - 32 10.8 
Olher mandaloly - ···--·-.......................................................... 0.7 1.4 
Interest ................ _.,_............................................................... - 2.0 0.5 '-------4-----

T otaJ, Differences ........................................... .............................. -6.1 7.5 
======i===== 

CBO maximum deficit amounts - ...................................................... 345.1 3542 
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POINTS OF ORDER UNDER THE 
CONGRESSIONAL BUDGET ACT OF 1974 

SUMMARY 

The Congressional Budget Act of 1974 (Titles I-IX of P.L. 93-344, as 
amended) establishes certain requirements, principally in Titles m, IV, and VI 
of the Act, for congressional action on budgetary legislation. These 
requirements generally are enforced through points of order that can be raised 
when the House or Senate considers budgetary measures. In recent years, major 
changes have been made in budget enforcement procedures and provisions 
establishing points of order under the 197 4 Budget Act, most recently by the 
Budget Enforcement Act of 1990 (Title XIII of P.L. 101-608). 

The Budget Enforcement Act of 1990 establishes ·· special procedures to 
enforce the five-year deficit reduction plan set forth in the fiscal year 1991 
budget resolution (H.Con.Res. 310, 101st Congress). The Act amended the 
Gramm-Rudman-Hollings Act (P.L. 99-177, as amended) to revise and extend the 
annual deficit targets and establish new sequestration procedures -- ref erred to 
as "mini-sequesters" -- to enforce limits on discretionary spending and "pay-as­
you-go" requirements for direct spending and revenue legislation. The Act made 
both permanent and temporary changes in the 197 4 Budget Act. The temporary 
changes are embodied principally in a new Title VI •· referred to as "Budget 
Agreement Enforcement Provisions." 

Under Title VI, budget resolutions are required to cover five fiscal years 
and generally are enforceable by points of order for all five fiscal years covered 
by the resolution (with certain exceptions). Title VI also changes the procedure 
for making and enforcing committee allocations and suballocations of spending, 
in part to require that they cover five fiscal years. A new point of order is 
established in the Senate to enforce the discretionary spending limits, and in the 
House a "pay-as-you-go exception" is created that under certain conditions would 
permit the consideration of deficit-neutral legislation despite certain Budget Act 
points of order. 

This report summarizes the points of order that can be raised under the 
197 4 Budget Act, highlights both the permanent and temporary changes in these 
points of order made by the Budget Enforcement Act of 1990, and briefly 
outlines the requirements for waiving Budget Act points of order (especially in 
the Senate). 
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POINTS OF ORDER UNDER THE 

CONGRESSIONAL BUDGET ACT OF 1974 

INTRODUCTION 

The Congressional Budget Act of 1974 (
T

itles I-IX of P.L. 93-344, as 
amended) establishes certain requirement.a for congressional action on budgetary 
legislation. These requirement.a establish conditions for the adoption of the 
budget resolution, provide for the timing of congressional action on spending 
and revenue legislation, ensure that congressional action on spending and 
revenue legislation is consistent with levels est.ablisbed in the budget resolution, 
and set forth other guidelines for the content and consideration of budgetary 
legislation. 

Budget Act requirement.a generally are enforced through points of order 
that can be raised when the House or Senate considers budgetary measures. 
These points of order are set forth in various sections of Titles ID, IV, and VI 
of the Act. Table 1 below summarizes the point.a of order that can be raised 
under the 1974 Budget Act. 

In recent years, major changes have been made in Budget Act requirements 
and provisions establishing points of order in cortjunction with the enactment 
and modification of the Balanced Budget and Emergency Deficit Control Act of 
1985 (P.L. 99-177, as amended; known as the Gramm-Rudman-Hollings Act, or 
GRH). The Gramm-Rudman-Hollings Act set forth annual deficit targets 
leading to a balanced budget by fiscal year 1991 and created an emergency 
spending reduction procedure, known as sequestration,· to keep the estimated 
deficit from exceeding the target level. GRH also amended the 197 4 Budget Act 
to strengthen existing requirements and add new provisions to enforce 
compliance with the annual deficit targets during congressional action on 
budgetary legislation. 

In 1987, Congress enacted the Balanced Budget and Emergency Deficit 
Control Reaffirmation Act (Title I ofP.L. 100-119) to revise and extend the GRH 
deficit targets through fiscal year 1993 and modify the sequestration process. 

Title II of P .L. 100-119 further modified budget enforcement. procedures under 
the 1974 Budget Act. 

At the close of the 101st Congress, further major changes in GRH and the 
1974 Budget Act were enacted into law as part of a five-year deficit reduction 
agreement. The Budget Enforcement Act of 1990 (Title XIIl of the Omnibus 
Budget Reconciliation Act of 1990, P.L. 101-508) established special procedures 
to enforce a five-year deficit reduction plan embodied in the fiscal year 1991 
budget resolution (ff.Con.Res. 310; see especially the accompanying conference 
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report, H.Rept. 101-820). 1 The five-year plan calls for approximately $40 
billion in deficit reduction for fiscal year 1991, and approximately $500 billion 
in deficit reduction through fiscal year 1995. About half of the estimated 
savings are to come from spending reductions and revenue increases enacted in 
the 1990 Reconciliation Act, with most of the remaining savings to be realized 
through the enactment of annual appropriations acts consistent with the deficit 
reduction agreement and through consequent debt service savings. 

The Budget Enforcement Act amended GRH to revise and extend the 
annual deficit targets and continue sequestration through fiscal year 1995 
(though the revised targets no longer lead to a balanced budget). The Act also 
established, for this period, limits on discretionary spending and "pay-as-you-go" 
requirements fo~ ·, direct spending (i.e., entitlements and other mandatory 
spending) and revenue legislation, which are _to be enforced through new 
sequestration procedures. 2 

The Budget Enforcement Act made both temporary and permanent changes 
in the 1974 Budget Act. The temporary changes, embodied principally in a new 
Title VI (referred to as "Budget Agreement Enforcement Provisions"), generally 
require congressional budget procedures to cover five fiscal years. Through 
fiscal year 1995, budget resolutions are required to cover five fiscal years and 
amounts for the five-year period are enforceable through points of order (with 
certain exceptions). Previously, only amounts for the first fiscal year covered by 
the resolution could be enforced. The temporary procedures still require budget 
resolutions to comply with the deficit targets, as adjusted (in the Senate, only 
for the first fiscal year of a budget resolution), and in the Senate also with the 
discretionary spending limits, as adjusted. 

Permanent changes in the 1974 Budget Act include the Federal Credit 
Reform Act of 1990 -- codified as Title V of the 1974 Budget Act. Title V 
establishes new credit budgeting procedures to measure more accurately the 
costs of direct loans and loan guarantees, to place the .costs of credit programs 
on a budgetary basis equivalent to that of other spending programs, and to 
improve the allocation of resources among credit programs and between credit 
programs and other spending programs. Other permanent changes in the 197 4 
Budget Act include new Senate procedures to protect the Social Security trust 
fund balances (House procedures for protecting the Social Security trust fund 
balances are set forth as free-standing law in Section 13302 of the Budget 
Enforcement Act), a new Section 313 of the 1974 Budge·t Act codifying the 

1 For a brief chronology of the bipartisan budget negotiations leading to the 
deficit reduction agreement, and a legislative history of the Budget Enforcment 
Act of 1990, see CRS Report 90-518 GOV, Budget Enforcement Act of 1990: 
Legislative History, by Edward Davis and Robert Keith, November 5, 1990. 

2 For a summary of changes made by the Budget Enforcement Act, see CRS 
Report 90-520 GOV, Budget Enforcement Act of 1990: Brief Summary, by 
Edward Davis and Robert Keith (revised November 19, 1990). 
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Senate's "Byrd Rule" for the control of extraneous matter in reconciliation 
legislation, numerous technical and conforming changes, and other matters. 3 

MAJOR CHANGES MADE BY THE BUDGET ENFORCEMENT ACT 

Major changes in points of order under the 1974 Budget Act made by the 
Budget Enforcement Act are summarized below, arranged by section of the 197 4 
Budget Act. Points of order generally unchanged by the Budget Enforcement 
Act are not discuseed, but are list.ed in Table 1 below. Certain conforming or 
technical changes, such as tboee to 1tandardize the language of Budget Act 
points of order {for eumple, see Section 13207 of the Budget Enforcement Act), 
also are not included in the following discuasion. ' 

Section 301(1) 

Before enactment of the Budget Enforcement Act, Section 30l(i) prohibited 
consideration of a budget resolution recommending a deficit in excess of the 
GRH deficit target for the first fiscal year. Section 30l(i) was scheduled to 
expire at the end of fiscal year 1993. 

Changes made by the Budget Enforcement Act. The Budget Enforcement 
Act amended Section 30l(i) to create a permanent point of order in the Senate 
prohibiting the consideration of a reported budget resolution that decreases the 
Social Security surplus. The previous Section 30l(i) point of order is replaced 
effectively by a new Section 606 of the 1974 Budget Act (see separate entry 
under Title VI below). 

3 The Social Security trust funds were excluded from the spending and 
revenue totals of the Federal budget by the Social Security Amendments Act of 
1983 and GRH, but were included in the GRH deficit calculations (although 
Social Security benefits are exempt from sequestration). The Budget 
Enforcement Act reaffirmed the off-budget status of the Social Security trust 
funds and excluded them from the deficit and other budget enforcement 
calculations made under GRH. The Act also created new House and Senate 
procedures to protect the trust fund balances (which are in surplus). The House 
procedure is established as free-standing law in Section 13302 of the Budget 
Enforcement Act. The Senate procedure expands certain enforcement provisions 
of the 197 4 Budget Act. For a discussion of House and Senate procedures for 
protecting the Social Security trust funds, see CRS Report 91-9 EPW, Social 
Security: Its Removal From the Budget and New Procedures for Considering 
Changes to the Program, by David Koitz, revised January 5, 1991. 

' For cross-references to specific sections of the Budget Enforcement Act 
that change the 1974 Budget Act and other laws, see CRS Report 90-617 GOV, 
Budget Enforcement Act of 1990: Cross-References to lAws and Rules Amended , 
by Edward Davis end Robert Keith, November 5, 1990. 
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Section 302(c) 

Section 302(c) of the 197 4 Budget Act prohibits the consideration of 
spending legislation within the jurisdiction of a committee until that committee 
has reported its suballocations of spending under Section 302(b). (For a 
discussion of procedures for the committee spending allocations and 
suballocations, see entry for Section 302(0 below.) 

Changes made by the Budget Enforcement Act. For fiscal years 1992 
through 1995, the point of order under Section 302(c) applies only to spending 
suballocations made by the House and Senate Appropriations Committees under 
Section 602(b) of the 1974 Budget Act (for a summary of procedures under 
Section 602, see discussion below);, 

Section 302(f) 

Under Section 302 of the 197 4 Budget Act, aggregate spending totals in the 
budget resolution are allocated to committees (ref erred to as Section 302(a) 
allocations) and then suballocated by those committees (ref erred to as Section 
302(b) suballocations). Before enactment of the Budget Enforcement Act, 
Section 302(0 prohibited the consideration of legislation in excess of a 
committee's Section 302(b) spending suballocations, and enforced spending levels 
only for the first fiscal year covered by the budget resolution. 

Changes made by the Budget Enforcement Act. The Budget Enforcement 
Act made both temporary and permanent changes in the 197 4 Budget Act 
affecting the application of the point of order under Section 302(0. 

The temporary changes are contained in Title VI of the 197 4 Budget Act. 
For fiscal years through 1995 (except for fiscal year 1991 in the House), Section 
602(c) of the 197 4 Budget Act applies the point of order under Section 302(f) to 
committee spending allocations or suballocations-made under Sections 602(a) or 
(b) -- instead of spending suballocations made under Section 302(b) -- and 
further applies the point of order both to the first fiscal year covered by the 
budget resolution and to the total for all fiscal years for which spending 
allocations under Section 602(a) are made. 

Section 602(a), in a manner similar to Section 302(a), provides for the 
allocation to House and Senate committees of spending totals in budget 
resolutions adopted through fiscal year 1995. In the House, committees are 
allocated appropriate levels of new budget authority, new entitlement authority, 
and outlays for each fiscal year and for the total for all five years covered by the 
budget resolution. In the S~nate, committees are allocated appropriate levels of 
new budget authority, outlays, and Social Security outlays for the first fiscal 
year and for the total for all five fiscal years covered by the budget resolution. 

Section 602(b)(l) requires the House and Senate Appropriations 
Committees to suballocate the amounts allocated to them under Section 602(a) 
to each of their subcommittees for the first fiscal year covered by the budget 



CRS-5 

resolution. Under Section 602(b)(2), other Senate committees have the option 
but are not required to suballocate amounts allocated to them. 

The Budget Enforcement Act also amended the 197 4 Budget Act t.o add a 
"pay-as-you-go exception• to the point of order under Section 302(0 for fiscal 
years 1991 through 1995. Under Section 602(e) of the 1974 Budget Act, any 
deficit-neutral legislation considered by the House is excepted from a point of 
order under Section 302(0 as long as any increase in total revenues required 
under the budget resolution has been met. 

Permanent changes in the point of order under Section 302(0 affect the 
Senate only. (In the House, the permanent point of order under Section 302(0 
will continue to enforce only Section 302(b) suballocations.) The Budget 
Enforcement Act amended Section 302(0 to prohibit Senate consideration of any 
legislation exceeding either a committee's Section 302(a) spending allocation 
(except for measures within the jurisdiction of the Senate Appropriations 
Committee) or Section 302(b) spending suballocation. In addition, Section 302(0 
is amended to permit enforcement (in the Senate) of Social Security outlay 
allocations for the first fiscal year covered by the budget resolution and for the 
total of that year and the four succeeding fiscal years, and (for fiscal year 1991 
only) amounts of new credit authority. 

Section SOS(a) 

Section 303(a) generally prohibits the consideration of spending, revenue, 
or debt-limit legislation for a fiscal year before the adoption of the budget 
resolution for that year. Section 303(b) generally excepts from a Section 303(a) 
point of order (1) any legislation providing new budget authority or changing 
revenues first effective in a fiscal year following the fiscal year to which the 
budget resolution applies, or (2) any regular appropriations bills considered in 
the House after May 15. 

Changes made by the Budget Enforcement Act. The Budget Enforcement 
Act amended Section 303(a) to delete the reference to credit legislation 
(reflecting the new budgetary treatment of credit) and to expand the point of 
order in the Senate to include legislation providing new spending authority or 
outlays. 

The Act also amended Section 303(b) t.o change the exceptions t.o a Section 
303(a) point of order in the Senate to include (1) any spending or revenue 
legislation first effective in any fiscal year covered by a budget resolution and 
(2) certain advance appropriations. 

In addition, for fiscal years 1991 throught 1995, Section 602(e) of the 1974 
Budget Act excepts from a Section 303(a) point of order certain deficit-neutral 
legislation considered in the House after April 15 (see the discussion of the "pay­
as-you-go exception" under Section 302(0 above). 
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Section Sll(a) 

Section 311(a) generally prohibit.a the consideration of spending or revenue 
legislation for a fiscal year that would cause total new budget authority or 
outlays to exceed or total revenues to fall below the aggregate levels 
recommended in the budget resolution for that year. In the House, Section 
311(b) generally except.a from a Section 311(a) point of order spending 
legislation that is within the appropriate. committee spending allocation made 
under Section 302(a). 

Before enactment of the Budget Enforcement Act, Section 311(a) also 
prohibited consideration in the Senate of legislation causing the GRH deficit 
target for the fiscal-year ·to be·exceeded1 and provided for spending and revenue 
levels to be enforced only for the first fiscal year covered by the budget 
resolution. 

Changes made by the Budget Enforcement Act. The Budget Enforcement 
Act made both temporary and permanent changes in the 1974 Budget Act 
affecting the point of order under Section 311(a). 

The temporary changes are made in Title VI of the 197 4 Budget Act. 
Section 605(a) of the Act, in part, extends the point of order in the House to 
enforce spending and revenue levels for both the first fiscal year and the total 
for all five fiscal years covered by budget resolutions adopted through fiscal year 
1995. 

The permanent changes in the point of order under Section 311(a) extend 
the point of order in the Senate to enforce spending and revenue levels for both 
the first fiscal year and the total for all five fiscal years covered by the budget 
resolution, including Social Security outlay and revenue levels. The Budget 
Enforcement Act deletes the prohibition under Section 311(a) against Senate 
action on legislation exceeding the. GRH deficit.target for the fiscal year, but 
establishes a similar requirement in Section 605 (see separate entry under Title 
VI below). 

Section 313 

In 1985, the Senate adopted temporary procedures •· ref erred to as the 
"Byrd Rule" •· to control provisions unrelated to deficit reduction (so•called 
"extraneous matter") in reconciliation legislation. The Byrd rule, originally set 
forth in Title XX of the Consolidated Omnibus Budget Reconciliation Act of 
1985 (P.L. 99•272, as amended) and certain Senate resolutions, was scheduled 
to expire on September 30, 1992. 

Changes made by the Budget Enforcement Act. The Budget Enforcement 
Act amended the Byrd Rule to clarify the definition of extraneous matter and 
generally strengthen enforcement of the rule. The Act also codified the Byrd 
Rule as a permanent Section 313 of the 197 4 Budget Act. 
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Title VI 

Points of order established by the Budget Enforcement Act in Title VI of 
the 1974 Budget Act generally expire after fiscal year 1995. Certain points of 
order under Title VI are linked by reference to permanent provisions of the 1974 
Budget Act (principally Sections 302 and 311, see entries above). Additional 
points of order are set forth in Title VI es follows: 

Section 601(b) prohibits Senate consideration of a budget resolution for 
fiscal years 1992 through 1995 or annual appropriations measures for fiscal 
years 1992 or 1993 that would breach the discretionary spending limits set 
forth in Section 601(a), es adjusted (and, in the case of appropriations 
measures, the Section 602(b) -suballocations based on the discretionary 
limits); 

Section 605(b) prohibits Senate consideration of spending or revenue 
legislation that would cause the GRH deficit target for the first fiscal year 
covered by the budget resolution to be exceeded (and replaces a similar 
requirement set forth previously in Section 3ll(a)); and 

Section 606 generally prohibits consideration of a budget resolution that 
recommends a deficit in excess of the GRH deficit targets (and replaces a 
similar requirement set forth previously in Section 30l(i)). 

PROCEDURES TO WAIVE BUDGET ACT POINTS OF ORDER 

The 197 4 Budget Act sets forth certain procedures -- in Sections 303(c) and 
904 -- for waiving points of order under the Act. These waiver procedures apply 
in the Senate only. In the House, Budget Act points of order are waived by the 
adoption of "special rules" -- simple resolutions reported from the House Rules 
Committee that provide for the consideration of legislation by the House -- and 
other means. 

In the Senate, most Budget Act points of order can be waived only by a 
three-fifths vote of all Senators duly chosen and sworn (60 votes, assuming no 
vacancies). Three-fifths voting requirements for Budget Act waivers were 
established initially by GRH (Section 271 of P.L. 99-177), and were expanded 
and modified by the 1987 Reaffirmation Act (PL. 100-119). In the House, a 
single three-fifths waiver requirement was established by GRH for certain points 
of order raised under Section 301(i) of the 1974 Budget Act (regarding the 
consideration of budget resolution conference reports providing for a deficit in 
excess of the G~ deficit target). Most three-fifths waiver requirements added 
by GRH, and modified by the 1987 Reaffirmation Act, were set to expire at the 
end of fiscal year 1993. 

The Budget Enforcement Act of 1990 amended Sections 904(c) and (d) of 
the 1974 Budget Act to standardize the listing of three-fifths waiver 
requirements in the Senate and to add three-fifths waivers for points of order 
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under Title VI and Section 313 of the 1974 Budget Act. 6 Further, the Budget 
Enforcement Act repealed the only three-fifths waiver requirement in the House 
by amending Section 301(i) of the 1974 Budget Act (the new Section 301(i) 
prohibits budget resolutions as reported to the Senate from altering the Social 
Security trust fund balances). The Act extended the expiration date of most 
three-fifths waiver requirements through the end of fiscal year 1995. 6 

""-. 

The Budget Enforcement Act also amended the 1974 Budget Act, in Section 
606(d)(2), to except from certain Budget Act points of order spending or revenue 
legislation which causes the discretionary spending limits to be adjusted or 
which is not counted in the pay-as-you-go calculations. 

6 The Budget Enforcement Act also added points of order under Section 258 
of GRH (establishing expedited procedures for suspending or modifying 
sequestration and other budget enforcement procedures) to the list of three­
fifths waiver requirements set forth in Sections 904(c) and (d). This report 
covers only points of order under the 1974 Budget Act. 

6 Certain three-fifths waiver requirements set forth in Sections 904(c) and 
(d) are permanent, including waivers of Sections 305(b)(2), 305(c)(4) and 306. 
In a drafting error, the Budget Enforcement Act also added Section 310(0 of the 
1974 Budget Act to the list of Senate three-fifths waivers set forth in Sections 
904(c) and (d). However, because Section 310(0, as amended, applies only in the 
House (see Table 1), a three-fifths waiver requirement in the Senate for this 
section has no practical effect. 
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TABLE 1. Points of Order Under the Congressional Budget Act of 1974 1/ 

Section of 
the Act Description Application 

301(g) In the Senate, prohibits considerat.ion of a budget Budget resolution, 
resolution using more than one set of economic and amendment, or conference 
technical assumptions. report. 

301(0 • In the Senate, prohibits considerat:ion of a reported budget Budget resolution (as 
resolution that would decrease the Social Security surplus reported). 
in any fiscal year covered by the rusolution. 

302(c) • Prohibits consideration of spendin,g legislation from a Bill, joint resolution, 
[602(d)] committee until that committee files its spending amendment, motion, or 

suballocations under Section 302(b). For fiscal years 1992 conference report. 
through 1995, by reference in Sect.ion 602(d), this point of 
order applies only to suballocations made by the House 
and Senate Appropriations Commi.ttees under Section 
602(b). 

See footnote at end of table. 
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the Act 

302(0 • 
[602(c)] 
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TABLE 1. Points of Order Under tllte Congressional Budget Act of 1974 1/ 
--continued 

Description Application 

Prohibits consideration of spending· legislation which: Bill, joint resolution, 
amendment, motion (in the 

In the House, exceeds a committee's Section 302(b) Senate), or conference report. 
suballocation; or, 

In the Senate, exceeds a committee's Section 302(a) 
allocation (with the exception 1of the Senate 
Appropriations Committee) or Section 302(b) 
suballocation, including legisla.tion exceeding a 
committee's Social Security outlay allocation. 

For fiscal years 1991 through 1995:: 

Section 602(c) applies the poinit of order under 
Section 302(0 to any allocation or suballocation made 
under Sections 602(a) or (b), including Social Security 
outlay allocatioµs in the Senat:e (Section 602(c) does 
not apply in the House for fisc:al year 1991). 

Section 602(e) excepts from a J~oint of order under 
Section 302(0 any deficit-neutral legislation 
considered in t~e House as lon1g as any revenue 
increases required under the budget resolution have 
been met. 

See footnote at end of table. 
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303(a) 

306(a)(l) 

306(a)(4) 
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305(d) 
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TABLE 1. Points of Order Under the Congressional Budget Act of 1974 !/ 
-continued 

Description Application 

Prohibits consideration of spending, revenue, or debt.limit Bill, joint resolution, 
legislation for a fiscal year before a budget resolution for amendment, motion, or 
that year has been adopted. After May 16, Section 303(a) conf ere nee report. 
does not apply in the House to consideration of regular 
appropriations bills for the upcoming fiscal year. For 
fiscal years 1991 through 1996, Section 303(e) does not 
apply in the House after April 16 to consideration of 
deficit-neutral legislation described in Section 602(e). 

In the House, prohibits consideration of a reported budget Budget resolution (as 
resolution until a five-day layover period has elapsed. reported). 

In the House, prohibits consideration of amendments to Amendment to a budget 
budget resolutions relating to certain economic goals if the resolution. 
budget resolution does not set forth such goals, and 
requires such amendments, if in order, to be germane. 

In the Senate, prohibits consideration of nongermane Amendment to a budget 
amendments to budget resolutions and, by reference in resolution or reconciliation 
Section 310(e), to reconciliation legislation. measure. 

In the Senate, prohibits consideration of nongermane Amendment to a budget 
amendments to amendments between the House and resolution or reconciliation 
Senate to budget resolutions end, by reference in Section measure. 
310(e), to reconciliation legislation. 

In the Senate, prohibits a vote on the adoption of a budget Budget resolution, conference 
resolution that is not mathematically consistent. report. 

See footnote at end of table. 

• 
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TABLE 1. Points of Order Under the Congressional Budget Act of 1974 '!/ 
--continued 

Description Application 

Prohibits consideration of legislation within the Bill, resolution, amendment, 
jurisdiction of the House and Senate Budget Committees motion, or conference report. 
not reported by those committees. 

In the House, prohibits consideration of an adjournment Resolution. 
resolution for more than three calendar days in July until 
the House has approved all regular appropriations bills for 
the upcoming fiscal year. 

Prohibits consideration of amendments to reconciliation Amendment. 
measures that are not deficit neutral (including; in the 
House, any reconciliation legislation considered pursuant 
to Section 604). 

In the Senate, prohibits consideration of nongennane Amendment to a reconcilation 
amendments to reconciliation legislation, including measure. 
amendments to amendments between the House and 
Senate. (see Sections 305(b)(2) and 305(c)(4)). 

In the House, prohibits consideration of an adjournment Resolution. 
resolution for more than three calendar days in J uly until 
the House has completed action on any required 
reconciliation legislation. 

Prohibits consideration of reconciliation legislation -- Reconciliation bill, resolution, 
including, in the Senate, any special reconciliation amendment, or conference 
legislation triggered by Section 258C of the Gramm- report. 
Rudman-Hollings Act -- that recommends changes in 
Social Security. 

See footnote at end of table. 
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TABLE 1. Points of Order Under the Con.gressional Budget Act of 1974 !/ 
--continued 

Description Application 

Prohibits consideration of legislation that would breach Bill, joint resolution, 
the aggregate spending or revenue levels in the budget amendment, motion, or 
resolution -- including, in the Senate, Social Security conf ere nee report. 
outlay and revenue levels -- for both the first fiscal year 
and (in the House, pursuant to Section 605(a), through 
fiscal year 1995 only) the total for all five fiscal years 
covered by the budget resolution. 

In the Senate, prohibits consideration of extraneous Reconciliation bill, resolution, 
provisions in reconciliation legislation (including any amendment, motion, or 
special reconciliation legislation triggered by Section 258C conference report. 
of the Gramm-Rudman-Hollings Act). 

Prohibits consideration of legislation providing new Bill, joint resolution, 
contract or borrowing authority not limited to amounts amendment, motion, or 
provided in appropriations acts. conference report. 

Prohibits consideration of legislation providing new Bill, joint resolution, 
entitlement authority that becomes effective during the amendment, motion, or 
fiscal year that ends in the calendar year in which the conference report. 
measure is reported. 

Prohibits consideration of legislation providing new credit Bill, joint resolution, 
authority not limited to amounts provided in amendment, motion, or 
appropriations acts. conference report. 

See footnote at end of table. 

-
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TABLE 1. Points of Order Under the Congressional Budget Act of 1974 !/ 
-.continued 

Description Application 

In the Senate, prohibits consideration of a budget Budget resolution, 
resolution for fiscal years 1992-1995 or an appropriations appropriation bill, joint 
measure for fiscal years 1992 or 1993 that would breach resolution, amendment, 
the discretionary spending limits, 88 adjusted, for those motion, or conference report. 
years. [Expires after fiscal year 1995] 

In the Senate, prohibits consideration of spending or Bill, resolution, amendment, 
revenue legislation that would cause the GRH deficit motion, or conference report. 
target, as adjusted, for the first fiscal year covered by the 
budget resolution to be exceeded. [Expires after fiscal 
year 1995] 

In the House (Section 606(b)), prohibits consideration of a Budget resolution, amendment 
budget resolution recommending deficits in excess of the (in the Senate), or conference 
GRH deficit targets, 88 adjusted, for each fiscal year report. 
covered by the resolution. In the Senate (Section 606(c)), 
prohibits consideration of a budget resolution 
recommending a deficit in excess of the GRH deficit 
target, 88 adjusted, for the first fiscal year covered by the 
budget resolution. [Expires after fiscal year 1995] 

See footnote at end of table. 

• 
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TABLE 1. Points of Order Under the Congressional Budget Act of 1974 !/ 
--continued 

'!/ Budget Act sections marked with an asterisk(•) require a three-fifths vote of the Senate to waive. With the 
exception of Sections 305(b)(2), 305(c)(4), and 306 (marked in italica), all three-fifths waiver requirements listed in 
Table 1 expire at the end of fiscal year 1995. In general, the Budget Enforcement Act standardized - in Sections 
904(c) and (d) of the 197 4 Budget Act - the listing of Budget Act and GRH points of order that require a three-fifths 
vote of the Senate to waive. In a drafting error, Section 310(0 of the 1974 Budget Act, which applies only in the 
House (see Table 1), is among the points of order requiring a three-fifths vote to waive in the Senate, while Section 
310(g), which prohibits changes in Social Security in reconciliation legislation (and requjred a three-fiftha waiver 
vote in the Senate before enactment of the Budget Enforcement Act), is omitted from the listing of three-fifths 
waivers in Sections 904(c) and (d). In the case of Section 310(0, a three-fifths waiver requirement in the Senate has 
no practical effect. However, in the case of Section 310(g), a three-fifths waiver vote in the Senate still is required 
by virtue of Section 271(b) of GRH, which initially established three-fifths waiver requirements for certain Budget 
Act points of order in 1985 (and is now scheduled to expire after fiscal year 1995). 

• 




