
14. 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. These provisions were extended through 
1998 by the Omnibus Budget Reconciliation Act of 1993 
(OBRA 1993), which became law on August 10, 1993.

This Preview Report discusses the status of discre
tionary, pay-as-you-go, and deficit sequestration based 
on current law as of December 31, 1993. In addition, 
it explains the differences between the OMB and CBO 
estimates of the discretionary caps and the maximum 
deficit amount.

The OMB estimates use the economic and technical 
assumptions underlying the President's budget submis
sion, as required by the BEA. The OMB 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.

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, as amended, limits budget 
authority and outlays available for discretionary pro
grams each year through 1998. Appropriations that 
cause either the budget authority or outlay limits to 
be exceeded will trigger a sequester to eliminate any 
such breach.

Adjustments to the limits.—The BEA permits certain 
adjustments to the discretionary limits—also known as 
caps. On December 10, 1993, the Office of Management 
and Budget submitted the Final Sequestration Report 
required by the BEA. This report described adjustments 
permitted by the BEA as of the time the report was 
issued. The caps resulting from these adjustments are 
the starting points for this Preview Report. Included 
in this report are cap adjustments for differences be
tween actual and projected inflation, reestimates of sub
sidy amounts under credit reform, and changes in con
cepts and definitions. Table 14-1, Summary of Changes 
to Discretionary Spending Limits, is a summary of all 
changes to the 1991 through 1995 caps originally en
acted in the BEA. Table 14-2, Discretionary Spending 
Limits, shows the impact on the caps of adjustments 
being made in this Preview Report.

TABLE 14-1. SUMMARY OF CHANGES TO DISCRETIONARY SPENDING LIMITS, 1991-1995
(In billions of dollars)

1991 1992 1993 1994 1995

TOTAL DISCRETIONARY
Statutory Caps as Set in OBRA 1990 ............................................................................................................

Adjustments for Allowances.............................................................................................................................

BA
OL
BA

491.7
514.4

503.4
524.9

3.6

511.5
534.0

2.9

510.8
534.8 

2.9

517.7
540.8

Adjustments for IRS Funding, IMF, and Debt Forgiveness.............................................................................
OL
BA

2.6
0.2

3.1
0.2

2.7
12.5

3.4
0.2

1.3

Adjustments for Changes in Inflation...............................................................................................................
OL
BA

0.3 0.3
-0.5

0.3
-5.1

0.4
-9.5

0.2
-11.8

OL -0.3 -2.5 -5.8 -8.8
Adjustments for Redefinition of Concepts (credit reform, etc.), and credit reestimates.................................. BA 7.7 8.7 8.6 9.3

OL 1.1 2.9 2.8 3.4
Adjustments for Emergency Requirements1 ..................................................................................................... BA 0.9 8.3 4.6 0.4

OL 1.1 1.8 5.4 4.3 1.6

Subtotal, Adjustments Excluding Desert Shield/Desert Storm................................................................

Adjustments for Desert Shield/Desert Storm...................................................................................................

BA
OL
BA
OL

1.1
3.9

44.2
33.3

19.3
5.9

14.0
14.9

23.6
8.8
0.6
7.5

2.6
5.1*
2.8

-2.5
-2.2*

1.0

Preview Report Discretionary Spending Limits................................................................................................ BA
OL

537.1
551.6

536.6
545.7

535.7
550.3

513.4
542.7

515.2
539.6

‘ Less than $50 million.
11ncludes adjustments in 1993 and 1994 for the release of contingent emergency appropriations.
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198 ANALYTICAL PERSPECTIVES

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 1993 was 2.7 percent, or 0.6 per
centage points less than the 3.3 percent assumed in 
the BEA, a downward adjustment has been made to 
the discretionary caps for 1995.

Certain changes to the caps affect specific accounts. 
An adjustment previously was made to the caps for 
accounting changes made by the Federal Credit Reform 
Act of 1990. Table 14-2 shows reestimates of these 
changes that result from better information on subsidy 
levels in credit 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 1994 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. In other cases, 
authorizing legislation affecting spending in discre
tionary accounts was scored with pay-as-you-go savings; 
downward cap adjustments are made to these accounts 
to reflect the reduced discretionary spending that will 
result.

Other adjustments to the limits.—The BEA identifies 
other adjustments to the discretionary caps that can 
be made only after legislation has been enacted. For 
example, an adjustment may be made if 1995 appro
priations fund the Internal Revenue Service compliance 
initiative above the CBO baseline levels estimated in 
June 1990. The BEA specifies the amounts of these 
adjustments. The BEA also provides special allowances 
for budget authority and outlays. Two separate budget 
authority allowances may be provided for 1994 and 
1995, together with an adjustment for outlays associ
ated with one of the allowances, calculated using 
spendout rates contained in the BEA. For 1994 through 
1998, the BEA also provides for an additional budget 
authority allowance equal to 0.1 percent of the adjusted 
limit on total discretionary budget authority for the 
budget year. Another adjustment is the special outlay 
allowance. The dollar amounts of the special outlay al
lowance for 1991 through 1995 are specified in the 
BEA. The annual allowances for 1994 and 1995 are 
$6.5 billion. The outlay allowances through 1995 are 
reduced by the outlays associated with the budget au
thority allowances. For 1996 through 1998, the outlay 
allowances are equal to 0.5 percent of the adjusted dis
cretionary outlay limit.

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. Table 14-2 
shows the end-of-session adjustments that would result 
if the President’s legislative program is enacted. The 
President’s request includes funding in 1995 for the 
IRS compliance initiative.

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 1995 would increase 
budget authority by $2.9 billion and outlays by $1.4 
billion. In addition, about $1.3 billion of the outlay al
lowance has been used by the special budget authority 
allowances calculated for 1992, 1993, and 1994. The 
remaining outlay allowance available in 1995 would be 
$3.8 billion.

Table 14-2 also shows two additional adjustments. 
The first is an adjustment for proposals in the Presi
dent’s budget that would increase certain governmental 
receipts through appropriations language. Changes to 
governmental receipts provided in appropriations bills 
are scored as discretionary by OMB based on the scor
ing convention that any action by the Appropriations 
Committees is discretionary. Under accepted budget 
concepts, however, governmental receipts do not offset 
budget authority or outlays, although they offset the 
deficit. This means that governmental receipt changes 
cannot be included for the purpose of presenting the 
President’s request for discretionary budget authority 
and outlays. The adjustment shows the credit under 
the discretionary caps that will be scored to appropria
tions bills that include the proposals. The caps will 
actually be adjusted in next year’s Preview Report only 
to the extent enacted appropriations result in perma
nent changes to the level of receipts.

The second adjustment reflects estimates of the Ad
ministration’s proposal to charge agencies for the prop
er costs of employee retirement. This proposal is dis
cussed more fully in Chapter 3A. Enactment of the 
proposal would substantially increase discretionary pay
ments to the government’s retirement funds, particu
larly the Civil Service Retirement and Disability Fund. 
A cap adjustment would need to be made after enact
ment to accommodate this change in accounting be
tween government accounts.

The President’s budget proposals for discretionary 
programs are below the adjusted caps, as currently esti
mated, for 1995 through 1998. Table 14-3 displays the 
President’s proposals relative to the spending limits, 
including the adjustment for increased governmental 
receipts. The budget estimates do not include the 
spending related to the proper accounting for retire
ment costs proposal, so the cap adjustment for that 
proposal is not included in the table.

Sequester determinations.—Five days after enactment 
of an appropriations act, OMB must submit a report 
to Congress estimating the budget authority and out
lays 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. In addition, the
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14. PREVIEW REPORT 199
TABLE 14-2. DISCRETIONARY SPENDING LIMITS, 1994-1998

(In millions of dollars)

Total discretionary spending limits, December 10,1993 Final Sequester Report................................

Adjustments:
1993 Inflation......................................................................................................................................

Reestimates of credit reform subsidies..............................................................................................

Statutory and other shifts between categories ..................................................................................

Emergency appropriations (release of contingencies).......................................................................

Reestimates of emergency flood spending........................................................................................

Subtotal, adjustments for the Preview Report...............................................................................

Preview Report discretionary limits........................................................................................................

Further adjustments authorized under the Budget Enforcement Act:
IRS funding.........................................................................................................................................

Special allowances.............................................................................................................................

Proposed emergency supplemental appropriations...........................................................................

Estimated discretionary spending limits including IRS, special allowances, and emergencies.............

Further adjustments to reflect enactment of the President’s program:
Adjustment to reflect discretionary credit for appropriations language proposals to increase certain 

fees charged by the government...................................................................................................

Discretionary spending limits including adjustment for fees..................................................................

Estimated adjustment to reflect change in budget accounting for Federal retirement......................

Discretionary spending limits including adjustment for change in budget accounting for Federal retire
ment ...................................................................................................................................................

BA
OL

BA
OL
BA
OL
BA
OL
BA
OL
BA
OL

BA
OL

BA
OL

BA
OL
BA
OL
BA
OL

BA
OL

BA
OL

BA
OL
BA
OL

BA
OL

513,177
542,606

186
102

186
102

513,363
542,708

1,942
1,124

515,305
543,832

515,305
543,832

515,305
543,832

517,398
540,498

-2,023
-849

57
16

-254
-110

75

519,142
547,733

58
38

-569
-638

528,079
547,502

59
44

-583
-844

5

180

1
176

- 2,220
-862

-511
-415

-524
-623

515,178
539,636

188
184

2,880
1,438

"642”

518,631
547,318

753

527,555
546,879

30

518,246
541,900

473
473

518,631
548,167

452
452

527,555
547,305

455
455

518,719
542,373

5,951
5,941

519,083
548,619

5,957
5,956

528,010
547,760

5,968
5,966

524,670
548,314

525,040
554,575

533,978
553,726

530,639
547,875

61
50

-608
-871

1

-547
-820

530,092
547,055

134

17

530,092
547,206

461
461

530,553
547,667

5,961
5,959

536,514
553,626

TABLE 14-3. BUDGET PROPOSALS
(in millions of dollars)

1995 1996 1997 1998

President’s discretionary proposals............................................................. BA 512,250 517,682 520,331 525,967
OL 542,363 546,085 547,759 544,449

Estimated discretionary limits...................................................................... BA 518,719 519,083 528,010 530,553
OL 542,373 548,619 547,760 547,667

President’s discretionary proposals below (-) the discretionary caps......... BA -6,469 -1,401 -7,679 -4,586
OL -10 -2,534 -1 -3,218

report must include CBO estimates and explain the 
differences between the OMB and CBO estimates. The 
OMB estimates are used in all subsequent calculations 
to determine whether a breach of any of the budget 
authority or outlay 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 
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 session. 
Appropriations for the fiscal year in progress that cause 
a breach in the caps would, if enacted before July 1st, 
trigger a sequester. When such a breach is estimated, 
a “within-session” sequestration report and Presidential 
sequestration order are issued. For a breach that re
sults from appropriations enacted on or after July 1st, 
reductions necessary to eliminate the breach are not 
applied to the budgetary resources available in the cur
rent year. Instead, the corresponding caps for the fol
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200 ANALYTICAL PERSPECTIVES

lowing 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 1994 
is possible only if additional appropriations for 1994 
are enacted. OMB reported in the Final Sequestration 
Report to the President and the Congress that enacted 
discretionary appropriations for 1994 were within the 
prescribed spending limits.

Sequester calculations.—If either the discretionary 
budget authority or outlay caps are exceeded, an across- 
the-board reduction of sequestrable budgetary resources 
would be required to eliminate the breach. The percent
age reduction for certain special-rule programs would 
be limited to 2 percent. Once this limit is reached, 
the uniform percentage reduction for all other discre
tionary sequestrable resources would be increased to 
a level sufficient to achieve the required reduction.

If both the budget authority and outlay caps are ex
ceeded, a sequester would first be calculated to elimi
nate the budget authority breach. If estimated outlays 
still remained above the cap, even after applying the 
available outlay allowance, further reductions in budg
etary resources to eliminate the outlay breach would 
then be required.

Comparison between OMB and CBO discretionary 
limits.—Section 254(d)(5) of the BEA requires an expla
nation of differences between OMB and CBO estimates 
for the discretionary spending limits. Table 14-4 com
pares OMB and CBO limits for 1994 through 1998.

Differences in 1994 are due primarily to the release 
of a contingent emergency appropriation for the Small 
Business Administration on January 19, 1994. This re
lease occurred too late for inclusion in CBO’s Preview 
Report.

Differences in 1995 are due primarily to CBO assum
ing lower credit subsidy costs than does OMB. As a 
result, CBO lowers the discretionary limits for 
reestimates of credit subsidy costs, while OMB raises 
the limits.

OMB and CBO have different interpretations of the 
BEA provision that requires an adjustment for dif
ferences between actual and estimated inflation. Since 
the limits for 1996 through 1998 were enacted in OBRA
1993, OMB interprets the inflation assumptions en
acted in the original BEA of 1990 as not applying to 
those years. CBO reduces the limits in each year by 
the inflation adjustment.

Pay-As-You-Go Sequestration 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.

TABLE 14-4. COMPARISON OF OMB AND CBO DISCRETIONARY SPENDING LIMITS
(In millions of dollars)

1994 1995 1996 1997 1998

CBO Preview Report limits:
BA ..................................................................... 513,268 515,010 516,734 525,608 528,102
O L ..................................................................... 542,672 539,539 546,127 545,544 545,653

OMB Preview Report limits:
BA..................................................................... 513,363 515,178 518,631 527,555 530,092
O L ..................................................................... 542,708 539,636 547,318 546,879 547,055

Difference:
BA..................................................................... -95 -168 -1,897 -1,947 -1,990
O L ..................................................................... -36 -97 -1,191 -1,335 -1,402

TABLE 14-5. PAY-AS-YOU-GO LEGISLATION ENACTED AS OF DECEMBER 31,1993
(In millions of dollars)

Change in the Baseline deficit

1994 1995 1996 1997 1998

Revenue impact of enacted legislation....................................... -1,265 -1,194 221 166 -629
Outlay impact of enacted legislation........................................... 1,270 225 -671 -635 -485

Total impact of enacted legislation..................................... 4 -969 -450 -469 -1,114
MEMORANDUM

Deficit impact of OBRA 1993:1
Revenue impact...................................................................... -27,419 -46,948 -54,333 -62,836 -58,559
Outlay impact.......................................................................... -19,333 -35,765 -46,221 -66,062 -87,287

Total impact of OBRA 1993—Public Law 103-66 .............. -46,752 -82,713 -100,554 -128,898 -145,846
’ OBRA 1993 specified that none of its savings should be included in the totals of the pay-as-you-go scorecard.
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14. PREVIEW REPORT 201

Current law requires that direct spending and re
ceipts legislation should not increase the deficit in any 
year through 1998. If it does, and if it is not fully 
offset by other legislative savings, the increase must 
be offset by sequestration of direct spending programs. 
Net savings enacted for one fiscal year can be used 
to offset net increases in the subsequent year. The im
pact of proposed legislation affecting direct spending 
and receipts is shown in the table entitled “Mandatory 
and Receipts PAYGO Proposals” in the Summary Ta
bles section of the Budget.

Sequester determinations.—Within five days after en
actment of direct spending or receipts legislation, OMB 
is required to submit a report to Congress estimating 
the change in outlays or receipts for each fiscal year 
through 1998 resulting from that legislation. The esti
mates must use the economic and technical assump
tions underlying the most recent President’s budget. 
These OMB estimates are used to determine 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 December 31, 1993, OMB had issued 201 re
ports on legislation affecting direct spending and re
ceipts. Most of these (83 percent) either had no effect 
on the deficit or changed it by less than $10 million 
in each year. Less than ten percent of the pay-as-you- 
go legislation had a deficit impact greater than $50 
million in any one year.

Table 14-5 shows OMB estimates for legislation en
acted through December 31, 1993. In total, pay-as-you- 
go legislation has reduced the combined 1994 and 1995 
deficits by $1.0 billion. This balance of pay-as-you-go 
savings can be used to offset legislation that increases 
direct spending or reduces receipts in 1994 and 1995. 
Legislation that increases the combined 1994 and 1995 
deficits by a greater amount will cause a sequester.

The Omnibus Budget Reconciliation Act of 1993 
(OBRA 1993) produced savings of $46.8 billion in 1994 
and over $500 billion over 1994-98. However, the Act 
specified that none of the resulting savings should be 
included in the pay-as-you-go scorecard.

Deficit Sequestration Report
The BEA specifies maximum deficit amounts for 1991 

through 1995 that reflect the on-budget current law

levels for direct spending and receipts, and the spend
ing limits for discretionary programs.

These deficit amounts reflect the economic and tech
nical assumptions as of the time the BEA was enacted. 
For the 1992 and 1993 budgets, the BEA required OMB 
to adjust the maximum deficit amounts to reflect up- 
to-date economic and technical assumptions for each 
year through 1995. The BEA gives the President the 
option of adjusting the maximum deficit amounts to 
reflect current economic conditions and technical as
sumptions in 1994 and 1995. Since the President chose 
to make this adjustment in 1994, the BEA provides 
him with the same opportunity in 1995. This adjust
ment has been made for 1995, resulting in a maximum 
deficit amount of $239.2 billion, $48.0 billion below the 
unadjusted maximum deficit. This reduction is largely 
due to higher receipts, and lower expected outlays for 
Medicare, Medicaid, and deposit insurance in FY 1995.

Table 14-6 shows for 1995 the current maximum def
icit amount and the current estimated deficit calculated 
using BEA rules. The current estimated deficit is below 
the maximum deficit amount by the amount of pay- 
as-you-go savings enacted and the associated debt serv
ice. Therefore, no sequestration is projected at this 
time. The table also shows adjustments to reach the 
end-of-session maximum deficit amount.

In its Preview Report, CBO estimates a maximum 
deficit amount for 1995 of $244.1 billion, $5.0 billion 
above the OMB estimate. Compared to previous years, 
this difference is relatively minor. The major differences 
between OMB and CBO are shown in Table 14-7.

TABLE 14-6. MAXIMUM DEFICIT AMOUNTS
(In billions of dollars)

1995

Maximum deficit amount before adjustments...........................................
Change in deposit insurance....................................................................
Other adjustments for up-to-date economic and technical assumptions ...

287.2
-10.4
-37.5

Current maximum deficit amount.............................................................
Current estimated deficit...........................................................................

239.2
238.2

Excess deficit............................................................................................ -1.0
MEMORANDUM

Current maximum deficit amount..............................................................
End-of-session cap adjustment1 ...........................................................
Related debt service ............................................................................

239.2
2.3
0.1

Subtotal.................................................................................................
End-of-session maximum deficit amount..................................................

2.4
241.5

1 Assumes enactment of Presidential policy.
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202 ANALYTICAL PERSPECTIVES

TABLE 14-7. DIFFERENCES BETWEEN OMB AND CBO MAXIMUM 
DEFICIT AMOUNTS

(In billions of dollars)

1995

OMB maximum deficit amount................................................................................... 239.2
Receipts (deficit impact)......................................................................................... 7.3
Outlays:

Discretionary.................................... .................................................................. -0.1
Commodity Credit Corporation .......................................................................... -1.9
Deposit insurance............................................................................................... 0.1
Food stamps...................................................................................................... -0.6
Medicaid ............................................................................................................ -0.2
Medicare............................................................................................................ 2.1
Supplemental Security Income.......................................................................... -1.7
Veterans’ Benefits and Services........................................................................ -1.4
Other mandatory ................................................................................................ 0.2
On-budget interest.............................................................................................. 1.1

Total, outlay differences ................................................................................ -2.3

Total, differences....................................................................................... 5.0
CBO maximum deficit amount.................................................................................... 244.1
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15. REVIEW OF DIRECT SPENDING AND RECEIPTS

Introduction
The Budget Enforcement Act of 1990 established 

mechanisms to control total discretionary spending 
through caps on spending and legislative changes to 
mandatory programs and revenues through a pay-as- 
you-go requirement. It did not, however, control the 
growth of mandatory spending resulting from economic 
and technical factors. In August 1993, the President 
established procedures to control this growth in manda
tory spending in Executive Order 12857. The Order 
provided for targets on the level of mandatory spending, 
excluding deposit insurance and net interest, for 1994 
through 1997. The Order also listed actions that must 
be taken if the targets were exceeded. These actions 
may include specific revenue or direct spending changes 
or reductions in the discretionary caps. The savings 
to remove the excess in the prior, current, and budget 
years can be achieved over the six year period covering 
the current year through four years beyond the budget 
year. The President also has the option to recommend 
breaching the targets because of economic conditions 
or other specific reasons.

As required by the Order, OMB issued an initial re
port to the Congress in September setting mandatory 
targets for 1994 through 1997. The initial targets were 
based on the economic and technical assumptions used 
in preparing the congressional budget resolution for
1994. The levels are consistent with the policies in the 
resolution as adjusted by final Congressional action on 
the Omnibus Budget Reconciliation Act of 1993 (OBRA

1993). This chapter fulfills the Order's requirements 
for an annual review of direct spending and receipts.

Adjustments to Targets
The Order requires adjustments to the mandatory 

targets under certain circumstances; in particular, the 
targets must be adjusted each year for increases in 
the estimated numbers of beneficiaries of mandatory 
programs, and for changes in receipts in legislation en
acted after OBRA 1993. Table 15-1 shows the targets 
as revised for these circumstances. The target for 1994 
is now $752.0 billion, $5.6 billion above the initial tar
get. Similarly, the target for 1995 is now $792.7 billion, 
$7.9 billion above the initial target. The targets have 
increased by $37.5 billion over the four year period 
1994 through 1997.

Table 15-1 also shows the major differences in cur
rent law estimates between August, 1993 (when the 
Executive Order became effective) and now. Most of 
the differences are because of decreases in Medicare 
and Medicaid outlays since the initial targets were cal
culated.

The Order requires an adjustment to the targets to 
reflect increases in estimated beneficiaries. Table 15-2 
shows the current estimates of beneficiaries for major 
benefit payment programs as well as the estimates used 
in the initial targets. For most of the major benefit 
programs, the current OMB estimates are above the 
estimates used in the initial targets. This is largely 
the result of technical differences between resolution

TABLE 15-1. SUMMARY OF CHANGES TO MANDATORY TARGETS AND CURRENT LAW OUTLAYS
(In billions of dollars)

1994 1995 1996 1997 1994-97

Changes to mandatory targets
Initial mandatory targets (Executive Order 12857).....................................................
Adjustments for:

Increase in beneficiaries.........................................................................................
Changes in receipts................................................................................................
Changes due to category shifts.............................................................................

Total adjustments.......................................................................................................
Current mandatory targets..........................................................................................

746.4

5.7
-0.1

0.0

784.7

8.0
-0.1
-0.0

823.7

10.2
-0.2
-0.1

887.7

14.1
-0.1
-0.0

38.1
-0.5
-0.1

5.6 
752.0

746.4

5.7 
-7.6 
-1.4

0.4
-8.9

7.9
792.7

784.7

8.0
^ .1
-1.0

1.3
-14.2

10.0
833.7

823.7

10.2
-2.1

1.1
2.4

-9.0

14.0
901.7

887.7

14.1 
-2.1
4.0
4.6

-20.8

37.5

Changes to outlays under current laws
Outlays under current law as of August 1993 ..........................................................
Adjustments for:.

Increase in beneficiaries.........................................................................................
Decreases in beneficiaries.....................................................................................
Cost of living adjustments......................................................................................

38.1
-15.9

2.7
8.7 

-52.8
Other inflation ........................................................................................................
Other technicals.....................................................................................................

Total adjustments....................................................................................................... -11.8
734.6
-17.4

-10.0
774.7
-18.0

2.6
826.3
-7.4

-0.1
887.6
-14.1

-19.3

-56.8
Outlays under current law as of January 1994 .........................................................
Amount over (+) or under (-) the current target.......................................................
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assumptions and current OMB assumptions. In each 
case that beneficiaries have increased, an adjustment 
to the targets are made that adjusts the initial estimate 
for the program by the percentage change in the num

ber of beneficiaries. The largest adjustments are for 
the supplementary security income, food stamps and 
social security (disability insurance). In total, the tar
gets are increased by $38.1 billion for the four year 
period because of changes in beneficiary estimates.

TABLE 15-2. BENEFICIARIES ESTIMATES FOR MAJOR BENEFIT PAYMENT PROGRAMS
(Annual average, in thousands)

1994 1995 1996 1997

Family education loans:
Initial estimate........................................................................................................ 6,270 5,394 3,898 3,695
Current estimate.................................................................................................... 5,528 4,413 3,271 3,100

Direct loans:
Initial estimate........................................................................................................ 161 1,566 3,189 3,694
Current estimate.................................................................................................... 137 1,283 2,679 3,102

AFDC work programs:
Initial estimate........................................................................................................ 664 708 721 727
Current estimate.................................................................................................... 637 667 663 652

Foster care and adoption assistance:
Initial estimate........................................................................................................ 339 362 384 404
Current estimate.................................................................................................... 337 359 377 394

Medicaid:
Initial estimate........................................................................................................ 35,600 36,500 37,500 38,500
Current estimate:

Aged/Blind/Disabled ........................................................................................... 9,619 10,345 11,064 11,779
Other.................................................................................................................. 24,959 25,634 26,376 27,179

Total, current estimate............................................................................................ 34,578 35,979 37,440 38,958
Medicare:

Hospital insurance:
Initial estimate ................................................................................................... 35,800 36,400 37,000 37,500
Current estimate................................................................................................. 36,148 36,821 37,446 38,001

Supplementary medical insurance:
Initial estimate ................................................................................................... 34,900 35,500 36,000 36,500
Current estimate................................................................................................. 35,010 35,651 36,244 36,760

Railroad retirement:
Initial estimate........................................................................................................ 817 796 774 751
Current estimate.................................................................................................... 825 805 783 761

Federal civil service retirement:
Initial estimate........................................................................................................ 2,267 2,297 2,327 2,365
Current estimate..................................................................................................... 2,258 2,289 2,319 2,347

Military retirement:
Initial estimate........................................................................................................ 1,720 1,750 1,770 1,790
Current estimate.................................................................................................... 1,775 1,798 1,821 1,843

Unemployment insurance:
Initial estimate........................................................................................................ 10,000 9,000 9,000 9,000
Current estimate.................................................................................................... 8,770 8,810 8,900 8,840

Food stamps:
Initial estimate........................................................................................................ 25,800 25,000 24,600 24,600
Current estimate.................................................................................................... 27,394 27,314 27,161 27,004

Child nutrition:
Initial estimate........................................................................................................ 35,800 36,700 37,400 38,100
Current estimate..................................................................................................... 36,169 37,067 37,938 38,828

Family support: maintenance assistance (AFDC)1:
Initial estimate........................................................................................................ 5,210 5,250 5,330 5,410
Current estimate..................................................................................................... 5,055 5,146 5,252 5,363

Family support: emergency assistance:
Initial estimate........................................................................................................ NA NA NA NA
Current estimate.................................................................................................... 81 82 83 84

Family support: Child support:
Initial estimate......................................................................................................... NA NA NA NA
Current estimate..................................................................................................... 14,362 15,151 15,939 16,727

Supplemental security income:
Initial estimate......................................................................................................... 5,579 5,896 6,190 6,450
Current estimate:.
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TABLE 15-2. BENEFICIARIES ESTIMATES FOR MAJOR BENEFIT PAYMENT PROGRAMS-Continued
(Annual average, in thousands)

1994 1995 1996 1997

Aged .................................................................................................................. 1,325 1,320 1,325 1,325
Blind/Disabled.................................................................................................... 4,498 5,013 5,497 5,956

Total, current estimate............................................................................................ 5,823 6,333 6,822 7,281
Earned income tax credit:

Initial estimate........................................................................................................ 16,000 17,000 17,000 17,000
Current estimate.................................................................................................... 15,313 15,764 16,296 16,474

Social Security (OASDI):
Old age and survivors insurance:

Initial estimate ................................................................................................... 37,029 37,425 37,795 38,137
Current estimate................................................................................................ 37,074 37,459 37,821 38,166

Disability insurance:
Initial estimate ................................................................................................... 5,279 5,547 5,796 6,039
Current estimate................................................................................................. 5,335 5,685 6,028 6,359

Veterans compensation:
Initial estimate........................................................................................................ 2,487 2,487 2,490 2,495
Current estimate.................................................................................................... 2,523 2,530 2,531 2,527

Veterans pensions:
Initial estimate........................................................................................................ 832 778 729 683
Current estimate.................................................................................................... 834 782 737 699

Memorandum:
Medicaid with health care reform .......................................................................... 34,578 35,980 35,714 33,518
Medicare with health care reform:

Hospital insurance.............................................................................................. 36,148 36,821 37,446 38,001
Supplementary medical insurance..................................................................... 35,010 35,651 35,916 36,318

1 Average number of monthly cases. 
NA = Not available.

An adjustment to the mandatory targets is also re
quired for any changes in receipts enacted after OBRA
1993. This allows for tradeoffs between receipt in
creases and outlay reductions. Since OBRA 1993, there 
has been only one major piece of enacted legislation 
that affects receipts—the North American Free Trade 
Agreement (NAFTA) Implementation Act. This and 
other minor legislation have decreased receipts by $0.5 
billion over the four year period covered by the targets. 
As a result, the targets have also been reduced by 
the same amount.

The targets were adjusted for minor categorical 
shifts. Since OBRA 1993, there has been no additional

reconciliation action or passage of emergency legisla
tion. Thus, there are no additional adjustments to the 
targets required by the Order.

Growth in Mandatory Programs
Table 15-3 shows outlays for mandatory and related 

programs for the years 1993 through 1999. Spending 
on mandatory programs including net interest is pro
jected to be $976.6 billion in 1995, $42.1 billion more 
than the 1994 estimate. By 1999, spending for manda
tory programs including net interest is projected to 
reach $1,283.5 billion.

TABLE 15-3. OUTLAYS FOR MANDATORY AND RELATED PROGRAMS UNDER CURRENT LAW
(in billions of dollars)

1993
Actual 1994 1995 1996 1997 1998 1999

Human resources programs:
Education, training, employment, and social services:

Family education loan............................................................................................................... 2.2 2.3 1.8 1.4 1.1 1.0 1.0
Direct loan ................................................................................................................................. 0.0 0.2 0.5 0.8 1.1 1.2 1.5
Other .......................................................................................................................................... 11.6 9.2 11.3 8.7 10.2 10.7 11.2

Subtotal, education, training, employment, and social services.................................................... 13.8 11.7 13.6 10.9 12.3 13.0 13.7
Health:

Medicaid..................................................................................................................................... 75.8 87.2 96.4 108.2 121.5 136.3 152.2
FEHB and other........................................................................................................................ 4.0 5.3 4.8 5.0 5.9 6.6 6.6

Subtotal, health.............................................................................................................................. 79.8 91.1 100.5 112.8 126.2 141.8 158.1
Medicare:

Hospital insurance..................................................................................................................... 90.5 101.8 111.1 122.2 134.0 146.5 160.3
Supplementary medical insurance............................................................................................. 52.6 56.8 64.4 71.9 80.0 89.2 99.7
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TABLE 15-3. OUTLAYS FOR MANDATORY AND RELATED PROGRAMS UNDER CURRENT LAW-Continued
(in billions of dollars)

1993
Actual 1994 1995 1996 1997 1998 1999

Medicare premiums and collections.......................................................................................... -15.3 -17.4 -19.9 -20.4 -23.2 -23.2 -23.2

Subtotal, medicare.........................................................................................................................
Income security:

General retirement and disability:

127.8 141.0 155.4 174.2 192.7 211.8 234.7

Railroad retirement................................................................................................................ 3.9 4.2 4.2 4.2 4.3 4.3 4.3
Other ..................................................................................................................................... -0.0 0.9 0.9 0.9 0.9 0.9 0.9

Subtotal, general retirement and disability................................................................................
Federal employee retirement and disability:.

3.9 4.7 4.9 5.0 5.0 5.1 5.2

Civilian employees retirement................................................................................................ 35.1 36.5 38.0 39.6 41.8 43.8 45.9
Military retirement.................................................................................................................. 25.7 26.5 27.2 28.3 29.6 30.9 33.1
Other...................................................................................................................................... -0.9 -0.4 -0.4 -0.3 -0.2 -0.1 -0.1

Subtotal, federal employees retirement and disability.............................................................. 60.0 62.2 64.3 67.1 70.6 73.9 78.2
Unemployment compensation....................................................................................................
Food and nutrition assistance:.

35.5 26.7 23.0 23.5 23.9 24.0 25.1

Food stamps ......................................................................................................................... 23.6 25.5 25.2 26.1 27.2 28.2 29.2
Child nutrition and special milk............................................................................................. 6.6 7.3 7.6 8.2 8.7 9.3 10.0
Other...................................................................................................................................... 1.5 1.6 1.6 1.6 1.6 1.6 1.6

Subtotal, food and nutrition assistance.....................................................................................
Other income security:.

31.7 34.4 34.4 35.8 37.5 39.1 40.7

Supplemental security income............................................................................................... 21.1 24.9 26.2 27.0 29.4 32.9 36.5
Family support payments...................................................................................................... 15.6 16.4 16.9 17.5 18.2 18.9 19.7
Earned income tax credit ...................................................................................................... 8.8 10.0 15.8 18.9 21.5 22.4 23.2
Other...................................................................................................................................... -0.7 -0.9 -1.0 -1.1 -1.3 -1.5 -1.6

Subtotal, other income security................................................................................................. 44.8 50.4 57.8 62.3 67.7 72.7 77.8

Subtotal, income security.............................................................................................................. 175.8 178.5 184.6 193.7 204.6 214.7 226.9
Social security................................................................................................................................
Veterans’ benefits and services:

302.0 317.6 334.6 353.7 369.6 389.7 411.0

Compensation............................................................................................................................ 13.4 15.0 14.5 13.8 15.4 15.9 16.3
Pensions.................................................................................................................................... 3.5 3.7 3.3 3.1 3.3 3.3 3.7
Other.......................................................................................................................................... 2.4 2.1 2.0 1.8 1.9 2.0 2.0

Subtotal, veterans benefits and services....................................................................................... 19.3 20.6 20.1 19.0 20.9 21.4 23.0

Subtotal, human resources programs................................................................................................
Other programs included in the entitlement target:

Agriculture:

718.5 760.4 808.8 864.4 926.4 992.4 1,067.3

Farm price supports (CCC) ...................................................................................................... 16.0 12.1 9.1 9.3 9.7 9.8 9.8
Other.......................................................................................................................................... 0.1 0.4 -0.2 -0.6 -0.8 -0.6 -0.5

Subtotal, agriculture.......................................................................................................................
Undistributed offsetting receipts:

16.2 12.5 8.9 8.8 8.9 9.2 9.3

Employer share, employee retirement....................................................................................... -34.6 -34.7 -35.5 -35.3 -36.0 -37.9 -39.3
Rents and royalties on the outer continental shelf................................................................... -2.8 -2.7 -3.0 -2.7 -2.7 -2.8 -2.8
Spectrum sales.......................................................................................................................... 0.0 -0.5 -4.3 -4.2 -1.6 -2.0 0.0

Subtotal, undistributed offsetting receipts...................................................................................... -37.4 -37.9 -42.8 -42.2 -40.3 -42.6 -42.1
Other functions............................................................................................................................... -2.4 -0.4 -0.3 -4.6 -7.5 -9.1 -10.5

Subtotal, other programs included in the entitlement target............................................................. -23.6 -25.9 -64.1 -38.0 -38.9 -42.5 -43.3

Subtotal, mandatory programs included in the entitlement target..................................................... 694.9 734.6 774.7 826.3 887.6 949.9 1,023.9
Deposit insurance...............................................................................................................................
Net interest:

-28.0 -3.3 -11.1 -11.3 -6.1 -4.9 -3.3

Interest on the public debt............................................................................................................ 292.5 298.3 311.1 325.6 341.5 359.5 378.0
Interest received by trust funds ..................................................................................................... -55.5 -56.8 -57.2 -57.6 -58.5 -59.4 -59.8
Other interest................................................................................................................................. -38.2 -38.3 -40.9 -42.6 -46.2 -50.6 -55.4

Subtotal net interest ...................................................................................................................... 198.8 203.2 213.1 225.4 236.8 249.6 262.9

Total, outlays for mandatory and related programs.......................................................................... 865.8 934.5 976.6 1,040.5 1,118.2 1,194.6 1,283.5

Spending on programs covered by the mandatory tar- to $1,023.9 in 1999, an annual average rate of 6.9 per- 
gets is projected to grow from $734.6 billion in 1994 cent. In percentage terms, the areas of largest growth
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15. REVIEW OF DIRECT SPENDING AND RECEIPTS 207

are the health entitlements. Approximately 55 percent 
of the growth in programs covered by the mandatory 
targets is in Medicaid and Medicare. For additional 
information on the trends in mandatory spending, refer 
to Chapter 17 “Current services estimates” in this vol
ume.

Growth in Receipts
Receipts are projected to be $1,341.6 billion in 1995, 

$92.5 billion more than the 1994 estimate. By 1999, 
receipts are projected to reach $1,629.2 billion. For ad
ditional information on the trends in receipts, refer to 
Chapter 4 “Federal receipts” in this volume.

As shown in Table 15-4, receipts are higher than 
the September 1993 Midsession estimates in each year, 
by amounts ranging from $7.6 billion to $38.4 billion. 
These increases are the net effect of revised economic 
assumptions, technical estimating revisions, and legis
lative and regulatory changes. With the exception of
1994, revised economic assumptions increase receipts 
in each year. For 1995 and 1996, increases in corpora
tion income taxes, attributable to increases in corporate 
profits, more than offset the reductions in other sources 
of receipts attributable to reductions in wages and sala
ries, interest rates, and imports. For 1997 and 1998, 
the effects of higher corporate profits and wages and 
salaries on income and payroll taxes more than offset 
the reductions in other sources of receipts. Technical 
revisions, primarily reflecting collection experience, up
dated tabulations from tax returns, and revisions in 
historical economic data, increase receipts by an 
additonal $5.4 billion to $10.3 billion in each year. Reg
ulatory and legislative changes since the September
1993 Midsession do not have a significant effect on 
receipts.

Comparison of Mandatory Targets and Outlays 
under Current Laws

As Table 15-1 shows, estimates of spending for pro
grams covered by the targets under current laws are 
$17.4 billion below the target for 1994, and $18.0 billion 
below the target for 1995. Over the four year period 
covered by the targets, projections of current law spend
ing are $56.8 billion below the targets. Most of the 
difference between the targets and current law esti
mates are because the targets increased relative to the 
resolution levels as a result of upward revisions in ben
eficiary estimates.

Since current law spending is projected to be below 
the targets, a special message to reduce direct spending 
is not required.

Comparison of Mandatory Targets and 
Presidential Proposals

Enactment of the proposals in the President’s budget 
would change the levels of the targets and outlays 
under current law. As shown in Table 15-5, enactment 
of health reform would increase mandatory outlays by 
$40.8 billion over the four years between 1994 and 
1997. This spending would be more than offset by a 
$53.1 billion increase in the targets for additional reve
nue that result from the President’s health care propos
als. The target enforcement procedure allows for this 
type of tradeoff between revenue increases and manda
tory spending. After adjustments to the targets are 
made to reflect the President’s policy initiatives, spend
ing under the President’s budget is $18.2 billion below 
the target for 1994, and $28.4 billion below the target 
for 1995. Over the four year period covered by the tar
get, projections of the President’s budget is $67.7 billion 
below the targets.

TABLE 15-4. COMPARISON OF MIDSESSION TO 1995 BUDGET BASELINE RECEIPTS
(in billions of dollars)

Midsession estimates i .............................................
Revised economic assumptions:

Individual income taxes........................................
Corporation income taxes....................................
Social insurance taxes and contributions.............
Customs duties.....................................................
Other receipts.......................................................

Subtotal, economic assumptions......................
Technical revisions:

Individual income taxes .........................................
Corporation income taxes....................................
Social insurance taxes and contributions.............
Other receipts.......................................................

Subtotal technical revisions.............................
Enacted legislation....................................................
Administrative action2 ..............................................

Total changes.......................................................
1995 budget baseline estimates..............................

1 Estimates based on updated CBO economic assumptions.
2 Reflects the effect of regulations affecting hedging transactions.

1,241.5

-3.0
5.8

-3.2
-0.5

0.2

- 0.8

4.7
4.6
0.4

-0.5

9.2
- 0.1
- 0.6

7.6
1,249.1

1,329.5

-3.7
8.8

-1.7
- 1.1
-0.7

1.6

2.5
5.9
2.3

-0.3

10.3
- 0.1

0.2

12.1
1,341.6

1,402.9

-2.3
8.1

-1.3
- 1.8
-0.7

2.0

- 2.0
6.1
2.2

- 0.6

5.6
- 0.2

0.1

7.6
1,410.4

1,457.6

4.3 
7.2
4.4 

-2.4 
-0.4

13.0

1.2
6.5
2.0

- 0.6

9.0
- 0.1
0.1

22.0
1,479.6

1,512.6

16.7
7.4

10.4
-3.0
0.2

31.7

-3.0
7.4
1.5 

-0.5

5.4
1.2
0.1

38.4
1,551.0 1,629.2
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TABLE 15-5. MANDATORY TARGETS ASSUMING ENACTMENT OF PRESIDENTIAL PROPOSALS
(in billions of dollars)

1994 1995 1996 1997 1994-97

Mandatory targets
Current mandatory targets 

Receipt adjustment to targets if the President’s proposals are enacted:
Health care reform ..................................................................................
Other administration proposals...............................................................

Total adjustments................................................................................
Targets adjusted for Presidential proposals ....................................................

Proposed Outlays
Outlays under current law ...............................................................................

752.0

-0.1
0.0

792.7

11.6
0.2

833.7

16.8
-0.3

901.7

24.8
-0.4

53.1
-0.4

-0.1
751.9

734.6

-0.2
-0.7

11.8
804.4

774.7

0.9
0.4

16.5
850.3

826.3

11.7
0.7

24.4
926.1

887.6

28.3
0.6

52.6

Presidential proposals:
Health care reform..................................................................................
Other.......................................................................................................

Proposed outlay totals.....................................................................................

40.8
1.0

-0.9
733.7
-18.2

1.3
776.0
-28.4

12.4
838.8
-11.5

28.9
916.5
-9.6

41.7

Amount over (+) or under (-) the targets........................................................ -67.7
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16. DEFICIT REDUCTION FUND

On August 4, 1993, the President issued Executive 
Order 12858 to guarantee that the net deficit reduction 
achieved by the Omnibus Budget Reconciliation Act 
(OBRA) of 1993 is dedicated exclusively to reducing 
the deficit. The order established the Deficit Reduction 
Fund and requires that amounts equal to the spending 
reductions and revenue increases resulting from OBRA 
be credited to the Fund. The order also requires that 
information about the fund, including statements of the 
amounts in and Federal debt redeemed by the fund, 
be included in the President’s budget. Table 16-1 pre
sents the amounts that will be credited to the fund, 
adjusted to reflect final scoring of OBRA by OMB:

TABLE 16-1. REVENUE INCREASES AND SPENDING 
REDUCTIONS CREDITED TO THE DEFICIT REDUCTION FUND

(In millons of dollars)

Fiscal Year Annual amount Cumulative
amount

1994 ............................................................................. 46,752 46,752
1995 ............................................................................. 82,713 129,465
1996 ............................................................................. 100,554 230,019
1997 ............................................................................. 128,898 358,917
1998 ............................................................................. 145,846 504,763

Each year, amounts are credited to the fund on a 
daily basis equal to the net deficit reduction achieved 
by OBRA. The order requires that the fund balances 
be used exclusively to redeem maturing debt obligations 
of the Treasury held by foreign governments. On Octo
ber 1, 1993, amounts began to be credited to the fund 
and, during the year, these amounts were used for the 
stated debt redemption purposes.

The status of the fund on December 31, 1993, was:

TABLE 16-2. STATUS OF THE DEFICIT REDUCTION FUND
(In millions of dollars)

Description Amount

Beginning balance...................................................................................
Deposits made between October 1,1993, and December 31,1993 .....
Redemptions of Treasury debt held by foreign governments between

October 1,1993, and December 31,1993 ........................................
Fund balance as of December 31,1993 ................................................

11.362

11.362

209
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14. 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. For 1991 through 1995, the BEA limited discre-
tionary spending and established a ‘‘pay-as-you-go’’ re-
quirement that legislation changing direct spending and
receipts must, in total, be at least deficit neutral. These
provisions were extended through 1998 by the Omnibus
Budget Reconciliation Act of 1993 (OBRA 1993), which
became law on August 10, 1993. The Administration
will propose to extend the BEA again, through the year
2000, and make other amendments to the BEA require-
ments. (See ‘‘Proposals to Extend and Amend the BEA’’
below.)

This Preview Report discusses the status of discre-
tionary and pay-as-you-go based on current law as of
December 31, 1994. In addition, it explains the dif-
ferences between the OMB and CBO estimates of the
discretionary caps.

The OMB estimates use the economic and technical
assumptions underlying the President’s budget submis-
sion, as required by the BEA. The OMB 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
after the Preview Report.

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, as amended, limits budget
authority and outlays available for discretionary pro-
grams each year through 1998. Appropriations that
cause either the budget authority or outlay limits to
be exceeded will trigger a sequester to eliminate any
such breach.

Adjustments to the limits.—The BEA permits certain
adjustments to the discretionary limits—also known as
caps. On December 16, 1994, the Office of Management
and Budget submitted the Final Sequestration Report
for 1995 required by the BEA. This report described
adjustments 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 and
changes in concepts and definitions.

Table 14–1 is a summary of all changes to the 1991
through 1998 caps originally enacted in law. Table 14–2
shows the impact on the caps of adjustments being

made in this Preview Report. Table 14–2 displays both
the general purpose discretionary spending caps and
the Violent Crime Reduction Trust Fund caps estab-
lished by Public Law 103–322, the Violent Crime Con-
trol and Law Enforcement Act of 1994.

OBRA 1993 extended the original discretionary caps
for the three-year period 1996 through 1998. It also
requires that the extended caps be adjusted for changes
in inflation estimates from those contained in the
House Conference Report on the 1994 Budget Resolu-
tion. The inflation estimates contained in the economic
assumptions for the 1996 Budget are somewhat higher
than those contained in the House Conference Report.
For 1996, they are higher by 0.6 percentage point (2.9
percent vs. 2.3 percent) and for 1997 and 1998 they
are higher by 0.8 percentage point in each year (3.0
percent vs. 2.2 percent). Adjusting the caps for these
changes in inflation estimates adds $3.0 billion to the
1996 budget authority cap, $7.2 billion to the 1997
budget authority cap, and $11.5 billion to the 1998
budget authority cap. The estimated spendout of these
budget authority increases adds $1.8 billion to the 1996
outlay cap; $5.1 billion to the 1997 outlay cap, and
$8.9 billion to the 1998 outlay cap.

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 1995 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.

Another adjustment is for a conceptual change in
the methodology for calculating the cost of Community
Opportunity Performance Funds loan guarantees (for-
merly Community Development Block Grant/Section
108). In past budgets, the subsidy calculation included
the expectation of future discretionary grants to the
communities as part of the funds available to repay
the loans. This is inconsistent with the definition of
subsidy under the Credit Reform Act of 1990. Therefore,
the methodology is being revised to exclude future re-
payments using Federal grants. The caps have been
increased by about $24 million each year to reflect the
increased subsidy appropriation required.

Other adjustments to the limits.—The BEA identifies
other adjustments to the discretionary caps that can
be made only after legislation has been enacted. For
example, spending that is designated as emergency re-
quirements by the President and Congress will result
in adjustments. The 1996 Budget includes proposals
for $6.7 billion in necessary emergency expenditures

1996
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TABLE 14–1. SUMMARY OF CHANGES TO DISCRETIONARY SPENDING LIMITS
(In billions of dollars

1991 1992 1993 1994 1995 1996 1997 1998

TOTAL DISCRETIONARY

Statutory Caps as set in OBRA 1990 and OBRA 1993 .............................................. BA 491.7 503.4 511.5 510.8 517.7 519.1 528.1 530.6
OL 514.4 524.9 534.0 534.8 540.8 547.3 547.3 547.9

Adjustments for changes in concepts and definitions .................................................. BA ............. 7.7 8.2 8.2 8.8 –0.6 –0.5 –0.6
OL ............. 1.0 2.4 2.3 3.0 –0.5 –0.7 –0.9

Adjustments for changes in inflation ............................................................................. BA ............. –0.5 –5.1 –9.5 –11.8 3.0 7.2 11.5
OL ............. –0.3 –2.5 –5.8 –8.8 1.8 5.1 8.9

Adjustments for credit reestimates, IRS funding, debt forgiveness, and IMF ............. BA 0.2 0.2 13.0 0.6 0.7 0.1 0.1 0.1
OL 0.3 0.3 0.8 0.8 0.9 * * 0.1

Adjustments for emergency requirements ..................................................................... BA 0.9 8.3 4.6 12.2 1.2 ............. ............. .............
OL 1.1 1.8 5.4 9.0 7.5 2.0 1.1 0.4

Adjustments for special allowances:
Discretionary new budget authority ........................................................................... BA ............. 3.5 2.9 2.9 2.9 ............. ............. .............

OL ............. 1.4 2.2 2.6 2.7 1.1 0.5 0.1
Outlay allowance ....................................................................................................... BA ............. ............. ............. ............. ............. ............. ............. .............

OL 2.6 1.7 0.5 1.0 ............. ............. ............. .............

Subtotal, adjustments excluding Desert Shield/Desert Storm ............................. BA 1.1 19.2 23.6 14.3 1.8 2.5 6.8 10.9
OL 3.9 5.9 8.8 10.0 5.3 4.5 6.1 8.6

Adjustments for Operation Desert Shield/Desert Storm ............................................... BA 44.2 14.0 0.6 * * ............. ............. .............
OL 33.3 14.9 7.6 2.8 1.1 ............. ............. .............

Total adjustments ........................................................................................................... BA 45.4 33.2 24.2 14.3 1.8 2.5 6.8 10.9
OL 37.2 20.8 16.4 12.8 6.3 4.5 6.1 8.6

Preview report spending limits: 1 ................................................................................... BA 537.1 536.6 535.7 525.1 519.5 521.7 534.9 541.6
OL 551.6 545.7 550.4 547.6 547.1 551.7 553.4 556.5

* Less than $50 million.
1 Reflects combined general purpose discretionary and Violent Crime Reduction Trust Fund discretionary spending limits.

relating to relief from natural disasters; $2.6 billion
for Department of Defense peacekeeping, peace enforce-
ment, and humanitarian assistance operations for Iraq,
Bosnia, Haiti, Cuba, and Korea; $0.7 billion for United
Nations peacekeeping operations; and $28 million for
Coast Guard activities in the Caribbean Region. Table
14–2 displays estimated adjustments for these emer-
gency appropriations. 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.

Table 14–2 also displays proposed adjustments to the
caps to reflect the President’s proposals to amend the
BEA to reduce allowable discretionary spending. From
1996 through 1998, these adjustments reduce total
budget authority by $66.7 billion and total outlays by
$31.0 billion. Further, the President will propose to ex-
tend the discretionary caps through 2000. The extended
caps are displayed in Table 14–3. This table also com-
pares the President’s discretionary proposals to the pro-
posed caps. If the President’s proposals relating to the
cap levels are enacted, the caps and discretionary
spending proposed by the President will be equal.

In addition to the changes to the caps described
above, the Administration supports four proposals that
would improve the measurement of budgetary resources
for certain Federal programs. None of these changes
would affect the way these programs operate or change
spending, but they would enable the budget to have

a consistent treatment of all budgetary resources. These
potential adjustments are displayed in Table 14–4.

The vast majority of highways, transit, and airport
improvements programs are nominally funded by man-
datory contract authority provided in authorizing legis-
lation, but spending is actually controlled by obligation
limitations in appropriations acts. Discretionary outlays
are scored with the obligation limitations, but no discre-
tionary budget authority is scored. Thus, these pro-
grams are not covered by the budget authority caps
or by the section 602 allocations of discretionary budget
authority under the Congressional Budget Act. As part
of the proposed restructuring of transportation pro-
grams, the Administration proposes to fund these pro-
grams with discretionary budget authority in lieu of
contract authority. This change would make the budget
treatment of these programs consistent with the treat-
ment of other discretionary spending programs. A cap
adjustment (budget authority only) is proposed for this
conceptual change.

Administrative expense limitations are currently
placed on spending from trust funds managed by the
Social Security Administration and the Office of Person-
nel Management. As with the transportation change,
defining the limitations as budget authority will make
their budget treatment consistent with other discre-
tionary spending. This change is not reflected in the
budget’s totals. The Administration will work with Con-
gress to make this change effective in 1997.

The fourth adjustment reflects estimates of the Ad-
ministration’s proposal to require proper accounting of
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TABLE 14–2. DISCRETIONARY SPENDING LIMITS
(In millions of dollars)

1994 1995 1996 1997 1998

General Purpose Discretionary

Total general purpose discretionary spending limits, December 16, 1994 Final Seques-
tration Report .................................................................................................................. BA 525,146 517,023 514,344 522,555 524,592

OL 547,559 546,432 547,279 544,147 542,379
Adjustments:

Inflation ........................................................................................................................ BA ................ ................ 3,042 7,248 11,489
OL ................ ................ 1,825 5,109 8,949

Changes in concepts and definitions:
Statutory and other shifts between categories ...................................................... BA ................ ................ –27 89 –19

OL ................ ................ 70 134 –15
Section 108 loan guarantee subsidies .................................................................. BA ................ ................ 24 24 25

OL ................ ................ 23 24 24
Emergency appropriations (release of contingencies) .............................................. BA ................ 44 ................ ................ ................

OL ................ 7 16 13 6
Reestimates of enacted emergency spending .......................................................... BA ................ ................ ................ ................ ................

OL ................ ................ 171 62 259

Subtotal, adjustments for the Preview Report ...................................................... BA ................ 44 3,039 7,361 11,495
OL ................ 7 2,105 5,342 9,223

Preview Report general purpose discretionary limits ......................................................... BA 525,146 517,067 517,383 529,916 536,087
OL 547,559 546,439 549,384 549,489 551,602

Further adjustments authorized under the Budget Enforcement Act after enactment of
legislation:
Emergency supplemental appropriations proposed in the 1996 budget ...................... BA ................ 9,957 ................ ................ ................

OL ................ 3,321 3,142 2,764 697

Estimated general purpose discretionary spending limits including emergencies ............ BA 525,146 527,024 517,383 529,916 536,087
OL 547,559 549,760 552,526 552,253 552,299

Further adjustments to reflect enactment of the President’s program:
Reduce caps to reflect President’s proposals ............................................................... BA ................ ................ –9,004 –31,822 –25,377

OL ................ ................ –5,764 –8,462 –16,823
General purpose discretionary spending limits including further adjustments .............. BA 525,146 527,024 508,379 498,094 510,710

OL 547,559 549,760 546,762 543,791 535,476

Violent Crime Reduction

Total Violent Crime Reduction discretionary spending limits, December 16, 1994 Final
Sequestration Report ...................................................................................................... BA ................ 2,423 4,287 5,000 5,500

OL ................ 703 2,334 3,936 4,904
Preview Report Violent Crime Reduction spending limits ................................................. BA ................ 2,423 4,287 5,000 5,500

OL ................ 703 2,334 3,936 4,904

Combined General Purpose and Violent Crime Reduction spending limits, including
President’s proposals ...................................................................................................... BA 525,146 529,447 512,666 503,094 516,210

OL 547,559 550,463 549,096 547,727 540,379

Federal employees’ retirement by charging agencies
fully for the Government’s share of the cost of the bene-
fits as they accrue. Enactment of the proposal would
substantially increase discretionary payments to the
government’s retirement funds, particularly the Civil
Service Retirement and Disability Fund. A cap adjust-
ment would need to be made after enactment to accom-
modate this change in accounting between government
accounts. The budget estimates do not include the
spending related to the proper accounting for retire-
ment costs.

Sequester determinations.—Five days after enactment
of an appropriations act, OMB must submit a report
to Congress estimating the budget authority and out-
lays 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. In addition, the
report must include CBO estimates and explain the
differences between the OMB and CBO estimates. The
OMB estimates are used in all subsequent calculations
to determine whether a breach of any of the budget
authority or outlay 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
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 session.

Appropriations for the fiscal year in progress that
cause a breach in the caps would, if enacted before
July 1st, trigger a sequester. When such a breach is
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TABLE 14–3. BUDGET PROPOSALS
(In millions of dollars)

1996 1997 1998 1999 2000

General Purpose Discretionary

President’s general purpose discretionary proposals 1 ...................................................... BA 508,379 498,094 510,710 504,940 511,455
OL 546,762 543,791 535,476 537,621 543,335

Estimated limits ................................................................................................................... BA 508,379 498,094 510,710 504,940 511,455
OL 546,762 543,791 535,476 537,621 543,335

President’s proposals compared to the general purpose discretionary caps ................... BA ................ ................ ................ ................ ................
OL ................ ................ ................ ................ ................

Violent Crime Reduction

President’s Violent Crime Reduction Trust Fund (VCRTF) proposals 2 ............................ BA 4,287 5,000 5,500 6,500 6,500
OL 2,283 3,936 4,904 5,639 6,225

Estimated limits ................................................................................................................... BA 4,287 5,000 5,500 6,500 6,500
OL 2,334 3,936 4,904 5,639 6,225

President’s proposals compared to the violent crime reduction caps ............................... BA ................ ................ ................ ................ ................
OL –51 ................ ................ ................ ................

1 Budget authority amounts do not include increases for transportation programs related to the accounting of obligation limitations as appropriated budget authority. See Table 14–4 for these amounts.
2 Totals have been adjusted to include transfers from VCRTF appropriations to administrative accounts in the Department of Justice.

TABLE 14–4. PROPOSALS FOR IMPROVING THE MEASUREMENT OF BUDGETARY RESOURCES IN THE
DISCRETIONARY CAPS

(In millions of dollars)

1996 1997 1998 1999 2000

Provide for consistent treatment of budgetary resources by:
Redefining Department of Transportation obligation limitations as appropriated dis-

cretionary budget authority 1 ....................................................................................... BA 24,827 25,597 26,391 27,209 28,052
OL ................ ................ ................ ................ ................

Redefining the Social Security Administration Limitation on Administrative Expenses
as appropriated discretionary budget authority 2 ....................................................... BA NA 2,661 2,773 2,889 3,010

OL ................ ................ ................ ................ ................
Redefining Office of Personnel Management limitations on administrative expenses

as appropriated discretionary budget authority 2 ....................................................... BA NA 110 114 119 123
OL ................ ................ ................ ................ ................

Requiring proper accounting of Federal employees’ retirement by charging agencies
fully for the accruing benefits 2 .................................................................................. BA NA 5,321 5,160 5,002 4,817

OL NA 5,320 5,159 5,001 4,815
1 Included in the 1996 Budget discretionary totals.
2 Adjustments for these changes would not be made until the 1997 budget.
NA = Not applicable.

estimated, a ‘‘within-session’’ sequestration report and
Presidential sequestration order are issued. For a
breach that results from appropriations enacted on or
after July 1st, reductions necessary to eliminate the
breach are not applied to the budgetary resources avail-
able in the current year. Instead, 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 1995
is possible only if additional appropriations for 1995
are enacted. OMB reported in the Final Sequestration
Report to the President and the Congress that enacted
discretionary appropriations for 1995 were within the
prescribed spending limits.

Sequester calculations.—If either the discretionary
budget authority or outlay caps are exceeded, an across-
the-board reduction of sequestrable budgetary resources
would be required to eliminate the breach. The percent-

age reduction for certain special-rule programs would
be limited to 2 percent. Once this limit is reached,
the uniform percentage reduction for all other discre-
tionary sequestrable resources would be increased to
a level sufficient to achieve the required reduction.

If both the budget authority and outlay caps are ex-
ceeded, a sequester would first be calculated to elimi-
nate the budget authority breach. If estimated outlays
still remained above the cap, even after applying the
available outlay allowance, further reductions in budg-
etary resources to eliminate the outlay breach would
then be required.

Comparison between OMB and CBO discretionary
limits.—Section 254(d)(5) of the BEA requires an expla-
nation of differences between OMB and CBO estimates
for the discretionary spending limits. Table 14–5 com-
pares OMB and CBO limits for 1995 through 1998.

Differences for 1996 through 1998 are due primarily
to OMB and CBO having different interpretations of
the BEA provision that requires an adjustment for dif-
ferences between actual and estimated inflation. OMB
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TABLE 14–5. COMPARISON OF OMB AND CBO DISCRETIONARY
SPENDING LIMITS

(In millions of dollars)

1995 1996 1997 1998

General Purpose Discretionary

CBO Preview Report limits:
BA ....................................................... 517,067 512,891 521,234 523,098
OL ....................................................... 546,438 546,714 543,276 541,128

OMB Preview Report limits:
BA ....................................................... 517,067 517,383 529,916 536,087
OL ....................................................... 546,439 549,384 549,489 551,602

Difference:
BA ....................................................... ................ –4,492 –8,682 –12,989
OL ....................................................... –1 –2,670 –6,213 –10,474

Violent Crime Reduction

CBO Preview Report limits:
BA ....................................................... 2,423 4,287 5,000 5,500
OL ....................................................... 703 2,334 3,936 4,904

OMB Preview Report limits:
BA ....................................................... 2,423 4,287 5,000 5,500
OL ....................................................... 703 2,334 3,936 4,904

Difference:
BA ....................................................... ................ ................ ................ ................
OL ....................................................... ................ ................ ................ ................

TABLE 14–6. PAY-AS-YOU-GO LEGISLATION ENACTED AS OF DECEMBER 31, 1994
(In millions of dollars)

Change in the Baseline deficit

1995 1996 1997 1998

Revenue impact of enacted legislation ......................................... 1,869 –1,342 –1,615 –1,968
Outlay impact of enacted legislation ............................................. –140 –1,490 –1,972 –1,977

Total impact of enacted legislation ....................................... –2,009 –148 –357 –9

MEMORANDUM

Post OBRA 1993 balances ............................................................ –1,206 –148 –357 –9

estimated changes in 1996 through 1998 inflation based
on the difference between inflation estimates for those
years assumed in the budget and inflation estimates
assumed in the House Conference Report on the 1994
Budget Resolution. CBO’s inflation adjustment is based
on the difference between actual and assumed inflation
for 1994.

Pay-As-You-Go Sequestration Report

This section of the Preview Report discusses the en-
forcement procedures that apply to direct spending and
receipts. The BEA defines direct spending as budget
authority provided by law other than appropriations
acts, entitlement authority, and the food stamp pro-
gram. Social Security and the Postal Service are not
subject to pay-as-you-go enforcement. Legislation spe-
cifically designated as an emergency requirement and
legislation fully funding the Government’s commitment
to protect insured deposits are also exempt from pay-
as-you-go enforcement.

Current law requires that direct spending and re-
ceipts legislation should not increase the deficit in any

year through 1998. If it does, and if it is not fully
offset by other legislative savings, the increase must
be offset by sequestration of direct spending programs.
Net savings enacted for one fiscal year can be used
to offset net increases in the subsequent year. The ta-
bles entitled Summary of Budget Proposals, Mandatory
Pay-As-You-Go Proposals, and Effects of Proposals on
Receipts in the Summary Tables chapter of the Budget
demonstrate that the President’s budget meets the
PAYGO requirement.

Sequester determinations.—Within five days after en-
actment of direct spending or receipts legislation, OMB
is required to submit a report to Congress estimating
the change in outlays or receipts for each fiscal year
through 1998 resulting from that legislation. The esti-
mates must use the economic and technical assump-
tions underlying the most recent President’s budget.
These OMB estimates are used to determine 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
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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 December 31, 1994, OMB had issued 281 re-
ports on legislation affecting direct spending and re-
ceipts. Most of these (81 percent) either had no effect
on the deficit or changed it by less than $10 million
in each year. Less than ten percent of the pay-as-you-
go legislation had a deficit impact greater than $50
million in any one year.

Table 14–6 shows OMB estimates for legislation en-
acted through December 31, 1994. In total, pay-as-you-

go legislation has reduced the combined 1995 and 1996
deficits by $2.2 billion. This balance of pay-as-you-go
savings can be used to offset legislation that increases
direct spending or reduces receipts in 1995 and 1996.
Legislation that increases the combined 1995 and 1996
deficits by a greater amount will cause a sequester.

A pay-as-you-go sequester would apply solely to direct
spending accounts. By law, most direct spending is ex-
empt from sequestration, and there are special rules
that limit the size of a sequester for several direct
spending accounts. In 1996, total direct spending is es-
timated to be $807.6 billion. Of this, only $28.8 billion
is subject to sequestration. Table 14–7 shows the com-
position of the direct spending sequestrable universe.

TABLE 14–7. SEQUESTRABLE MANDATORY SPENDING
(In millions of dollars)

1996 Outlays

Sequestration limited to automatic spending increases:
National Wool Act ........................................................................................... 4
Special milk program ...................................................................................... *
Vocational rehabilitation State grants ............................................................ 41

Subtotal, automatic spending increases .................................................... 45
Sequestration according to special rules:

Guranteed student loan program ................................................................... 37
Payments to States for foster care and adoption assistance ...................... 8

Subtotal, special rules ................................................................................ 45
Medicare (maximum sequester of 4 percent) .................................................... 5,764
Subject to across-the-board sequestration:

Commodity Credit Corporation (including BY+1 amount) ............................. 7,195
Social Services Block Grants ......................................................................... 2,728
Family support payments to States ............................................................... 2,168
U.S. Enrichment Corporation ......................................................................... 1,328
Direct student loans program account ........................................................... 1,174
Veterans Education and Readjustment Benefits ........................................... 901
Payments to States for AFDC Work Programs ............................................ 716
Justice activities financed by immigration and border fees .......................... 668
Payments to States for Mineral Leasing Act ................................................. 560
Forest Service permanent appropriations ...................................................... 404
Assets Forfeiture Fund ................................................................................... 402
Numismatic public enterprise fund ................................................................. 476
CCC export credit guarantee loans ............................................................... 337
Rehabilitation services and handicapped research ....................................... 310
Customs salaries and expenses, unclaimed orabandoned goods ............... 266
Surcharge collections, sales of commissary stores ...................................... 263
Forest Service, Cooperative Work Trust Fund .............................................. 237
Federal Unemployment Benefits and Allowances ......................................... 217
Treasury Forfeiture Fund ................................................................................ 149
VA medical cost recovery fund ...................................................................... 95
Unemployment insurance extended benefits ................................................. 94
Crime victims fund .......................................................................................... 83
Other sequestrable spending ......................................................................... 2,277

Subtotal, subject to across-the-board sequestration ................................. 22,948

Total, sequestrable mandatory outlays .......................................................... 28,802

Proposals to Extend and Amend the BEA

The Administration will propose legislation to extend
the BEA, to reduce the discretionary caps below current
levels, and to change certain of its requirements in
order to improve its effectiveness.

Extend the BEA requirement and reduce the discre-
tionary caps.—The BEA has been an effective con-

straint on laws that would increase discretionary spend-
ing or increase the deficit. That is why, in 1993, the
Congress and the President agreed to extend the re-
quirements of the BEA through 1998. However, this
budget’s horizon is the year 2000, and to be effective,
the BEA needs to cover all of the outyears as well
as the budget year. The Administration also will pro-
pose to lower the discretionary spending caps for 1996
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through 1998 and to enact caps for 1999 and 2000
that are below baseline discretionary spending levels
for those years. A portion of the PAYGO savings from
this reduction in spending in the BEA authorizing legis-
lation will offset the near term tax loss from the Admin-
istration’s proposed middle-class tax cut.

Amend the asset scoring rule.—The BEA’s asset scor-
ing rule prohibits scoring the proceeds from assets sales
as offsets to discretionary spending or PAYGO legisla-
tion, even where there is general agreement that selling
the asset is good policy. The rule was originally in-
tended primarily to stop deeply discounted loan assets
sales, before the Credit Reform Act of 1990 effectively
ended this practice. The Administration will propose
to amend the rule to allow exceptions when the Presi-
dent and the Congress agree that selling a particular
asset is good policy. The revised rule would be pat-
terned after the exceptions provided in the BEA for
emergency spending increases.

Several asset sales are proposed in the budget. Pend-
ing an amendment to the BEA rule, the legislation
proposed to authorize these sales will include a provi-

sion to waive the BEA rule if the President and Con-
gress agree that the proceeds should be scored. These
waiver provisions also are patterned after the emer-
gency spending exemptions in the BEA. For proposed
increases in National Stockpile sales, which can be ac-
complished under existing authority, a Department of
Defense general provision is proposed to allow the pro-
ceeds of sales above the ‘‘routine, ongoing’’ level to be
counted.

Extend the horizon of 602(b) allocations.—The BEA
temporarily extends the horizon of the concurrent reso-
lution on the budget from two years beyond the budget
year to four years beyond the budget year. This
matches the requirement in law for the President’s
budget. In keeping with these requirements, the legisla-
tion will propose that the allocations to appropriations
subcommittee pursuant to section 602(b) of the Con-
gressional Budget Act be extended to five years as well.
This will ensure that appropriations acts are consistent
with the budget resolution levels for all years covered
by it.
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TABLE 15–1. SUMMARY OF CHANGES TO MANDATORY TARGETS AND CURRENT LAW OUTLAYS
(In billions of dollars)

1994 1995 1996 1997 1994–1997

CHANGES TO MANDATORY TARGETS

Mandatory targets as of February 1994 .................................................................................................................. 752.0 792.7 833.7 901.7 ..................

Adjustments for:
Increase in beneficiaries ...................................................................................................................................... 0.8 0.8 1.9 2.4 5.9
Changes in receipts ............................................................................................................................................. .................. –0.2 –2.2 –3.2 –5.5
Changes due to category shifts .......................................................................................................................... .................. .................. –0.1 –0.1 –0.2

Total adjustments ................................................................................................................................................... 0.8 0.6 –0.4 –0.9 0.1
Mandatory targets as of February 1995 .................................................................................................................. 752.8 793.2 833.3 900.8 ..................

CHANGES TO OUTLAYS UNDER CURRENT LAWS

Outlays under current laws as of February 1994 ................................................................................................... 734.6 774.7 826.3 887.6 ..................
Adjustments for:

Cost of living adjustment ..................................................................................................................................... –* –0.7 –1.4 –2.0 –4.1
Increases in beneficiaries .................................................................................................................................... 0.8 0.8 1.9 2.4 5.9
Decreases in beneficiaries ................................................................................................................................... –8.5 –7.1 –4.8 –5.3 –25.8
Other technicals:.

Medicaid ........................................................................................................................................................... –3.7 –7.1 –12.9 –17.5 –41.2
Other ................................................................................................................................................................ –3.1 2.6 4.7 8.6 12.8

Subtotal, other technicals .................................................................................................................................... –6.8 –4.5 –8.2 –8.9 –28.4

Total adjustments ................................................................................................................................................... –14.6 –11.5 –12.5 –13.7 –52.4
Outlays under current laws as of February 1995 ................................................................................................... 720.0 763.2 813.8 873.9 ..................
Amount over (+) or under (–) the current target .................................................................................................... –32.8 –30.1 –19.5 –26.9 –109.3
Memorandum:

Initial mandatory targets (Executive Order 12857) ............................................................................................. 746.4 784.7 823.7 887.7 ..................

* $50 million or less.

15. REVIEW OF DIRECT SPENDING AND RECEIPTS

Introduction

The Budget Enforcement Act of 1990 established caps
to control discretionary spending and a pay-as-you-go
requirement to control legislative changes to mandatory
programs and revenues. It did not, however, control
the growth of mandatory spending resulting from eco-
nomic and technical factors. In August 1993, the Presi-
dent established procedures to control this growth in
mandatory spending by issuing Executive Order 12857.
The Order sets targets on the level of mandatory spend-
ing, excluding deposit insurance and net interest, for
1994 through 1997. The Order also specified actions
that must be taken if the targets are exceeded. These
actions may include specific revenue or direct spending
changes or reductions in the discretionary caps. The
savings to remove the excess in the prior, current, and/
or budget years can be achieved over a six-year period
covering the current year through four years beyond
the budget year. The President also has the option to
recommend breaching the targets because of economic
conditions or other specific reasons. This chapter fulfills
the Order’s requirements for an annual review of direct
spending and receipts.

As required by the Order, OMB issued an initial re-
port to the Congress in September 1993 setting the
mandatory targets for 1994 through 1997. The initial
targets were based on the economic and technical as-
sumptions used in preparing the congressional budget
resolution for 1994. They were consistent with the poli-
cies in the resolution as adjusted by final Congressional
action on the Omnibus Budget Reconciliation Act of
1993 (OBRA 1993). The Order requires annual adjust-
ment of these targets. In the 1995 budget (February
1994), the targets were revised for the first time. This
review provides the next annual revision of the targets.

Adjustments to Targets

The targets must be adjusted each year for increases
in the estimated numbers of beneficiaries of mandatory
programs, and for changes in receipts in legislation en-
acted during the year. As Table 15–1 shows, these fac-
tors have increased the total targets for 1994 through
1997 by a total of $0.1 billion since last February.

Table 15–1 also shows the major changes in current
law estimates since the 1995 budget. Over the four
years covered by the Order, current law estimates have
declined by $52.4 billion. Most of this difference is the
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result of downward reestimates for the Medicaid pro-
gram. The Order requires an adjustment to the targets
to reflect increases in estimated beneficiaries. Table
15–2 shows the current estimates of beneficiaries of
major benefit payment programs as well as the level
implicit in the 1995 budget targets. In 12 programs
the estimates of beneficiaries have increased. Therefore,

the targets have been increased by applying the per-
centage change in the number of beneficiaries to the
target level of the program. The largest adjustments
are for Medicare (hospital insurance), Medicaid, and
Social Security (disability insurance). In total, the tar-
gets have been increased by $5.9 billion for the four-
year period because of changes in beneficiary estimates.

TABLE 15–2. BENEFICIARIES ESTIMATES FOR MAJOR BENEFIT PROGRAMS
(Annual average, in thousands)

1994 1995 1996 1997

Family education loans:
Level implicit in 1995 budget target ................................................................................................................................................... 6,270 5,394 3,898 3,695
OMB February 1995 estimate ............................................................................................................................................................ 6,352 4,884 3,657 3,500

Direct loans:
Level implicit in 1995 budget target ................................................................................................................................................... 161 1,566 3,189 3,694
OMB February 1995 estimate ............................................................................................................................................................ 225 1,694 3,451 3,940

AFDC work programs:
Level implicit in 1995 budget target ................................................................................................................................................... 664 708 721 727
OMB February 1995 estimate ............................................................................................................................................................ 600 641 631 627

Foster care and adoption assistance:
Level implicit in 1995 budget target ................................................................................................................................................... 339 362 384 404
OMB February 1995 estimate ............................................................................................................................................................ 337 365 392 410

Medicaid:
Level implicit in 1995 budget target ................................................................................................................................................... 35,600 36,500 37,500 38,958
OMB February 1995 estimate:

Aged/Blind/Disabled ........................................................................................................................................................................ 9,643 10,352 10,847 11,351
Other ................................................................................................................................................................................................ 25,408 25,844 26,868 27,795

Total, OMB February 1995 estimate .................................................................................................................................................. 35,051 36,196 37,715 39,146

Medicare:
Hospital insurance:

Level implicit in 1995 budget target ............................................................................................................................................... 36,148 36,821 37,446 38,001
OMB February 1995 estimate ........................................................................................................................................................ 36,309 37,009 37,625 38,206

Supplementary medical insurance:
Level implicit in 1995 budget target ............................................................................................................................................... 35,010 35,651 36,244 36,760
OMB February 1995 estimate ........................................................................................................................................................ 34,988 35,619 36,208 36,724

Railroad retirement:
Level implicit in 1995 budget target ................................................................................................................................................... 825 805 783 761
OMB February 1995 estimate ............................................................................................................................................................ 820 800 777 754

Federal civil service retirement:
Level implicit in 1995 budget target ................................................................................................................................................... 2,267 2,297 2,327 2,365
OMB February 1995 estimate ............................................................................................................................................................ 2,253 2,278 2,308 2,336

Military retirement:
Level implicit in 1995 budget target ................................................................................................................................................... 1,775 1,798 1,821 1,843
OMB February 1995 estimate ............................................................................................................................................................ 1,780 1,805 1,826 1,847

Unemployment insurance:
Level implicit in 1995 budget target ................................................................................................................................................... 10,000 9,000 9,000 9,000
OMB February 1995 estimate ............................................................................................................................................................ 8,390 8,180 8,560 8,490

Food stamps:
Level implicit in 1995 budget target ................................................................................................................................................... 27,394 27,314 27,161 27,004
OMB February 1995 estimate. ........................................................................................................................................................... 27,476 27,267 27,316 27,307

Child nutrition:
Level implicit in 1995 budget target ................................................................................................................................................... 36,664 37,557 38,439 39,246
OMB February 1995 estimate ............................................................................................................................................................ 35,274 36,411 37,496 38,536

Family support: maintenance assistance (AFDC): 1

Level implicit in 1995 budget target ................................................................................................................................................... 5,210 5,250 5,330 5,410
OMB February 1995 estimate ............................................................................................................................................................ 5,048 5,031 5,212 5,346

Family support: emergency assistance
Level implicit in 1995 budget target ................................................................................................................................................... NA NA NA NA
OMB February 1995 estimate ............................................................................................................................................................ 87 85 86 87

Supplemental security income:
Level implicit in 1995 budget target ................................................................................................................................................... 5,823 6,333 6,822 7,281
OMB February 1995 estimate:

Aged ................................................................................................................................................................................................ 1,330 1,325 1,310 1,295
Blind/ Disabled ................................................................................................................................................................................ 4,442 4,808 5,147 5,466

Total, OMB February 1995 estimate .................................................................................................................................................. 5,772 6,133 6,457 6,761
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TABLE 15–2. BENEFICIARIES ESTIMATES FOR MAJOR BENEFIT PROGRAMS—Continued
(Annual average, in thousands)

1994 1995 1996 1997

Earned income tax credit:
Level implicit in 1995 budget target ................................................................................................................................................... 16,000 17,000 17,000 17,000
OMB February 1995 estimate ............................................................................................................................................................ 15,317 16,159 16,565 17,005

Social Security (OASDI):
Old age and survivors insurance:

Level implicit in 1995 budget target ............................................................................................................................................... 37,074 37,459 37,821 38,166
OMB February 1995 estimate ........................................................................................................................................................ 37,004 37,396 37,773 38,138

Disability insurance:
Level implicit in 1995 budget target ............................................................................................................................................... 5,335 5,685 6,028 6,359
OMB February 1995 estimate ........................................................................................................................................................ 5,339 5,671 6,050 6,413

Veterans compensation:
Level implicit in 1995 budget target ................................................................................................................................................... 2,523 2,530 2,531 2,527
OMB February 1995 estimate ............................................................................................................................................................ 2,513 2,532 2,550 2,557

Veterans pensions:
Level implicit in 1995 budget target ................................................................................................................................................... 834 782 737 699
OMB February 1995 estimate ............................................................................................................................................................ 838 788 744 706

1 Average number of monthly cases
NA = Not available.

An adjustment to the mandatory targets is also re-
quired for any enacted changes in receipts. This allows
for tradeoffs between receipt increases and outlay re-
ductions. In the last year, legislation has decreased re-
ceipts by $5.5 billion over the four-year period covered
by the targets. As a result, the targets have also been
reduced by the same amount.

The targets were adjusted for minor categorical
shifts. In the last year, there has been no additional
reconciliation action or passage of emergency legisla-

tion. Thus, there are no additional adjustments to the
targets required by the Order.

Growth in Mandatory Programs

Table 15–3 shows outlays for mandatory and related
programs for the years 1994 through 2000. Under cur-
rent law, spending on mandatory programs, including
net interest, is projected to be $1,064.5 billion in 1996,
$79.5 billion more than the 1995 estimate. By 2000,
spending for mandatory programs including net interest
is projected to reach $1,374.9 billion.

TABLE 15–3. OUTLAYS FOR MANDATORY AND RELATED PROGRAMS UNDER CURRENT LAW
(in billions of dollars)

1994 Actual
Estimate

1995 1996 1997 1998 1999 2000

Human resources programs:
Education, training, employment, and social services:

Family education loan ..................................................................................................... 2.7 3.2 2.4 2.1 2.1 1.9 2.1
Direct loan ....................................................................................................................... 0.1 0.8 1.5 1.5 1.8 2.2 2.4
Social services ................................................................................................................. 8.5 9.4 9.9 10.0 10.4 10.9 11.4
Other ................................................................................................................................ –2.3 2.4 1.7 1.1 0.6 0.5 0.5

Subtotal, education, training, employment, and social services ........................................ 9.0 15.9 15.6 14.8 14.9 15.6 16.4
Health:

Medicaid ........................................................................................................................... 82.0 88.4 96.0 104.6 114.5 124.5 136.3
FEHB and other .............................................................................................................. 4.6 4.0 4.8 4.5 5.1 5.3 5.3

Subtotal, health .................................................................................................................... 86.6 92.5 100.8 109.2 119.6 129.8 141.6
Medicare:

Hospital insurance ........................................................................................................... 101.6 110.5 121.4 131.4 141.5 152.4 163.9
Supplementary medical insurance .................................................................................. 58.0 64.0 73.6 82.2 91.2 101.3 112.3
Medicare premiums and collections ............................................................................... –17.7 –20.1 –20.2 –21.7 –24.1 –25.6 –26.7

Subtotal, medicare ............................................................................................................... 141.8 154.4 174.8 191.9 208.6 228.1 249.4
Income security:

General retirement and disability:
Railroad retirement ...................................................................................................... 4.2 4.1 4.2 4.2 4.3 4.3 4.3
Other ............................................................................................................................ 1.1 0.5 0.3 0.1 0.1 0.2 0.4

Subtotal, general retirement and disability ..................................................................... 5.3 4.6 4.4 4.4 4.4 4.5 4.8
Federal employee retirement and disability:

Civilian employees retirement .................................................................................... 36.3 37.8 39.5 41.8 43.8 46.0 48.2
Military retirement ........................................................................................................ 26.7 27.3 27.9 29.0 30.1 32.0 33.1
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TABLE 15–3. OUTLAYS FOR MANDATORY AND RELATED PROGRAMS UNDER CURRENT LAW—Continued
(in billions of dollars)

1994 Actual
Estimate

1995 1996 1997 1998 1999 2000

Other ............................................................................................................................ –0.6 –0.3 –0.2 –0.2 ................ 0.1 0.2

Subtotal, federal employees retirement and disability ................................................... 62.4 64.7 67.2 70.6 74.0 78.1 81.5
Unemployment compensation ......................................................................................... 26.4 21.5 23.2 23.0 23.6 24.4 25.1
Food and nutrition assistance:

Food stamps ............................................................................................................... 25.4 26.6 27.3 28.5 29.6 30.8 32.0
State child nutrition programs .................................................................................... 7.0 7.6 8.1 8.6 9.2 9.8 10.4
Other ............................................................................................................................ 0.6 0.6 0.5 0.5 0.5 0.5 0.5

Subtotal, food and nutrition assistance .......................................................................... 33.0 34.8 35.8 37.6 39.3 41.1 42.9
Other income security:

Supplemental security income 1 ................................................................................. 24.5 25.1 25.4 30.1 32.7 35.3 40.9
Family support payments ........................................................................................... 16.5 17.3 17.9 18.7 19.5 20.3 21.2
Earned income tax credit ........................................................................................... 11.0 16.8 20.2 22.8 23.9 25.0 26.0
Other ............................................................................................................................ –0.7 –0.8 –0.9 –1.2 –1.3 –1.4 –1.6

Subtotal, other income security ...................................................................................... 51.2 58.4 62.6 70.3 74.7 79.1 86.4

Subtotal, income security .................................................................................................... 178.4 183.9 193.3 205.9 216.1 227.1 240.7
Social security ...................................................................................................................... 316.9 333.7 351.4 369.9 389.5 409.8 430.7
Veterans’ benefits and services:

Compensation/1/ .............................................................................................................. 15.1 14.5 13.8 15.6 16.1 16.6 18.4
Pensions/1/ ...................................................................................................................... 3.4 3.1 2.8 3.0 3.1 3.5 4.0
Other ................................................................................................................................ 1.8 2.6 2.4 2.4 2.4 3.0 3.1

Subtotal, veterans benefits and services ............................................................................ 20.3 20.2 19.1 21.0 21.6 23.2 25.5

Subtotal, human resources programs ..................................................................................... 753.1 800.6 855.0 912.6 970.2 1,033.7 1,104.3

Other programs included in the entitlement target:
Agriculture:

Farm price supports (CCC) ............................................................................................ 10.3 10.6 9.1 8.8 7.0 7.0 6.4
Other ................................................................................................................................ 0.4 –0.4 0.4 –0.1 0.2 0.4 0.5

Subtotal, agriculture ............................................................................................................. 10.7 10.2 9.5 8.6 7.2 7.3 6.9
Undistributed offsetting receipts:

Employer share, employee retirement ............................................................................ –34.8 –34.3 –34.1 –34.3 –35.9 –37.0 –38.9
Rents and royalties on the outer continental shelf ........................................................ –3.0 –2.7 –3.0 –2.5 –2.4 –2.4 –2.4
Other ................................................................................................................................ ................ –4.4 –4.3 –1.7 –2.1 –1.2 ................

Subtotal, undistributed offsetting receipts ........................................................................... –37.8 –41.4 –41.4 –38.5 –40.4 –40.6 –41.3
Other functions .................................................................................................................... –6.0 –6.3 –9.2 –8.9 –10.8 –12.4 –13.3

Subtotal, other programs included in the entitlement target .................................................. –33.1 –37.5 –41.2 –38.7 –44.0 –45.6 –47.7

Subtotal, mandatory programs included in the entitlement target ................................. 720.0 763.2 813.8 873.9 926.2 988.1 1,056.6
Deposit insurance .................................................................................................................. –7.6 –12.3 –6.2 –1.3 1.3 –1.1 –3.4

Net interest:
Interest on the public debt .................................................................................................. 296.3 333.6 363.8 383.6 405.3 430.2 454.7
Interest received by trust funds .......................................................................................... –85.7 –91.5 –98.1 –104.5 –110.4 –116.8 –122.8
Other interest ....................................................................................................................... –7.6 –8.0 –8.7 –7.9 –8.6 –9.2 –10.3

Subtotal net interest ............................................................................................................ 203.0 234.1 256.9 271.3 286.2 304.1 321.7

Total, outlays for mandatory and related programs ......................................................... 915.4 985.0 1,064.5 1,143.9 1,213.7 1,291.0 1,374.9
1 13 benefit payments are outlayed in FY 1994 and FY 2000. Only 11 benefit payments are outlayed in FY 1996.

Spending on programs covered by the mandatory tar-
gets is projected to grow from $763.2 billion in 1995
to $1,056.6 in 2000, an annual average rate of 6.7 per-
cent. In percentage terms, the areas of largest growth
are the health entitlements. Approximately one-half of
the growth in programs covered by the mandatory tar-
gets is in Medicaid and Medicare. For additional infor-
mation on the trends in mandatory spending, see Chap-
ter 17 ‘‘Current services estimates’’ in this volume.

Growth in Receipts

Baseline receipts are projected to be $1,418.5 billion
in 1996, $72.1 billion more than the 1995 estimate.
By 2000, baseline receipts are projected to reach
$1,729.0 billion. For additional information on the
trends in baseline receipts, see Chapter 17 ‘‘Current
Service Estimates’’ in this volume.
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TABLE 15–4. COMPARISON OF 1994 MIDSESSION (SEPTEMBER 1993) TO 1996 BUDGET BASELINE RECEIPTS
(in billions of dollars)

1994 1995 1996 1997 1998 1999 2000

1994 Midsession (September 1993) estimates 1 ...................................... 1,241.5 1,329.5 1,402.9 1,457.6 1,512.6 ................ ................
Revised economic assumptions:

Individual income taxes ............................................................................. –0.1 –4.6 –6.9 –4.0 4.7 ................ ................
Corporation income taxes ......................................................................... 4.8 8.8 8.1 9.2 10.3 ................ ................
Social insurance taxes and contributions ................................................. –1.0 –2.9 –4.9 –2.4 1.5 ................ ................
Customs duties .......................................................................................... 0.4 1.3 2.2 3.7 5.8 ................ ................
Federal Reserve deposit of earnings ....................................................... 1.3 3.4 2.4 2.5 3.1 ................ ................
Other receipts ............................................................................................ 0.4 0.7 0.9 1.0 1.2 ................ ................

Subtotal, economic assumptions .......................................................... 5.8 6.7 1.8 10.1 26.6 ................ ................
Technical revisions:

Individual income taxes ............................................................................. –5.2 –5.3 –1.8 –1.6 2.0 ................ ................
Corporation income taxes ......................................................................... 15.3 14.7 16.6 19.5 24.1 ................ ................
Social insurance taxes and contributions ................................................. –2.3 –4.0 –3.4 –4.8 –6.8 ................ ................
Estate and gift taxes ................................................................................. 2.4 1.6 1.7 1.9 2.1 ................ ................
Federal Reserve deposit of earnings ....................................................... 1.0 3.6 3.9 3.8 3.9 ................ ................
Other receipts ............................................................................................ * –0.4 –1.0 –1.1 –1.0 ................ ................

Subtotal technical revisions .................................................................. 11.2 10.2 16.0 17.6 24.3 ................ ................
Enacted legislation ......................................................................................... –0.1 –0.3 –2.3 –3.3 –3.9 ................ ................
Administrative action 2 ................................................................................... –0.6 0.2 0.1 0.1 0.1 ................ ................

Total changes .......................................................................................... 16.2 16.8 15.6 24.5 47.1 ................ ................
1996 budget baseline estimates ................................................................ 1,257.7 1,346.4 1,418.5 1,482.1 1,559.7 1,638.3 1,729.0

1 Estimates based on updated CBO economic assumptions.
2 Reflects the effect of regulations affecting hedging transactions.
*$50 million or less.

The Order requires a comparison between the current
level of receipts and the levels projected as of the date
of enactment of OBRA 93 (September 1993 Midsession).
As shown in Table 15–4, receipts are higher than the
September 1993 Midsession estimates in each year, by
amounts ranging from $15.6 billion to $47.1 billion.
These increases are the net effect of legislative, admin-
istrative and regulatory changes; revisions in economic
assumptions; and technical estimating revisions. Re-
vised economic assumptions have increased receipts in
each year, by amounts ranging from $1.8 billion to
$26.6 billion. For 1994 through 1997, reductions in indi-
vidual income taxes and social insurance taxes and con-
tributions, attributable in large part to reductions in
the forecast of wages and salaries, are more than offset
by increases in corporation income taxes and other
sources of receipts. The revisions in corporation income
taxes and other sources of receipts reflect higher cor-
porate profits and increases in imports and interest
rates, respectively. Revised economic assumptions have
increased each source of receipts for 1998. Technical
revisions, primarily reflecting collection experience, up-
dated tabulations from tax returns, and revisions in
historical economic data, have increased receipts by an
additional $10.2 billion to $24.3 billion in each year.
Regulatory and legislative changes since September
1993 have reduced receipts in each year.

Comparison of Mandatory Targets and Outlays
under Current Laws

As Table 15–1 shows spending for programs covered
by the targets under current laws were $32.8 billion
below the target for 1994 and are estimated to be $30.1
billion below the target for 1995, $19.5 billion below

the target for 1996 and $26.9 billion below the target
for 1997. Over the four-year period covered by the tar-
gets, projections of current law spending are $109.3
billion below the targets. While the targets have in-
creased since the 1995 budget, current law levels have
decreased creating more room under the targets. As
discussed above, the targets have increased as a result
of upward revisions in beneficiary estimates. Under the
Order, decreases in beneficiary estimates, do not affect
the targets. If these decreases were adjusted for using
the same mechanism applied to increases, the targets
would have been reduced by $25.8 billion over the four
years. Current law levels have decreased reflecting
changes in beneficiaries as well as further downward
technical adjustments in Medicaid.

Since current law spending is projected to be below
the targets, a special message to reduce direct spending
is not required.

Comparison of Mandatory Targets and
Presidential Proposals

Enactment of the proposals in the President’s budget
would change the levels of the targets and estimated
outlays. As shown in Table 15–5, enactment of the
President’s middle class tax reduction proposal would
decrease the mandatory targets by $15.6 billion over
the four years between 1994 and 1997. After adjusting
the targets to reflect the President’s policy initiatives,
spending under the President’s budget is $30.1 billion
below the target for 1995 and $17.9 billion below the
target for 1996. Over the four year period covered by
the targets, spending under the President’s proposal
is $103.2 billion below the targets.
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TABLE 15–5. MANDATORY TARGETS ASSUMING ENACTMENT OF PRESIDENTIAL PROPOSALS
(In billions of dollars)

1994 1995 1996 1997 1994–1997

MANDATORY TARGETS

Current mandatory targets ................................................................................................................................................. 752.8 793.2 833.3 900.8 ................
Adjustment to targets if the President’s proposals are enacted:

Middle class tax reduction ......................................................................................................................................... ................ ................ –3.8 –11.8 –15.6
Other revenue proposals ........................................................................................................................................... ................ * 0.9 1.5 2.4

Total adjustments ................................................................................................................................................ ................ * –3.0 –10.3 –13.2
Targets adjusted for Presidential proposals ...................................................................................................................... 752.8 793.3 830.4 890.5 ................

PROPOSED OUTLAYS FOR PROGRAMS COVERED BY THE TARGET

Outlays under current law .................................................................................................................................................. 720.0 763.2 813.8 873.9 ................
Presidential proposals .................................................................................................................................................... ................ * –1.3 –5.9 –7.2

Proposed outlay totals ........................................................................................................................................................ 720.0 763.2 812.5 868.0 ................

Amount over (+) or under (–) the targets ......................................................................................................................... –32.8 –30.1 –17.9 –22.5 –103.2

*$50 million or less.
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16. DEFICIT REDUCTION FUND

On August 4, 1993, the President issued Executive
Order 12858 to guarantee that the net deficit reduction
achieved by the Omnibus Budget Reconciliation Act
(OBRA) of 1993 is dedicated exclusively to reducing
the deficit. The order established the Deficit Reduction
Fund and requires that amounts equal to the spending
reductions and revenue increases resulting from OBRA
be credited to the Fund. The order also requires that
information about the fund, including statements of the
amounts in and Federal debt redeemed by the fund,
be included in the President’s budget. Table 16–1 pre-
sents the amounts that will be credited to the fund,
based on the final scoring of OBRA by OMB:

TABLE 16–1. REVENUE INCREASES AND SPENDING
REDUCTIONS CREDITED TO THE DEFICIT REDUCTION FUND

(In millons of dollars)

Fiscal Year Annual amount Cumulative
amount

1994 ................................................................................ 46,752 46,752
1995 ................................................................................ 82,713 129,465
1996 ................................................................................ 100,554 230,019
1997 ................................................................................ 128,898 358,917
1998 ................................................................................ 145,846 504,763

Each year, amounts are credited to the fund on a
daily basis equal to the net deficit reduction achieved
by OBRA. The order requires that the fund balances
be used exclusively to redeem maturing debt obligations
of the Treasury held by foreign governments. On Octo-
ber 1, 1993, amounts began to be credited to the fund
and, during the year, these amounts were used for the
stated debt redemption purposes.

The status of the fund on December 31, 1994, was:

TABLE 16–2. STATUS OF THE DEFICIT REDUCTION FUND
(In millions of dollars)

Description Amount

Beginning balance ...................................................................................... ......................
Deposits made between October 1, 1993, and December 31, 1994 ...... 66,934
Redemptions of Treasury debt held by foreign governments between

October 1, 1993, and December 31, 1994 .......................................... 66,603
Fund balance as of December 31, 1994 .................................................. 331
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12. 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. For 1991 through 1995, the BEA limited discre-
tionary spending and established a ‘‘pay-as-you-go’’ re-
quirement that legislation changing direct spending and
receipts must, in total, be at least deficit neutral. These
provisions were extended through 1998 by the Omnibus
Budget Reconciliation Act of 1993 (OBRA 1993), which
became law on August 10, 1993. The Administration
will propose to extend the BEA again, through the year
2002, and make other amendments to the BEA require-
ments. (See ‘‘Proposals to Extend and Amend the BEA
and Other Reforms to Strengthen the Budget Process’’
below.)

This Preview Report discusses the status of discre-
tionary appropriations and pay-as-you-go legislation
based on laws enacted as of March 1, 1996. In addition,
it explains the differences between the OMB and CBO
estimates of the discretionary caps.

The OMB estimates use the economic and technical
assumptions underlying the President’s budget submis-
sion, as required by the BEA. The OMB 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
after the Preview Report.

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, as amended, limits budget
authority and outlays available for discretionary pro-
grams each year through 1998. Appropriations that
cause either the budget authority or outlay limits to
be exceeded will trigger a sequester to eliminate any
such breach.

Adjustments to the limits.—The BEA permits certain
adjustments to the discretionary limits—also known as
caps. On January 18, 1996, the Office of Management
and Budget submitted the Final Sequestration Report
for 1996 required by the BEA. This report described
adjustments 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 current and previous estimates of in-
flation, changes in concepts and definitions, and esti-
mates of emergency spending. Table 12–1 is a summary
of all changes to the 1991 through 1998 caps originally

enacted in law. Table 12–2 shows the impact on the
caps of adjustments being made in this Preview Report.
Table 12–2 displays both the General Purpose Discre-
tionary Spending caps and the Violent Crime Reduction
Trust Fund caps established by Public Law 103–322,
the Violent Crime Control and Law Enforcement Act
of 1994.

OBRA 1993 extended the original discretionary caps
through 1998 and it also requires OMB to adjust these
caps for differences between the inflation estimates con-
tained in the House Conference Report on the 1994
Budget Resolution and those that are assumed in the
President’s Budget. The inflation estimates in the 1997
Budget are lower than those contained in the 1996
Budget and are computed on a different basis. Consist-
ent with the new approach adopted by the Bureau of
Economic Analysis this year (and followed by the Con-
gressional Budget Office) for measuring inflation and
real growth in the Gross Domestic Product (GDP), the
inflation measure used to adjust the discretionary caps
is on a chain-weighted rather than fixed-weighted basis.

Because of this shift in measurement method, the
inflation estimates in the economic assumptions for the
1996 Budget were, first, restated to a chain-weighted
basis. Then, the difference between the restated 1996
Budget inflation estimates and the comparable esti-
mates for the 1997 Budget were compared to produce
the necessary inflation adjustment to the discretionary
caps. The restated 1996 Budget inflation estimates for
1996, 1997, and 1998 are 3.1 percent, 3.2 percent, and
3.3 percent, respectively. For the 1997 Budget, the com-
parable inflation estimates are 2.7 percent a year for
1996 through 1998. Thus, inflation estimates are lower
in 1996, 1997, and 1998 by 0.4 percent, 0.5 percent,
and 0.5 percent, respectively. Adjusting the caps for
these changes in inflation estimates reduces budget au-
thority by $2.0 billion in 1996, $4.7 billion in 1997,
and $7.3 billion in 1998. The estimated spendout of
these reductions in budget authority reduces the out-
lays by $1.2 billion in 1996, $3.3 billion in 1997, and
$5.7 billion in 1998.

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 1996 appropriations bills included provisions
that modified mandatory programs. Since funding con-
trolled by appropriations action is considered discre-
tionary, the effects of these provisions are recorded as
adjustments to the caps. The caps were also adjusted
to reflect the proper classification of the National Serv-
ice Trust Fund account under current law.
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TABLE 12–1. SUMMARY OF CHANGES TO DISCRETIONARY SPENDING LIMITS

(In billions of dollars

1991 1992 1993 1994 1995 1996 1997 1998 1991–98

TOTAL DISCRETIONARY

Statutory Caps as set in OBRA 1990 and OBRA 1993 .............................................. BA 491.7 503.4 511.5 510.8 517.7 519.1 528.1 530.6 4,113.0
OL 514.4 524.9 534.0 534.8 540.8 547.3 547.3 547.9 4,291.4

Adjustments for changes in concepts and definitions .................................................. BA ........... 7.7 8.2 8.2 8.8 –0.6 –0.4 –0.5 31.4
OL ........... 1.0 2.4 0.6 1.0 –2.9 –2.6 –2.7 –3.1

Adjustments for changes in inflation ............................................................................. BA ........... –0.5 –5.1 –9.5 –11.8 1.0 2.6 4.2 –19.1
OL ........... –0.3 –2.5 –5.8 –8.8 0.6 1.8 3.2 –11.6

Adjustments for credit reestimates, IRS funding, debt forgiveness, and IMF ............ BA 0.2 0.2 13.0 0.6 0.7 0.1 0.1 0.1 14.8
OL 0.3 0.3 0.8 0.8 0.9 0.0 0.0 0.1 3.3

Adjustments for emergency requirements .................................................................... BA 0.9 8.3 4.6 12.2 7.7 3.4 ........... ........... 37.2
OL 1.1 1.8 5.4 9.0 10.1 5.4 3.9 1.4 38.0

Adjustment pursuant to Sec. 2003 of P.L. 104–19 1 ................................................... BA ........... ........... ........... ........... –15.0 –0.1 –0.1 ........... –15.1
OL ........... ........... ........... ........... –1.1 –3.5 –2.4 –1.5 –8.5

Adjustments for special allowances:
Discretionary new budget authority .......................................................................... BA ........... 3.5 2.9 2.9 2.9 ........... ........... ........... 12.1

OL ........... 1.4 2.2 2.6 2.7 1.1 0.5 0.1 10.7
Outlay allowance ....................................................................................................... BA ........... ........... ........... ........... ........... ........... ........... ........... ...............

OL 2.6 1.7 0.5 1.0 ........... ........... ........... ........... 5.7

Subtotal, adjustments excluding Desert Shield/Desert Storm ............................. BA 1.1 19.2 23.6 14.3 –6.7 3.8 2.2 3.7 61.3
OL 3.9 5.9 8.8 8.3 4.8 0.8 1.3 0.6 34.5

Adjustments for Operation Desert Shield/Desert Storm .............................................. BA 44.2 14.0 0.6 * * ........... ........... ........... 58.8
OL 33.3 14.9 7.6 2.8 1.1 ........... ........... ........... 59.6

Total adjustments .......................................................................................................... BA 45.4 33.2 24.2 14.3 –6.7 3.8 2.2 3.7 135.3
OL 37.2 20.8 16.4 11.1 5.9 0.8 1.3 0.6 102.5

Preview Report spending limits 2 .................................................................................. BA 537.1 536.6 535.7 525.1 511.0 523.0 530.3 534.4 4,233.2
OL 551.6 545.7 550.4 545.9 546.7 548.0 548.7 548.5 4,385.4

AAALess than $50 million.
1 P.L. 104–19, Emergency Supplemental Appropriations for Additional Disaster Assistance, for Anti-Terrorism Initiatives, for Assistance in the Recovery from the Tragedy that Occurred at Oklahoma City, and Rescissions Act,

1995, was signed into law on July 27, 1995. Section 2003 of that bill directed the Director of OMB to make a downward adjustment in the discretionary spending limits for FYs 1995–1998 by the aggregate amount of the esti-
mated reductions in new budget authority and outlays for discretionary programs resulting from the provisions of the bill, other than emergencies appropriations.

2 Reflects combined General Purpose Discretionary and Violent Crime Reduction Trust Fund Discretionary spending limits. For 1996–1998 Statutory limits, see footnote 2 in Table 12–2.

Another adjustment is for certain programs in the
Department of Transportation’s Federal-aid highways
account. Some Federal-aid highways programs are not
subject to the obligation limitation imposed by the Ap-
propriations Committee and, therefore, are not control-
lable through the annual appropriations process. The
budget authority for these programs was already classi-
fied as mandatory. Outlays for programs that are ex-
empt from obligation limitation are reclassified as man-
datory. Adjustments are shown for 1994 through 1998
to provide a comparable basis for consideration of high-
way programs that are exempt from Appropriations
Committee control.

Other adjustments to the limits.—The BEA identifies
other adjustments to the discretionary caps that can
be made only after legislation has been enacted. For
example, spending that is designated as emergency re-
quirements by the President and Congress will result
in adjustments to the caps. On February 21, 1996, the
President submitted a 1996 supplemental request for
$620 million for Department of Defense operations asso-
ciated with the NATO-led Bosnia Peace Implementation
Force (IFOR) and Operation Deny Flight, and $200 mil-
lion for civilian implementation of the Dayton Peace
Accords. Table 12–2 displays estimated adjustments for

these emergency appropriations. The actual adjust-
ments to the discretionary caps to be included in the
final sequestration report at the end of the current
session of Congress cannot be determined until appro-
priations have been enacted.

The Administration proposes to shift funding for the
prevention of Medicare fraud and abuse from discre-
tionary spending for this purpose in the Department
of Health and Human Services and in the Justice De-
partment to mandatory spending. The discretionary
caps and baseline would be adjusted consistent with
this shift.

Table 12–2 also displays proposed adjustments to the
caps to reflect the President’s proposals to amend the
BEA to reduce allowable discretionary spending. From
1996 through 1998, these adjustments reduce total
budget authority by $79.3 billion and total outlays by
$22.6 billion. The President will also propose to extend
the discretionary caps through 2002. The extended caps
are displayed in Table 12–3. This table also compares
the President’s discretionary proposals to the proposed
caps. If the President’s proposed cap reductions are en-
acted, the caps and discretionary spending proposed by
the President will be equal.
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TABLE 12–2. DISCRETIONARY SPENDING LIMITS

(In millions of dollars)

1994 1995 1996 1997 1998

General Purpose Discretionary

Total General Purpose Discretionary spending limits, January 18, 1996 Final Seques-
tration Report .................................................................................................................. BA 525,146 508,546 520,713 529,845 536,087

OL 547,559 547,930 549,276 549,955 551,147
Adjustments:

Inflation ....................................................................................................................... BA .................. .................. –2,037 –4,656 –7,316
OL .................. .................. –1,222 –3,303 –5,717

Changes in concepts and definitions:
Statutory and other shifts between categories ..................................................... BA .................. .................. .................. 117 86

OL .................. –88 –61 211 17
Transportation programs exempt from Appropriations Committee control .......... BA .................. .................. .................. .................. ..................

OL –1,708 –1,848 –2,302 –2,121 –1,860
Contingent emergency appropriations release .......................................................... BA .................. .................. 17 .................. ..................

OL .................. .................. 13 3 *

Subtotal, adjustments for the Preview Report ...................................................... BA .................. .................. –2,020 –4,539 –7,230
OL –1,708 –1,936 –3,572 –5,210 –7,560

Preview Report General Purpose Discretionary limits 1 .................................................... BA 525,146 508,546 518,693 525,306 528,857
OL 545,850 545,994 545,704 544,745 543,588

Adjustments to Reflect Budget Reconciliation:
Combating Medicare fraud and abuse (reclassification of discretionary to mandatory

spending) .................................................................................................................... BA .................. .................. –477 –476 –475
OL .................. .................. –467 –472 –474

Reduce discretionary limits to reflect President’s proposals ........................................ BA .................. .................. –23,395 –28,559 –27,350
OL .................. .................. –6,837 –6,328 –9,429

Revised Budget Enforcement Act Discretionary Limits ..................................................... BA 525,146 508,546 494,821 496,271 501,032
OL 545,850 545,994 538,400 537,945 533,685

Adjustments Under the Revised Budget Enforcement Act for Appropriations Committee
Action:
Emergency supplemental appropriations ....................................................................... BA .................. .................. 821 .................. ..................

OL .................. .................. 566 208 30
Funding to Implement Welfare Reform Provisions ....................................................... BA .................. .................. 110 510 475

OL .................. .................. 103 486 478

General Purpose Discretionary Spending Limits Including Further Adjustments ............. BA 525,146 508,546 495,752 496,781 501,507
OL 545,850 545,994 539,069 538,639 534,193

Violent Crime Reduction Trust Fund Discretionary

Total Violent Crime Reduction Trust Fund Discretionary spending limits, January 18,
1996 Final Sequestration Report ................................................................................... BA .................. 2,423 4,287 5,000 5,500

OL .................. 703 2,334 3,936 4,904
Preview Report Violent Crime Reduction Trust Fund Discretionary spending limits ....... BA .................. 2,423 4,287 5,000 5,500

OL .................. 703 2,334 3,936 4,904

Combined General Purpose and Violent Crime Reduction Trust Fund Discretionary
spending limits ................................................................................................................ BA 525,146 510,969 500,039 501,781 507,007

OL 545,850 546,697 541,403 542,575 539,097

AAA*Less than $500 thousand.
1 The discretionary spending limits shown in this table represent what the limits would be if the inflation adjustments and changes in concepts and definitions were made on a consistent basis. The reclassi-

fication of transportation programs and the changes in estimates of inflation would impact the 1996 discretionary spending limits as shown above if such adjustments were permitted under statute. However, the
statutory adjustments can only be applied to the 1997 and 1998 limits. The statutory General Purpose Discretionary spending limits for 1996 through 1998 are as follows (in millions of dollars):

1996 1997 1998

Budget authority ........................................ 520,730 525,306 528,857
Outlays ....................................................... 549,289 545,254 543,750
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The Administration also has proposed to adjust the
caps for increases in discretionary spending by the So-
cial Security Administration that will be necessary to
implement the Administration’s welfare reform propos-
als. The savings in mandatory spending—benefit pay-
ments—are expected to more than offset the increase
in discretionary spending. Table 12–2 displays esti-
mated adjustments for appropriations. The actual ad-
justments 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 appro-
priations have been enacted.

Sequester determinations.—Five days after enactment
of an appropriations act, OMB must submit a report
to Congress estimating the budget authority and out-
lays 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. In addition, the
report must include CBO estimates and explain the
differences between the OMB and CBO estimates. The
OMB estimates are used in all subsequent calculations
to determine whether a breach of any of the budget
authority or outlay 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 OMB issues its Final Sequestration Report
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 session.
Appropriations for the fiscal year in progress that cause
a breach in the caps would, if enacted before July 1st,
trigger a sequester. When such a breach is estimated,
a ‘‘within-session’’ sequestration report and Presidential
sequestration order are issued. For a breach that re-
sults from appropriations enacted on or after July 1st,
reductions necessary to eliminate the breach are not
applied to the budgetary resources available in the cur-
rent year. Instead, the corresponding caps for the fol-
lowing 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.

OMB reported in its most recent Final Sequestration
Report to the President and the Congress that discre-
tionary appropriations enacted for 1996 were within
the prescribed spending limits. Since that time, the
President has signed the 1996 Foreign Operations Ap-
propriations bill and the Ninth Continuing Resolution.
Given the constraint on discretionary spending imposed
by the Congressional Budget Resolution for 1996, nei-
ther OMB or CBO anticipate that subsequent appro-
priations for 1996 will cause a sequester.

TABLE 12–3. BUDGET PROPOSALS

(In millions of dollars)

1996 1997 1998 1999 2000 2001 2002

General Purpose Discretionary Spending

Estimated Limits ................................................................................. BA 495,752 496,781 501,507 ................ ................ ................ ................
OL 539,069 538,639 534,193 ................ ................ ................ ................

President’s General Purpose Discretionary Proposals ..................... BA 495,752 496,781 501,507 ................ ................ ................ ................
OL 539,069 538,639 534,193 ................ ................ ................ ................

President’s Proposals Compared to the General Purpose Discre-
tionary Limits .................................................................................. BA ................ ................ ................ ................ ................ ................ ................

OL ................ ................ ................ ................ ................ ................ ................

Violent Crime Reduction Trust Fund Spending

Estimated Limits ................................................................................. BA 4,287 5,000 5,500 ................ ................ ................ ................
OL 2,334 3,936 4,904 ................ ................ ................ ................

President’s Violent Crime Reduction Trust Fund (VCRTF) Propos-
als ................................................................................................... BA 4,081 5,000 5,500 ................ ................ ................ ................

OL 2,118 3,661 4,904 ................ ................ ................ ................
President’s Proposals Compared to the Violent Crime Reduction

Limits .............................................................................................. BA –206 ................ ................ ................ ................ ................ ................
OL –216 –275 ................ ................ ................ ................ ................

Total Discretionary Spending

Estimated Limits ................................................................................. BA 500,039 501,781 507,007 511,066 516,098 511,727 514,672
OL 541,403 542,575 539,097 535,693 536,821 526,563 527,097

Fiscal Dividend ................................................................................... BA ................ ................ ................ ................ ................ 34,341 55,282
OL ................ ................ ................ ................ ................ 21,663 45,763

Adjusted Estimated Limits ................................................................. BA 500,039 501,781 507,007 511,066 516,098 546,068 569,954
OL 541,403 542,575 539,097 535,693 536,821 548,226 572,860

President’s Discretionary Proposals .................................................. BA 499,833 501,781 507,007 511,066 516,098 546,068 569,954
OL 541,187 542,300 539,097 535,693 536,821 548,226 572,860

President’s Discretionary Proposals Compared to the Adjusted
Discretionary Limits ....................................................................... BA –206 ................ ................ ................ ................ ................ ................

OL –216 –275 ................ ................ ................ ................ ................
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TABLE 12–4. COMPARISON OF OMB AND CBO DISCRETIONARY SPENDING LIMITS

(In millions of dollars)

1996 1997 1998

General Purpose Discretionary
CBO Preview Report limits: 1

BA ................................................................................................... 520,730 525,145 528,303
OL ................................................................................................... 549,284 544,822 543,308

OMB Preview Report statutory limits:
BA ................................................................................................... 520,730 525,306 528,857
OL ................................................................................................... 549,289 545,254 543,750

Difference:
BA ................................................................................................... ................... –161 –554
OL ................................................................................................... –5 –432 –442

Violent Crime Reduction Trust Fund Discretionary:
CBO Preview Report limits: 1

BA ................................................................................................... 4,287 5,000 5,500
OL ................................................................................................... 2,334 3,936 4,904

OMB Preview Report statutory limits:
BA ................................................................................................... 4,287 5,000 5,500
OL ................................................................................................... 2,334 3,936 4,904

Difference:
BA ................................................................................................... ................... ................... ...................
OL ................................................................................................... ................... ................... ...................

1 CBO Preview Report limit estimates are preliminary.

Sequester calculations.—If either the discretionary
budget authority or outlay caps are exceeded, an across-
the-board reduction of sequestrable budgetary resources
would be required to eliminate the breach. The percent-
age reduction for certain special-rule programs would
be limited to 2 percent. Once this limit is reached,
the uniform percentage reduction for all other discre-
tionary sequestrable resources would be increased to
a level sufficient to achieve the required reduction. If
both the budget authority and outlay caps are exceeded,
a sequester would first be calculated to eliminate the
budget authority breach. If estimated outlays still re-
mained above the cap, even after applying the available
outlay allowance, further reductions in budgetary re-
sources to eliminate the outlay breach would then be
required.

Comparison between OMB and CBO discretionary
limits.—Section 254(d)(5) of the BEA requires an expla-
nation of differences between OMB and CBO estimates
for the discretionary spending limits. Table 12–4 com-
pares OMB and CBO limits for 1996 through 1998.
Differences for 1996 through 1998 are due primarily
to the difference in forecast inflation and spendout rate
differences for other adjustments to the caps.

Pay-As-You-Go Sequestration Report

This section of the Preview Report discusses the en-
forcement procedures that apply to direct spending and
receipts. The BEA defines direct spending as budget
authority provided by law other than appropriations
acts, entitlement authority, and the food stamp pro-
gram. Social Security and the Postal Service are not
subject to pay-as-you-go enforcement. Legislation spe-
cifically designated as an emergency requirement and
legislation fully funding the Government’s commitment

to protect insured deposits are also exempt from pay-
as-you-go enforcement.

Current law requires that direct spending and re-
ceipts legislation should not increase the deficit in any
year through 1998. If it does, and if it is not fully
offset by other legislative savings, the increase must
be offset by sequestration of direct spending programs.
Net savings enacted for one fiscal year can be used
to offset net increases in the subsequent year. The ta-
bles entitled Summary of Budget Proposals, Estimates
of Mandatory Budget Proposals by Program, and Effect
of Proposals on Receipts in the Summary Tables chap-
ter of the Budget demonstrate that the President’s
budget meets the PAYGO requirement.

Sequester determinations.—Within five days after en-
actment of direct spending or receipts legislation, OMB
is required to submit a report to Congress estimating
the change in outlays or receipts for each fiscal year
through 1998 resulting from that legislation. The esti-
mates must use the economic and technical assump-
tions underlying the most recent President’s budget.
These OMB estimates are used to determine 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, 1996, OMB had issued 308 reports
on legislation affecting direct spending and receipts.
Most of these (82 percent) either had no effect on the
deficit or changed it by less than $10 million in each
year. Less than ten percent of the pay-as-you-go legisla-
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tion had a deficit impact greater than $50 million in
any one year.

Table 12–5 shows OMB estimates for legislation en-
acted through March 1, 1996. In total, pay-as-you-go
legislation enacted to date has increased the combined
1996 and 1997 deficits by $2.4 billion. As required by
Section 254 (d)(3)(c) of the Budget Enforcement Act,
if legislation offsetting this increase is not enacted, a
sequester of certain direct spending programs is re-
quired. This report projects a sequester of 1.1 percent
of mandatory spending would be required to eliminate
this increase. Any such sequester would take place after
OMB’s final sequester report for 1997 is issued. Table

12–6 shows the amounts that would be sequestered
from major mandatory programs if legislation offsetting
the deficit increase is not enacted in the current session
of Congress.

A pay-as-you-go sequester would apply solely to direct
spending accounts. By law, most direct spending is ex-
empt from sequestration, and there are special rules
that limit the size of a sequester for several direct
spending accounts. In 1997, total direct spending is es-
timated to be $863.1 billion. Of this, only $26.0 billion
is subject to sequestration. Table 12–6 shows the com-
position of the direct spending sequestrable universe.

TABLE 12–5. PAY-AS-YOU-GO LEGISLATION ENACTED AS OF MARCH 1, 1996

(In millions of dollars

Report
number Act number Act title

Change in the baseline deficit

1996 1997 1998 1996–1998

Legislation enacted in the 2nd session of the 104th Congress:

302 P.L. 104–93 Intelligence Authorization Act:
H.R. 1655 Revenue effect .......................................................................................................... .................... .................... .................... ........................

Direct spending effect ............................................................................................... .................... .................... .................... ........................
Net deficit effect ........................................................................................................ .................... .................... .................... ........................

303 P.L. 104–96 Smithsonian Institution Sesquicentennial Commemorative Coin Act of 1995
H.R. 2627 Revenue effect .......................................................................................................... .................... .................... .................... ........................

Direct spending effect ............................................................................................... .................... .................... .................... ........................
Net deficit effect ........................................................................................................ .................... .................... .................... ........................

304 P.L. 104–104 Telecommunications Act of 1996:
S. 652 Revenue effect .......................................................................................................... .................... 400 1,200 1,600

Direct spending effect ............................................................................................... .................... 404 1,205 1,609
Net deficit effect ........................................................................................................ .................... 4 5 9

305 P.L. 104–105 Farm Credit System Reform Act:
H.R. 2029 Revenue effect .......................................................................................................... .................... .................... .................... ........................

Direct spending effect ............................................................................................... –1 –1 –1 –3
Net deficit effect ........................................................................................................ –1 –1 –1 –3

306 P.L. 104–106 Defense Authorization Act:
S. 1124 Revenue effect .......................................................................................................... .................... .................... .................... ........................

Direct spending effect ............................................................................................... 315 609 852 1,776
Net deficit effect ........................................................................................................ 315 609 852 1,776

307 P.L. 104–110 Extension of VA Medical and Housing Programs:
H.R. 2353 Revenue effect .......................................................................................................... .................... .................... .................... ........................

Direct spending effect ............................................................................................... –3 –1 .................... –4
Net deficit effect ........................................................................................................ –3 –1 .................... –4

308 P.L. 104–111 Congressional Gold Medal for Ruth and Billy Graham:
H.R. 2657 Revenue effect .......................................................................................................... .................... .................... .................... ........................

Direct spending effect ............................................................................................... .................... .................... .................... ........................
Net deficit effect ........................................................................................................ .................... .................... .................... ........................

Subtotal, enacted this session, as of March 1, 1996:
Revenue effect ...................................................................................................... .................... 400 1,200 1,600
Direct spending effect ........................................................................................... 311 1,011 2,056 3,378
Net deficit effect .................................................................................................... 311 611 856 1,778

Total, legislation enacted:
Revenue effect ............................................................................................. –1,432 –1,421 –999 –3,853
Direct spending effect .................................................................................. –404 –33 1,373 936
Net deficit effect ........................................................................................... 1,028 1,389 2,371 4,789
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TABLE 12–6. SEQUESTRABLE MANDATORY SPENDING AND POTENTIAL SEQUESTER
AMOUNTS

(1997 outlays in millions of dollars)

Subject to
Sequester

Projected
Sequester 1

Sequestration limited to automatic spending increases:
Special milk program ...................................................................................... ............... ...............
Vocational rehabilitation basic State grants .................................................. 45 45

Subtotal, automatic spending increases .................................................... 45 45
Sequestration according to special rules:

Federal Family Education Loan program ...................................................... 66 66
Payments to states for foster care and adoption assistance ....................... 8 8

Subtotal, special rules ................................................................................ 74 74
Medicare (maximum sequester of 4 percent) .................................................... 7,740 2,101
Subject to across-the-board sequestration:

Commodity Credit Corporation (incl. sequestrable 1988 amount) ................ 3,988 43
Social Services Block Grants. ........................................................................ 2,520 27
Family support payments to states ................................................................ 2,182 24
Crop insurance corporation fund .................................................................... 1,117 12
Justice activities financed by immigration and border fees .......................... 904 10
Veterans Education and Readjustment Benefits ........................................... 822 9
Payments to States for AFDC Work Programs ............................................ 750 8
Direct student loans program account ........................................................... 531 6
Payments to States for Mineral Leasing Act ................................................. 515 6
Forest Service permanent appropriations ...................................................... 493 5
Assets Forfeiture Fund ................................................................................... 363 4
Rehabilitation services and handicapped research ....................................... 266 3
Customs salaries and expenses, unclaimed or abandoned goods .............. 284 3
Surcharge collections, sales of comissary stores ......................................... 255 3
Forest Service, Cooperative Work Trust Fund .............................................. 232 3
Federal Unemployment Benefits and Allowances ......................................... 211 2
Lower Colorado River Basin fund .................................................................. 141 2
Treasury Forfeiture Fund ................................................................................ 121 1
VA medical cost recovery fund ...................................................................... 118 1
Agricultural marketing service, miscellaneous trust funds ............................ 90 1
Fees and expenses of witnesses .................................................................. 88 1
Crime victims fund .......................................................................................... 84 1
Unemployment insurance extended benefits ................................................. 69 1
Judiciary filing fees ......................................................................................... 63 1
Other sequestrable spending ......................................................................... 1,862 20

Subtotal, subject to across-the-board sequestration ..................................... 18,069 196

Total, sequestrable mandatory outlays .......................................................... 25,928 2,417

AAA1 These are the amounts that would be sequestered based on legislation enacted as of 3/1/96. OMB’s final determination
of the need for a sequester will be made at the end of this session of Congress and will take into account legislation enacted
during the current session.

Proposals to Extend and Amend the BEA and
Other Reforms to Strengthen the Budget
Process

The Administration proposes to extend the BEA re-
quirements generally, to reduce the discretionary caps
below current levels, and to make other procedural
changes to improve budget enforcement. In addition to
the BEA changes, the Administration urges the Con-
gress to complete legislation granting the President
line-item veto authority.

Extend the BEA’s discretionary spending and ‘‘pay-
as-you-go’’ (PAYGO) requirements.—The BEA has been
an effective constraint on laws that would increase dis-
cretionary spending or increase the deficit. That is why,
in 1993, the Congress and the President agreed to ex-
tend the requirements of the BEA through 1998. Now,
the BEA requirements need to be extended again to
support the goal of a balanced budget by the year 2002.

The Administration proposes to lower the discretionary
spending caps for 1996 through 1998 and to enact caps
for 1999 through 2002 that are below baseline discre-
tionary spending levels for those years. The Administra-
tion proposes to extend, through 2002, the PAYGO re-
quirements for offsets to legislation that would increase
mandatory spending or reduce receipts.

Cap adjustment authority for savings initiatives.—
When the BEA was enacted in 1990, it authorized cap
adjustments, within specified limits, for each of the
years 1991 through 1995 in order to accommodate an-
nual appropriations for an Internal Revenue Service
compliance initiative. The Administration proposes that
similar cap adjustment authority be provided to
accomodate increases in discretionary spending by the
Social Security Administration necessary to implement
the Administration’s welfare reform proposals. The sav-
ings in mandatory spending (benefit payments) are ex-
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pected to more than offset the increase in discretionary
spending.

The Administration proposes to increase funding for
the prevention of Medicare fraud and abuse. Rather
than increase discretionary spending, legislation will be
proposed to substitute increased levels of mandatory
spending for the current levels of discretionary spend-
ing for this purpose in the Department of Health and
Human Services and in the Justice Department. The
savings in mandatory Medicare benefit payments are
expected to more than offset the increase in mandatory
spending. Alternatively, Congress could continue to pro-
vide discretionary funding for fraud and abuse preven-
tion with increases accommodated through cap adjust-
ment authority like that proposed for the welfare re-
form initiative.

Amend the asset sale scoring rule.—The BEA’s asset
sale scoring rule prohibits scoring the proceeds from
asset sales as offsets to discretionary spending or
PAYGO legislation, even where there is general agree-
ment that selling the asset is good policy. The rule
was originally intended primarily to stop uneconomic
loan asset sales, before the Credit Reform Act of 1990
effectively ended this practice.

The Congress waived the scoring rule for purposes
of the concurrent resolution on the 1996 budget. In
the conference report on the budget resolution, the con-
ferees said that the asset sale scoring prohibition
should be repealed and consideration should be given
to replacing it with a methodology that takes into ac-
count the long-term budgetary impact of asset sales.
They said that assets should not be sold if such sale
would increase the budget deficit over the long run.
The Administration agrees and proposes to work with
the Congress to develop a new scorekeeping guideline.
At a minimum, the guideline should require that all
losses of receipts and reductions in outlays resulting
from the sale, as well as the immediate receipts from
the sale, be taken into account in determining whether
an asset should be sold.

Establish ‘‘fiscal dividend’’ procedures.—The Adminis-
tration proposes to establish procedures for dividing any
‘‘fiscal dividend’’ in 2000 among tax cuts, spending in-
creases, and deficit reduction in 2001 and 2002. Under
the Administration’s proposal, a fiscal dividend would
occur if the actual deficit in 2000 were below the deficit
target for that year. The deficit target would be fixed
at CBO’s estimate in the 1997 budget process of the
deficit for 2000. The dividend would be applied in as

many as three steps, depending on the whether the
dividend were less than $20 billion, between $20 and
$40 billion, or greater than $40 billion. To illustrate,
if the deficit target were $100 billion, then any dividend
would be applied as follows:

• First, if the actual deficit were not greater than
$80 billion, the tax cuts in the Administration’s
plan, which otherwise would expire on January
1, 2001, would be proposed to be extended.

• Next, if the actual deficit were less than $80 bil-
lion but greater than $60 billion, the discretionary
caps for 2001 and 2002 would be increased by
an amount equal to the difference between $80
billion and the actual deficit. Discretionary spend-
ing could be increased by as much as $40 billion
over the two-year period.

• Finally, if the actual deficit were less than $60
billion, the difference between $60 billion and the
actual deficit would be divided equally among dis-
cretionary spending increases, further tax cuts,
and deficit reduction in the following manner: the
discretionary caps would be increased by an
amount equal to one third of the amount of the
dividend; the PAYGO scorecard would be credited
with an amount equal to one third of the dividend
and the revenue floors in the Congressional reso-
lution on the budget would be decreased by an
equal amount to reserve the PAYGO savings for
tax cuts; and the remaining one third could not
be used to increase spending or reduce taxes, pre-
serving this amount as deficit reduction.

The expectation is that if a fiscal dividend is achieved
in 2000, it will be because economic growth has been
strong and will continue to be strong enough to produce
a surplus in 2002, even with the continuance of the
planned tax cuts and possibly additional tax cuts and
spending.

Line-item veto.—The President should have line-item
veto authority to use as a tool for eliminating wasteful
spending and special interest tax provisions. To be ef-
fective, any such measure should allow the President
to rescind in whole or in part any discretionary budget
authority provided in an appropriation act, to cancel
any new direct spending, and to cancel any targeted
tax benefits. In order to be effective in the near-term,
the authority should apply to unobligated balances of
1996 appropriations. The exercise of this authority
should stand unless Congress enacts a disapproval bill.
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13. REVIEW OF DIRECT SPENDING AND RECEIPTS

Introduction

The Budget Enforcement Act of 1990 established caps
to control discretionary spending and a pay-as-you-go
requirement to control legislative changes to mandatory
programs and revenues. It did not, however, control
the growth of mandatory spending resulting from eco-
nomic and technical factors. In August 1993, the Presi-
dent established procedures to control this growth in
mandatory spending by issuing Executive Order 12857.
The Order set targets on the level of mandatory spend-
ing, excluding deposit insurance and net interest, for
1994 through 1997. The Order also specified actions
that must be taken if the targets are exceeded. These
actions may include specific revenue or direct spending
changes or reductions in the discretionary caps. The
savings to remove the excess in the prior, current, and/
or budget years can be achieved over a six-year period
covering the current year through four years beyond
the budget year. The President also has the option to
recommend breaching the targets because of economic
conditions or other specific reasons. This chapter fulfills
the Order’s requirements for an annual review of direct
spending and receipts.

As required by the Order, OMB issued an initial re-
port to the Congress in September 1993 setting the
mandatory targets for 1994 through 1997. The initial
targets were based on the economic and technical as-
sumptions used in preparing the congressional budget
resolution for 1994. They were consistent with the poli-
cies in the resolution as adjusted by final congressional
action on the Omnibus Budget Reconciliation Act of
1993 (OBRA93). The Order requires annual adjustment
of these targets. In the 1995 and 1996 Budgets, the
targets were revised. This review provides the next an-
nual revision of the targets.

Adjustments to Targets

The targets must be adjusted each year for increases
in the estimated numbers of beneficiaries of mandatory
programs, and for changes in receipts in legislation en-
acted during the year. Table 13–1 shows the targets
as revised for these circumstances. As the table shows,
the targets have increased by $20.6 billion over the
three year period 1995 through 1997 since February
1995.

Table 13–1. SUMMARY OF CHANGES TO MANDATORY TARGETS AND CURRENT LAW
OUTLAYS

(In billions of dollars)

1995 1996 1997 1995–97

Changes to mandatory targets

Mandatory targets as of February 1995 ................................. 793.2 833.3 900.8 ...........

Adjustments for:
Increase in beneficiaries ..................................................... 0.2 0.2 1.1 1.5
Changes in receipts ............................................................ –0.1 –0.1 0.2 –*
Reclassification of Universal Service Fund ........................ 4.3 4.3 4.3 12.9
Changes due to category shifts ......................................... 1.8 2.3 2.1 6.3

Total adjustments ................................................................ 6.2 6.7 7.7 20.6

Mandatory targets as of March 1996 ..................................... 799.5 840.0 908.5 ...........

Changes to outlays under current laws

Outlays under current laws as of February 1995 .................. 763.2 813.8 873.9 ...........

Adjustments for:
Cost of living adjustment .................................................... –1.5 –3.9 –5.5 –10.9
Increases in beneficiaries ................................................... 0.2 0.2 1.1 1.5
Decreases in beneficiaries .................................................. –11.0 –11.9 –15.3 –38.1
Reclassification of Universal Service Fund ........................ 4.3 4.3 4.3 12.9
Changes due to category shifts ......................................... 1.8 2.3 2.1 6.3
Enacted paygo legislation ................................................... * 1.1 1.9 3.1
Other adjustments ............................................................... 2.1 2.7 5.1 9.9

Total adjustments ................................................................ –4.0 –5.2 –6.2 –15.4

Outlays under current laws as of March 1996 ...................... 759.2 808.6 867.7 ...........
Amount over (+) or under (–) the current target .................... –40.3 –31.4 –40.8 –112.5

Memorandum:
Initial mandatory targets (Executive Order 12857) ............ 784.7 823.7 887.7 ...........

* $50 million or less
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Table 13–1 also shows the major changes in current
law estimates since 1996 Budget. Over the three years,
current law estimates have declined by $15.4 billion.
Most of this difference is the result of downward
reestimates for Commodity Credit Corporation, Social
Security, Earned Income Tax Credit, Supplementary
Security, Income, and Food Stamps programs.

The Order requires an adjustment to the targets to
reflect increases in estimated beneficiaries. Table 13–2
shows the current estimates of beneficiaries of major
benefit payment programs as well as the level implicit
in the 1996 Budget targets. In six programs the esti-
mates of beneficiaries have increased. Therefore, the
targets have been increased by applying the percentage
change in the number of beneficiaries to the target
level of the program. The largest adjustments are for
Unemployment insurance, Military retirement, and Vet-
erans’ pensions. In total, the targets have been in-
creased by $1.5 billion for the three-year period because
of increases in beneficiary estimates.

An adjustment to the mandatory targets is also re-
quired for any enacted changes in receipts. This allows
for tradeoffs between receipt increases and outlay re-
ductions. In the last year, legislation has not signifi-
cantly increased receipts over the three-year period.

The mandatory targets are adjusted for reclassifica-
tions of spending. As a result of review, while scoring
the Telecommunications Act of 1996, the universal serv-
ice fund of the Federal Communications Commission
has been reclassified as budgetary to more accurately
reflect its governmental nature. Inclusion of the fund’s
pre-Telecommunications Act outlays in the budget in-
creases mandatory outlays and the targets by $4.3 bil-
lion each year. In addition, certain Federal-aid highway
projects that are exempt from limitations imposed by
the Appropriations Committee have been reclassified
from discretionary to mandatory. This change increases
the mandatory targets by $1.8 billion in 1995, $2.3
billion in 1996, $2.1 billion in 1997. The targets have
also been adjusted for several minor categorical shifts.

Table 13–2. BENEFICIARIES ESTIMATES FOR MAJOR BENEFIT PROGRAMS

(Annual average, in thousands)

1995 1996 1997 1998 1999 2000 2001 2002

Family education loans:
Level implicit in 1996 Budget target .............................................. 5,394 3,898 3,695 NA NA NA NA NA
OMB March 1996 estimate ............................................................ 4,309 3,392 2,918 2,709 2,395 2,453 2,518 2,588

Direct loans:
Level implicit in 1996 Budget target .............................................. 1,694 3,451 3,940 NA NA NA NA NA
OMB March 1996 estimate ............................................................ 1,031 2,151 2,773 3,146 3,594 3,678 3,771 3,872

AFDC work programs:
Level implicit in 1996 Budget target .............................................. 708 721 727 NA NA NA NA NA
OMB March 1996 estimate 1 ......................................................... 641 631 627 624 624 624 NA NA

Foster care and adoption assistance:
Level implicit in 1996 Budget target .............................................. 365 392 410 NA NA NA NA NA
OMB March 1996 estimate ............................................................ 368 387 416 436 458 482 503 528

Medicaid:
Level implicit in 1996 Budget target .............................................. 36,500 37,715 39,146 NA NA NA NA NA
OMB March 1996 estimate ............................................................ 36,168 37,516 38,674 39,763 40,825 41,808 42,719 43,548

Medicare:
Hospital insurance:

Level implicit in 1996 Budget target ......................................... 37,009 37,625 38,206 NA NA NA NA NA
OMB March 1996 estimate ....................................................... 36,934 37,528 38,073 38,578 39,054 39,548 40,046 40,554

Supplementary medical insurance:
Level implicit in 1996 Budget target ......................................... 35,651 36,244 36,760 NA NA NA NA NA
OMB March 1996 estimate ....................................................... 35,498 36,006 36,490 36,923 37,324 37,740 38,163 38,576

Railroad retirement:
Level implicit in 1996 Budget target .............................................. 805 783 761 NA NA NA NA NA
OMB March 1996 estimate ............................................................ 799 778 755 731 708 686 664 643

Federal civil service retirement:
Level implicit in 1996 Budget target .............................................. 2,297 2,327 2,365 NA NA NA NA NA
OMB March 1996 estimate ............................................................ 2,287 2,324 2,349 2,371 2,391 2,412 2,433 2,459

Military retirement:
Level implicit in 1996 Budget target .............................................. 1,805 1,826 1,847 NA NA NA NA NA
OMB March 1996 estimate ............................................................ 1,814 1,833 1,854 1,874 1,893 1,908 1,924 1,939

Unemployment insurance:
Level implicit in 1996 Budget target .............................................. 9,000 9,000 9,000 NA NA NA NA NA
OMB March 1996 estimate ............................................................ 8,100 8,950 9,300 9,250 9,190 9,160 9,170 9,180

Food stamps: 2

Level implicit in 1996 Budget target .............................................. 27,314 27,316 27,307 NA NA NA NA NA
OMB March 1996 estimate ............................................................ 26,622 26,139 25,947 26,101 26,250 26,383 26,516 26,650

Child nutrition:
Level implicit in 1996 Budget target .............................................. 37,557 38,544 39,499 NA NA NA NA NA
OMB March 1996 estimate ............................................................ 36,060 37,279 38,476 39,494 39,319 41,281 42,050 42,826

Family support: maintenance assistance (AFDC): 3

Level implicit in 1996 Budget target .............................................. 5,250 5,330 5,410 NA NA NA NA NA
OMB March 1996 estimate ............................................................ 4,866 4,618 4,684 4,750 4,817 4,876 4,935 4,994
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Table 13–2. BENEFICIARIES ESTIMATES FOR MAJOR BENEFIT PROGRAMS—Continued

(Annual average, in thousands)

1995 1996 1997 1998 1999 2000 2001 2002

Family support: emergency assistance:
Level implicit in 1996 Budget target .............................................. NA NA NA NA NA NA NA NA
OMB March 1996 estimate ............................................................ 80 84 87 91 95 98 102 106

Supplemental security income:
Level implicit in 1996 Budget target .............................................. 6,333 6,822 7,281 NA NA NA NA NA
OMB March 1996 estimate:

Aged ........................................................................................... 1,327 1,315 1,295 1,280 1,265 1,255 1,240 1,235
Blind/Disabled ............................................................................ 4,743 4,995 5,210 5,405 5,585 5,750 5,910 6,050

Total, OMB March 1996 estimate ............................................. 6,070 6,310 6,505 6,685 6,850 7,005 7,150 7,285
Earned income tax credit:

Level implicit in 1996 Budget target .............................................. 17,000 17,000 17,005 NA NA NA NA NA
OMB March 1996 estimate ............................................................ 15,271 15,044 15,219 15,431 15,698 15,885 16,127 16,367

Social Security (OASDI):
Old age and survivors insurance:

Level implicit in 1996 Budget target ......................................... 37,459 37,821 38,166 NA NA NA NA NA
OMB March 1996 estimate ....................................................... 37,309 37,653 38,005 38,335 38,650 38,975 39,308 39,655

Disability insurance:
Level implicit in 1996 Budget target ......................................... 5,685 6,050 6,413 NA NA NA NA NA
OMB March 1996 estimate ....................................................... 5,656 5,955 6,277 6,588 6,892 7,178 7,456 7,733

Veterans’ compensation:
Level implicit in 1996 Budget target .............................................. 2,532 2,550 2,557 NA NA NA NA NA
OMB March 1996 estimate ............................................................ 2,533 2,546 2,551 2,551 2,548 2,543 2,538 2,529

Veterans’ pensions:
Level implicit in 1996 Budget target .............................................. 788 744 706 NA NA NA NA NA
OMB March 1996 estimate ............................................................ 799 763 731 704 682 665 651 641

NA = Not Applicable
1 Midsession estimate as of July 1995. Estimates not available for 2001 and 2002.
2 Beneficiary estimates do not include Nutrition Assistance Program recipients.
3 Average number of monthly cases.

During the past year, no reconciliation or emergency
mandatory legislation was enacted into law. Thus, there
are no additional adjustments to the targets required
by the Order.

Growth in Mandatory Programs

Table 13–3 shows outlays for mandatory and related
programs for the years 1995 through 2002. Under cur-

rent law, spending on mandatory programs including
net interest is projected to be $1,102.2 billion in 1997,
$61.5 billion more than the 1996 estimate. By 2002,
spending for mandatory programs including net interest
is projected to reach $1,423.5 billion.

Table 13–3. OUTLAYS FOR MANDATORY AND RELATED PROGRAMS UNDER CURRENT LAW

(In billions of dollars)

1995 ac-
tual

Estimate Total
1996–20021996 1997 1998 1999 2000 2001 2002

Human resources programs:
Education, training, employment, and social services:

Family education loan ................................................................................. 3.5 3.0 2.2 2.0 1.8 1.7 1.8 1.9 14.5
Direct loan .................................................................................................... 0.8 0.6 0.7 0.9 1.3 1.5 1.6 1.7 8.2
Social services ............................................................................................. 8.8 9.6 9.8 10.2 10.7 11.2 11.8 12.4 75.6
Other ............................................................................................................ 2.5 1.1 0.8 –0.1 –0.2 –0.3 –0.3 –0.2 0.7

Subtotal, education, training, employment, and social services ................ 15.7 14.3 13.5 12.9 13.5 14.1 14.9 15.8 99.0
Health:

Medicaid ....................................................................................................... 89.1 94.9 102.3 112.0 121.8 133.2 145.6 159.4 869.0
FEHB and other .......................................................................................... 4.3 4.2 4.5 4.6 4.5 4.9 5.4 5.7 33.9

Subtotal, health ............................................................................................ 93.4 99.1 106.8 116.5 126.3 138.0 151.0 165.1 902.9
Medicare:

Hospital insurance ....................................................................................... 113.6 125.5 137.1 149.3 161.9 175.0 188.8 203.1 1,140.6
Supplementary medical insurance .............................................................. 63.5 69.1 76.3 84.8 93.0 102.1 112.5 124.1 661.8
Medicare premiums and collections ........................................................... –20.2 –19.8 –20.3 –22.0 –23.3 –24.3 –25.3 –26.4 –161.5

Subtotal, medicare ....................................................................................... 156.9 174.7 193.1 212.0 231.6 252.8 275.9 300.7 1,640.9
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Table 13–3. OUTLAYS FOR MANDATORY AND RELATED PROGRAMS UNDER CURRENT LAW—Continued

(In billions of dollars)

1995 ac-
tual

Estimate Total
1996–20021996 1997 1998 1999 2000 2001 2002

Income security:
General retirement and disability:

Railroad retirement .................................................................................. 3.7 4.1 4.2 4.2 4.2 4.3 4.3 4.4 29.7
Other ........................................................................................................ 1.0 0.5 0.3 0.4 0.4 0.6 0.5 0.6 3.2

Subtotal, general retirement and disability ............................................. 4.7 4.6 4.4 4.6 4.6 4.9 4.9 5.0 32.9
Federal employee retirement and disability:

Civilian employees retirement ................................................................. 38.8 40.1 42.3 44.3 46.4 48.6 50.9 53.6 326.1
Military retirement .................................................................................... 27.8 28.5 29.7 30.8 31.9 32.9 34.0 35.1 222.9
Other ........................................................................................................ –0.8 –0.7 –0.8 –0.6 –0.6 –0.6 –0.5 –0.5 –4.3

Subtotal, Federal employees retirement and disability .......................... 65.8 67.8 71.2 74.5 77.7 80.9 84.3 88.2 544.7
Unemployment compensation ..................................................................... 21.3 23.7 24.7 25.3 26.1 27.0 28.1 29.2 184.0
Food and nutrition assistance:

Food stamps (incl. Puerto Rico) ............................................................. 25.6 26.3 27.5 28.6 29.6 30.7 32.0 33.3 208.0
Child nutrition programs .......................................................................... 7.5 8.2 8.6 9.2 9.7 10.3 10.8 11.4 68.1
Other ........................................................................................................ 0.5 0.5 0.4 0.4 0.4 0.4 0.4 0.4 3.1

Subtotal, food and nutrition assistance .................................................. 33.5 35.0 36.5 38.2 39.8 41.4 43.2 45.1 279.2
Other income security:

Supplemental security incom .................................................................. 24.5 24.5 28.3 30.3 32.1 36.5 33.2 37.7 222.6
Family support payments ........................................................................ 17.1 17.4 18.0 18.4 19.1 19.7 20.4 21.1 133.9
Earned income tax credit ........................................................................ 15.2 18.1 19.9 20.7 21.6 22.6 23.5 24.4 150.9
Other ........................................................................................................ –0.8 –0.9 –1.0 –1.1 –1.3 –1.5 –1.4 –1.5 –8.7

Subtotal, other income security .............................................................. 56.0 59.1 65.2 68.3 71.4 77.3 75.7 81.6 498.7

Subtotal, income security ............................................................................ 181.3 190.3 202.0 210.9 219.6 231.5 236.2 249.1 1,539.5
Social Security ................................................................................................. 333.3 348.1 364.8 383.3 401.7 421.3 441.9 463.5 2,824.7
Veterans’ benefits and services:

Compensation 1 ............................................................................................ 14.8 14.1 15.7 16.2 16.5 18.1 16.2 17.8 114.7
Pensions 1 .................................................................................................... 3.0 2.8 3.0 3.0 3.5 3.9 3.4 3.8 23.3
Other ............................................................................................................ 2.0 2.1 2.3 2.3 2.2 2.3 2.3 2.3 15.7

Subtotal, veterans benefits and services .................................................... 19.9 19.0 20.9 21.4 22.3 24.2 21.9 23.9 153.7

Subtotal, human resources programs 800.4 845.5 901.1 957.0 1,015.0 1,082.0 1,141.8 1,218.1 7,160.7
Other programs included in the entitlement target:

Agriculture:
Farm price supports (CCC) 2 ...................................................................... 6.0 3.2 3.6 5.1 5.0 4.4 3.8 3.3 28.5
Other ............................................................................................................ –0.3 0.6 0.1 * * 0.1 0.2 0.2 1.1

Subtotal, agriculture ..................................................................................... 5.8 3.8 3.7 5.1 5.0 4.5 4.0 3.5 29.6
Undistributed offsetting receipts:

Employer share, employee retirement ............................................................ –34.4 –33.4 –34.4 –35.2 –36.4 –38.2 –40.0 –42.3 –259.9
Rents and royalties on the Outer Continental Shelf ...................................... –2.4 –2.7 –3.1 –2.6 –2.6 –2.6 –2.6 –2.6 –18.7
Other offsetting receipts: Spectrum auction, privatize Elk Hills, sale of

power marketing administration .................................................................. –7.6 –4.2 –1.7 –4.4 ............. ............. ............. ............. –10.3

Subtotal, undistributed offsetting receipts ....................................................... –44.5 –40.3 –39.2 –42.2 –39.0 –40.7 –42.6 –44.9 –288.9
Other functions ..................................................................................................... –2.6 –0.4 2.1 –0.1 –0.4 0.8 –* –0.2 1.8

Subtotal, other programs included in the entitlement target .............................. –41.2 –37.0 –33.4 –37.2 –34.3 –35.4 –38.6 –41.5 –257.4

Subtotal, mandatory programs included in the entitlement target ..................... 759.2 808.6 867.7 919.8 980.7 1,046.6 1,103.2 1,176.6 6,903.3
Deposit insurance ................................................................................................. –17.9 –9.0 –4.6 –1.6 –* –2.0 –1.3 –1.4 –19.9
Net interest:

Interest on the public debt .............................................................................. 332.4 344.6 345.8 347.6 352.1 356.8 360.9 367.6 2475.5
Interest received on trust funds ...................................................................... –93.2 –97.6 –100.4 –103.3 –105.5 –109.1 –108.8 –111.4 –736.1
Other interest ................................................................................................... –7.1 –5.9 –6.3 –5.7 –6.0 –6.7 –7.4 –7.8 –45.9

Subtotal net interest ............................................................................................. 232.2 241.1 239.1 238.6 240.6 241.1 244.6 248.4 1693.5

Total, outlays for mandatory and related programs ........................................... 973.5 1,040.7 1,102.2 1,156.9 1,221.2 1,285.7 1,346.6 1,423.5 8,576.8

* $50 million or less.
1 13 benefit payments are outlayed in 2000. Only 11 benefit payments are outlayed in 1996 and 2001.
2 Figures reflect the extension of authority for farm programs that was in place in December 1995. However authority for many farm programs expired after this date. At the time of the 1997 budget preparation, new authority

had not been enacted. Therefore under current law, authority for these programs has reverted back to provisions contained in the 1938 and 1949 Farm Bills. See Chapter 15 for estimates of this authority.
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Spending on programs covered by the mandatory tar-
gets is projected to grow from $808.6 billion in 1996
to $1,176.6 billion in 2002, an annual average rate of
6.5 percent. In percentage terms, the areas of largest
growth are the health entitlements. More than half of
the growth in programs covered by the mandatory tar-
gets is in Medicaid and Medicare. For additional infor-
mation on the trends in mandatory spending, see Chap-
ter 15 ‘‘Current services estimates’’ in this volume.

Growth in Receipts

Baseline receipts are projected to be $1,501.5 billion
in 1997, $73.6 billion more than the 1996 estimate.
By 2002, baseline receipts are projected to reach
$1,915.9.0 billion. For additional information on the
trends in baseline receipts, see Chapter 15 ‘‘Current
Service Estimates’’ in this volume.

The Order requires a comparison between the current
level of receipts and the levels projected as of the date
of enactment of OBRA93 (September 1993 Midsession).
As shown in Table 13–4, receipts are higher than the
September 1993 Midsession estimates in each year, by
amounts ranging from $25.0 billion to $65.9 billion.
These increases are the net effect of legislative, admin-
istrative and regulatory changes; revisions in economic
assumptions; and technical estimating revisions. Re-
vised economic assumptions, primarily higher wages
and salaries, and corporate profits, have increased re-
ceipts in each year, by amounts ranging from $17.2
billion to $56.6 billion. Technical revisions, primarily
reflecting collection experience, updated tabulations
from tax returns, and revisions in historical economic
data, have increased receipts in each year except 1996.
Regulatory and legislative changes since September
1993 have also increased receipts in each year.

Table 13–4. COMPARISON OF 1994 MIDSESSION (CBO UPDATED) AND 1996 BUDGET
BASELINE RECEIPTS

(In billions of dollars)

1995 1996 1997 1998

1994 Midsession baseline estimate ............................. 1,329.5 1,402.9 1,457.6 1,512.6
Revised economic assumptions:

Individual income taxes ............................................ –0.1 7.6 13.0 19.8
Corporation income taxes ........................................ 13.9 16.5 22.1 28.4
Social insurance taxes and contributions ................ –1.4 0.7 5.2 8.4
Excise taxes ............................................................. 0.8 0.9 0.8 0.8
Estate and gift taxes ................................................ 0.2 0.2 0.2 0.3
Customs duties ......................................................... 1.0 0.5 1.1 1.4
Federal Reserve deposit of earnings ...................... 2.8 0.2 –1.6 –2.5
Other miscellaneous receipts ................................... ............. ............. ............. .............

Subtotal, economic assumptions ............................. 17.2 26.6 40.9 56.6

Technical revisions:
Individual income taxes ............................................ –7.7 –10.7 –9.6 –8.2
Corporation income taxes ........................................ 15.4 17.8 22.5 30.3
Social insurance taxes and contributions ................ –5.5 –11.0 –9.4 –12.6
Excise taxes ............................................................. 0.3 –4.1 –6.6 –7.0
Estate and gift taxes ................................................ 0.8 0.9 1.0 1.2
Customs duties ......................................................... –1.9 –1.3 –0.9 –0.8
Federal Reserve deposit of earnings ...................... 3.1 5.2 5.1 5.4
Other miscellaneous receipts ................................... –0.1 –0.4 –0.4 –0.4

Subtotal, technical revisions .................................... 4.4 –3.5 1.8 7.9

Enacted legislation ........................................................ 3.9 1.9 1.2 1.4
Administration action 1 .................................................. 0.2 0.1 0.1 0.1

Total changes ........................................................... 25.7 25.0 43.9 65.9

1997 Budget baseline estimate .................................... 1,355.2 1,427.9 1,501.5 1,578.6
1 Reflects the effect of regulations affecting hedging transactions.

Comparison of Mandatory Targets and Outlays
under Current Laws

As Table 13–1 shows, estimates of spending for pro-
grams covered by the targets under current laws are
$40.3 billion below the target for 1995, $31.4 billion
below the target for 1996, and $40.8 billion below the
target for 1997. Over the three year period from
1995–97, projections of current law spending are $112.5
billion below the targets. While the targets have in-
creased since the 1995 Budget, current law levels have

decreased creating more room under the targets. As
discussed above, the targets have increased as a result
of upward revisions in beneficiary estimates. Under the
Order, decreases in beneficiary estimates, do not affect
the targets. If the caps were adjusted for the decreases,
using the same mechanism applied to increases, the
targets would have been reduced by $38.1 billion over
the three years. Current law levels have decreased re-
flecting changes in beneficiaries.
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Since current law spending is projected to be below
the targets, a special message to reduce direct spending
is not required.

Comparison of Mandatory Targets and
Presidential Proposals

Enactment of the proposals in the President’s budget
would change the levels of the targets and estimated
outlays. As shown in Table 13–5, enactment of the
President’s revenue proposals would decrease the man-
datory targets by $1.6 billion in 1996 and $11.7 in

1997. This reduction in revenue is more than offset
by the proposed $13.7 billion decrease in direct spend-
ing. The target enforcement procedure allows for this
type of tradeoff between decreases in revenue and de-
creases in direct spending. After adjusting the targets
to reflect the President’s policy initiatives, spending
under the President’s budget is $34.8 billion below the
target for 1996 and $37.9 billion below the target for
1997. Over the three year period from 1995–97, spend-
ing under the President’s proposal is $113.0 billion
below the targets.

Table 13–5. MANDATORY TARGETS ASSUMING ENACTMENT OF PRESIDENTIAL
PROPOSALS

(In billions of dollars)

1995 1996 1997 1995–97

Mandatory targets

Current mandatory targets ........................................... 799.5 840.0 908.5 .............

Adjustment to targets if the President’s proposals are
enacted:
Tax reduction ............................................................ ............. –1.3 –17.6 –18.8
Other revenue proposals ......................................... ............. –0.3 5.8 5.5

Total adjustments ..................................................... ............. –1.6 –11.7 –13.3

Targets adjusted for Presidential proposals ................ 799.5 838.4 896.8 .............

Proposed outlays for programs covered by the target

Outlays under current law ............................................ 759.2 808.6 867.7 .............
Presidential proposals .............................................. ............. –4.9 –8.8 –13.7

Proposed outlay totals .................................................. 759.2 803.6 858.9 .............

Amount over (+) or under (–) the targets ................... –40.3 –34.8 –37.9 –113.0
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14. DEFICIT REDUCTION FUND

On August 4, 1993, the President issued Executive
Order 12858 to guarantee that the net deficit reduction
achieved by the Omnibus Budget Reconciliation Act
(OBRA) of 1993 is dedicated exclusively to reducing
the deficit. The order established the Deficit Reduction
Fund and requires that amounts equal to the spending
reductions and revenue increases resulting from OBRA
be credited to the Fund. The order also requires that
information about the fund, including statements of the
amounts in and Federal debt redeemed by the fund,
be included in the President’s budget. Table 14–1 pre-
sents the amounts that will be credited to the fund,
based on the final scoring of OBRA by OMB:

Table 14–1. REVENUE INCREASES AND SPENDING REDUCTIONS CREDITED TO
THE DEFICIT REDUCTION FUND

(In millons of dollars)

Fiscal Year Annual amount Cumulative
amount

1994 ................................................................................. 46,752 46,752
1995 ................................................................................. 82,713 129,465
1996 ................................................................................. 100,554 230,019
1997 ................................................................................. 128,898 358,917
1998 ................................................................................. 145,846 504,763

Each year, amounts are credited to the fund on a
daily basis equal to the net deficit reduction achieved
by OBRA. The order requires that the fund balances
be used exclusively to redeem maturing debt obligations
of the Treasury held by foreign governments. On Octo-
ber 1, 1993, amounts began to be credited to the fund
and. Since then, the deposits made have been used
for the stated debt redemption purposes.

The status of the fund on December 31, 1995, was:

Table 14–2. STATUS OF THE DEFICIT REDUCTION FUND

(In millions of dollars)

Description Amount

Beginning balance ...................................................................................... .....................
Deposits made between October 1, 1993, and December 31, 1995 ...... 153,902
Redemptions of Treasury debt held by foreign governments between

October 1, 1993, and December 31, 1995 .......................................... 153,501
Fund balance as of December 31, 1995 .................................................. 401

1997
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Table 13–1. SUMMARY OF CHANGES TO DISCRETIONARY SPENDING LIMITS
(In billions of dollars

1991 1992 1993 1994 1995 1996 1997 1998 1991–98

TOTAL DISCRETIONARY

Statutory Caps as set in OBRA 1990 and OBRA 1993 .............................................. BA 491.7 503.4 511.5 510.8 517.7 519.1 528.1 530.6 4,113.0
OL 514.4 524.9 534.0 534.8 540.8 547.3 547.3 547.9 4,291.4

Adjustments for changes in concepts and definitions .................................................. BA ........... 7.7 8.2 8.2 8.8 –0.6 –0.4 3.1 35.0
OL ........... 1.0 2.4 2.3 3.0 –0.5 –2.6 –2.8 2.8

Adjustments for changes in inflation ............................................................................. BA ........... –0.5 –5.1 –9.5 –11.8 3.0 2.6 0.0 –21.2
OL ........... –0.3 –2.5 –5.8 –8.8 1.8 2.3 0.9 –12.2

Adjustments for credit reestimates, IRS funding, debt forgiveness, IMF, and CDRs.. BA 0.2 0.2 13.0 0.6 0.7 0.1 0.2 0.1 15.0
OL 0.3 0.3 0.8 0.8 0.9 0.1 0.3 0.1 3.6

Adjustments for emergency requirements .................................................................... BA 0.9 8.3 4.6 12.2 7.7 5.1 1.6 ........... 40.4
OL 1.1 1.8 5.4 9.0 10.1 6.4 5.4 1.7 40.9

Adjustment pursuant to Sec. 2003 of P.L. 104–19 1 ................................................... BA ........... ........... ........... ........... –15.0 –0.1 –0.1 ........... –15.1
OL ........... ........... ........... ........... –1.1 –3.5 –2.4 –1.5 –8.5

Adjustments for special allowances:
Discretionary new budget authority .......................................................................... BA ........... 3.5 2.9 2.9 2.9 ........... ........... ........... 12.1

OL ........... 1.4 2.2 2.6 2.7 1.1 0.5 0.1 10.7
Outlay allowance ....................................................................................................... BA ...........

OL 2.6 1.7 0.5 1.0 ........... ........... ........... ........... 5.7

Subtotal, adjustments excluding Desert Shield/Desert Storm ............................. BA 1.1 19.2 23.6 14.3 –6.7 7.5 4.0 3.1 66.2
OL 3.9 5.9 8.8 10.0 6.8 5.5 3.7 –1.5 43.0

Adjustments for Operation Desert Shield/Desert Storm .............................................. BA 44.2 14.0 0.6 * * ........... ........... ........... 58.8
OL 33.3 14.9 7.6 2.8 1.1 ........... ........... ........... 59.6

Total adjustments .......................................................................................................... BA 45.4 33.2 24.2 14.3 –6.7 7.5 4.0 3.1 140.1
OL 37.2 20.8 16.4 12.8 7.8 5.5 3.7 –1.5 111.1

Preview Report spending limits 2 .................................................................................. BA 537.1 536.6 535.7 525.1 511.0 526.7 532.0 533.8 4,238.0
OL 551.6 545.7 550.4 547.6 548.6 552.7 551.0 546.4 4,394.0

* $50 million or less.
1 P.L. 104–19, Emergency Supplemental Appropriations for Additional Disaster Assistance, for Anti-Terrorism Initiatives, for Assistance in the Recovery from the Tragedy that Occurred at Oklahoma City, and Rescissions Act,

1995, was signed into law on July 27, 1995. Section 2003 of that bill directed the Director of OMB to make a downward adjustment in the discretionary spending limits for 1995–1998 by the aggregate amount of the estimated
reductions in new budget authority and outlays for discretionary programs resulting from the provisions of the bill, other than emergencies appropriations.

2 Reflects combined General Purpose Discretionary and Violent Crime Reduction Trust Fund Discretionary spending limits.
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The Budget Enforcement Act of 1990 (BEA) contains
procedures designed to enforce the deficit reduction
agreement of the Omnibus Budget Reconciliation Act
of 1990. For 1991 through 1995, the BEA limited discre-
tionary spending and established a ‘‘pay-as-you-go’’ re-
quirement that legislation changing direct spending and
receipts must, in total, be at least deficit neutral. These
provisions were extended through 1998 by the Omnibus
Budget Reconciliation Act of 1993 (OBRA 1993), which
became law on August 10, 1993. The Administration
will propose to extend the BEA again, through the year
2002, and make other amendments to the BEA require-
ments. (See ‘‘Budget Process Reforms’’ below.)

This Preview Report discusses the status of discre-
tionary appropriations and pay-as-you-go legislation
based on laws enacted as of December 31, 1996. In
addition, it explains the differences between the OMB
and CBO estimates of the discretionary caps.

The OMB estimates use the economic and technical
assumptions underlying the President’s budget submis-
sion, as required by the BEA. The OMB 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 be revised only to reflect laws enacted
after the Preview Report.

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, as amended, limits budget
authority and outlays available for discretionary pro-
grams each year through 1998. Appropriations that
cause either the budget authority or outlay limits to

1998
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be exceeded will trigger a sequester to eliminate any
such breach.

The Administration is proposing that the Congress
adopt a joint resolution on the budget covering each
of the fiscal years 1998 through 2002. This proposal
is discussed in the ‘‘Budget Process Reforms’’ section
of this report.

Adjustments to the limits.—The BEA permits certain
adjustments to the discretionary limits—also known as
caps. On November 15, 1996, the Office of Management
and Budget submitted the Final Sequestration Report
for 1997 required by the BEA. This report described
adjustments 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 current and previous estimates of in-
flation, changes in concepts and definitions, and esti-
mates of emergency spending. Table 13–1 is a summary
of all changes to the 1991 through 1998 caps originally
enacted in law. Table 13–2 shows the impact on the
caps of adjustments being made in this Preview Report.
Table 13–2 displays both the General Purpose Discre-
tionary Spending caps and the Violent Crime Reduction
Trust Fund caps established by Public Law 103–322,
the Violent Crime Control and Law Enforcement Act
of 1994.

OBRA 1993 extended the original discretionary caps
through 1998 and also requires OMB to adjust these

caps for differences between the inflation estimates con-
tained in the House Conference Report on the 1994
Budget Resolution and those that are assumed in the
President’s Budget. The inflation estimates in the 1998
Budget are lower than those contained in the 1997
Budget.

The 1997 Budget inflation estimates were 2.7 percent
per year for 1996 through 1998. For the 1998 Budget,
the comparable inflation estimates are 2.2 percent for
1996, 2.5 percent for 1997, and 2.6 percent for 1998.
Thus, inflation estimates are lower in 1996, 1997, and
1998 by 0.5 percent, 0.2 percent, and 0.1 percent, re-
spectively. Adjusting the caps for these changes in infla-
tion estimates reduces 1998 budget authority by $4.2
billion. The estimated spendout of these reductions in
budget authority reduces outlays by $2.5 billion in
1998.

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 1997 appropriations bills included provisions
that modified mandatory programs. Since funding con-
trolled by appropriations action is considered discre-
tionary, the effects of these provisions are recorded as
adjustments to the caps.

Table 13–2. DISCRETIONARY SPENDING LIMITS
(In millions of dollars)

1994 1995 1996 1997 1998

General Purpose Discretionary

Total General Purpose Discretionary Spending Limits, November 15, 1996, Final
Sequestration Report ................................................................................................... BA 525,146 508,546 522,376 527,031 528,857

OL 547,559 547,930 550,400 547,055 544,078
Adjustments:

Inflation ....................................................................................................................... BA .................. .................. .................. .................. –4,154
OL .................. .................. .................. .................. –2,492

Changes in concepts and definitions:
Statutory and other shifts between categories ..................................................... BA .................. .................. .................. .................. –110

OL .................. .................. .................. .................. –85
Conversion of obligation limitations to discretionary budget authority ................ BA .................. .................. .................. .................. 3,687

OL .................. .................. .................. .................. ..................
Contingent emergency appropriations released ........................................................ BA .................. .................. .................. 5 ..................

OL .................. .................. .................. 5 ..................

Subtotal, Adjustments for the Preview Report ..................................................... BA .................. .................. .................. 5 –577
OL .................. .................. .................. 5 –2,577

Preview Report General Purpose Discretionary Limits ............................................... BA 525,146 508,546 522,376 527,036 528,280
OL 547,559 547,930 550,400 547,060 541,501

Adjustments Under the Revised Budget Enforcement Act for Appropriations
Committee Action:
Proposed Emergency Spending:

Emergency supplemental appropriations contained in the 1998 Budget ................ BA .................. .................. .................. 2,098 ..................
OL .................. .................. .................. 1,585 401

1998
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Table 13–2. DISCRETIONARY SPENDING LIMITS—Continued
(In millions of dollars)

1994 1995 1996 1997 1998

The Budget contains FY 1997 emergency supplemental requests for the Na-
tional Transportation Safety Board and for the Department of Defense.

Contingent emergency appropriations for unanticipated disasters contained in the
1998 Budget ............................................................................................................... BA .................. .................. .................. .................. (5,800)

OL .................. .................. .................. .................. (2,320)
The Budget contains a request for contingent emergency appropriations for
natural disasters of $5.8 billion. This emergency spending would be scored
upon release by the President and the Congress.

User Fee Proposals:
Department of Health and Human Services

Food and Drug Administration (FDA): FDA user fees ............................................. BA .................. .................. .................. .................. 237
OL .................. .................. .................. .................. 237

The Budget proposes new user fees to finance FDA activities, including the
review of prescription drugs and medical devices, approval of animal drugs,
import inspections, food additive petition reviews, generic/over-the-counter
drug applications and fees for post market surveillance of products.

Department of Labor:
Alien labor certification fees ...................................................................................... BA .................. .................. .................. .................. 25

OL .................. .................. .................. .................. 25
The Budget proposes new user fees to fund discretionary spending. Fees
would be charged to employers who receive certification from the Labor De-
partment of the admissibility of aliens to work in the United States.

Department of State:
Immigration, passport, and other user fees .............................................................. BA .................. .................. .................. .................. 455

OL .................. .................. .................. .................. 387
The Budget proposes to dedicate existing governmental receipts generated by
consular activities toward support and improvement of State Department oper-
ations. Discretionary spending caps would be increased by the amount of esti-
mated annual appropriations of the receipts.

Machine readable visa fees ....................................................................................... BA .................. .................. .................. .................. 140
OL .................. .................. .................. .................. 119

The Budget proposes to correct the classification of existing receipts used to
support the State Department’s border security program. These fees were
previously classified as offsetting collections; they will now be classified as
governmental receipts.

Department of Transportation:
Federal Aviation Administration (FAA) $300 million gross increase in user fees ... BA .................. .................. .................. .................. 225

OL .................. .................. .................. .................. 198
The Budget proposes new user fees to fund discretionary spending for the
FAA. Discretionary spending caps increased by amount of spending of in-
creased governmental receipts.

Department of Veterans Affairs:
VA medical care cost recovery ................................................................................. BA .................. .................. .................. .................. (440)

OL .................. .................. .................. .................. (440)
Existing user fees (offsetting receipts) are reclassified as discretionary with a
PAYGO cost. Discretionary spending would be offset by user fees. No change
in the discretionary spending caps.

Social Security Administration:
Supplementary Security Income (SSI) user fee (administration of State supple-

mentary payments) ................................................................................................ BA .................. .................. .................. .................. (40)
OL .................. .................. .................. .................. (37)

SSA currently charges States to administer the payment process. Discre-
tionary spending would be offset by the proposed increase in SSI user fees
(offsetting collections). No change in the discretionary spending caps.

National Transportation Safety Board (NTSB):
NTSB user fee ........................................................................................................... BA .................. .................. .................. .................. 5

OL .................. .................. .................. .................. 5
The Budget proposes a new user fee to fund discretionary spending on com-
mercial aviation accident investigations. Discretionary spending caps increased
by amount of spending of increased governmental receipts.

Other Proposals Included in the Budget Affecting the Discretionary Spending
Caps:
Funding for additional continuing disability reviews (CDRs) .................................... BA .................. .................. .................. .................. 190

OL .................. .................. .................. .................. 175

1998
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Table 13–2. DISCRETIONARY SPENDING LIMITS—Continued
(In millions of dollars)

1994 1995 1996 1997 1998

Discretionary spending cap adjusted upward to reflect increased spending on
associated additional continuing disability reviews (CDRs).

Welfare reform implementation ...................................................................................... BA .................. .................. .................. .................. 100
OL .................. .................. .................. .................. 92

Discretionary spending cap adjusted upward to reflect increased administrative
spending associated with implementation of changes to the Supplemental Se-
curity Income program in the welfare reform bill.

State unemployment insurance cost containment proposal ......................................... BA .................. .................. .................. .................. 89
OL .................. .................. .................. .................. 89

Discretionary spending cap adjusted upward to reflect increased spending on
integrity activities in this area.

Financial Management Service’s reimbursement to the Federal Reserve Board
(FRB) .......................................................................................................................... BA .................. .................. .................. .................. 122

OL .................. .................. .................. .................. 122
The Budget includes increases for discretionary spending for payment to the
Federal Reserve. Mandatory governmental receipts would increase in an
equal amount as a result of this discretionary increase.

Exemption of Federal vaccine purchases from the payment of vaccine excise tax ... BA .................. .................. .................. .................. –54
OL .................. .................. .................. .................. –54

Governmental receipts and outlays in the Medicaid accounts are reduced as a
result of this proposal. This proposal does not affect services.

Subtotal, Adjustments Under the Revised Budget Enforcement Act for Appro-
priations Committee Action .................................................................................... BA .................. .................. .................. 2,098 1,534

OL .................. .................. .................. 1,585 1,796

Proposed adjustment to offset restored PAYGO balances .......................................... BA .................. .................. .................. –6,236 ..................
OL .................. .................. .................. –6,236 ..................

Preview Report General Purpose Discretionary Limits, Including Further Adjust-
ments .............................................................................................................................. BA 525,146 508,546 522,376 522,898 529,814

OL 547,559 547,930 550,400 542,409 543,297

Violent Crime Reduction Trust Fund Discretionary

Total Violent Crime Reduction Trust Fund (VCRTF) Spending Limits, November
15, 1996, Final Sequestration Report ........................................................................ BA .................. 2,423 4,287 5,000 5,500

OL .................. 703 2,334 3,936 4,904

Preview Report Violent Crime Reduction Trust Fund (VCRTF) Spending Limits ... BA .................. 2,423 4,287 5,000 5,500
OL .................. 703 2,334 3,936 4,904

Combined General Purpose and Violent Crime Reduction Trust Fund Discre-
tionary Spending Limits .............................................................................................. BA 525,146 510,969 526,663 527,898 535,314

OL 547,559 548,633 552,734 546,345 548,201

Another cap adjustment for changes in concepts and
definitions is for the redefinition of certain obligation
limitations as discretionary budget authority. For exam-
ple, administrative expenses for the Social Security Ad-
ministration (SSA) are controlled by a limitation on
total funding from several financing sources including
the Old-Age and Survivors Insurance (OASI) and Dis-
ability Insurance (DI) trust funds. Prior to the 1998
Budget, the funding for administrative expenses attrib-
utable to these two sources had been classified as a
discretionary obligation limitation, rather than discre-
tionary budget authority. Thus, administrative ex-
penses for the OASI and DI programs and expenses
for other agencies’ accounts with similar types of limita-
tions on obligations were not covered by the budget
authority caps or by the 602 allocation contained in

the BEA, although they were covered by the outlay
caps and the 602 allocation contained in the BEA for
outlays. This anomaly was corrected in the 1990 BEA
for the Medicare trust funds, the Unemployment trust
fund, and the railroad retirement trust funds. Begin-
ning with the 1998 budget, obligation limitations en-
acted in appropriations acts will be defined as discre-
tionary budget authority. The budget authority caps
are increased for this conceptual change.

Other adjustments to the limits.—
• Emergency appropriations. Spending that is des-

ignated as an emergency requirement by the
President and Congress would result in an upward
adjustment to the caps. The Budget contains FY
1997 emergency supplemental requests for the Na-
tional Transportation Safety Board (NTSB) and

1998
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for the Department of Defense (DOD). The NTSB
request would provide funds for TWA Flight 800
accident investigation costs, including fire and ex-
plosion testing, and overtime and command center
costs related to the investigation. In addition,
funds would be provided for assistance to families
of victims of aviation accidents. The emergency
request for DOD would support United States par-
ticipation in the Bosnia stabilization force (SFOR)
and the continuation of enforcing no-fly zones in
northern and southern Iraq. Table 12–2 displays
estimated adjustments for these emergency appro-
priations. The actual adjustments to the discre-
tionary caps cannot be determined until appro-
priations have been enacted.

• Contingent emergency appropriations. The Budget
also proposes the establishment of a contingent
reserve (see the ‘‘Emergency Requirements for
Disasters’’ account in the Funds Appropriated to
the President chapter of the Budget Appendix) to
fund the unanticipated needs that arise from both
natural and man-made disasters. The reserve,
which is described in the ‘‘Budget Process Reform’’
section of this report, is intended to avoid emer-
gency supplemental requests and provide flexibil-
ity in responding to disasters. The discretionary
caps would be adjusted when the President makes
contingent emergency funds available for use.

• User fee proposals. The Budget will include several
proposals to allow user fees, both existing fees
and new fees, to be used to finance discretionary
spending. A change will be proposed to the BEA
to establish a procedure for such proposals to be
enacted and used to offset discretionary activities.
The purpose of this change is to promote the use
of appropriate fees by Federal Government agen-
cies to support and improve agency operations.
This new treatment is designed to be deficit neu-
tral so that new discretionary spending is financed
by new user fees or by other offsets. Further dis-
cussion of this proposal is included in the ‘‘Budget
Process Reforms’’ section of this report.

• Savings proposals. The Administration supports
several discretionary proposals that would result
in additional savings to be derived from adminis-
trative efficiencies in benefit programs. These
mandatory savings would more than offset discre-
tionary costs; however, the Administration is not
proposing to use these savings as offsets to other
spending. These proposals include:
Cap adjustments that would be made under exist-
ing authority:

—Funding for additional continuing disability
reviews (CDRs).—CDRs are conducted to ver-
ify that recipients of Social Security disability
insurance benefits and Supplemental Security
Income (SSI) benefits for persons with disabil-
ities are still eligible. A cap adjustment would
ensure that the Social Security Administra-
tion (SSA) has sufficient funds to increase

CDRs to achieve the savings assumed in the
debt ceiling bill. Authority to make this cap
adjustment was originally provided in the
debt ceiling bill.

—Welfare reform implementation.—This cap ad-
justment would ensure that the SSA has suffi-
cient funds for administrative expenses to
carry out the implementation of changes made
to the SSI program in the welfare reform bill.
Authority to make this cap adjustment was
provided in the welfare reform bill, through
a modification to the cap adjustment authority
provided in the debt ceiling bill described in
the preceding paragraph.

Cap adjustment that would be made under pro-
posed authority:

—State unemployment insurance cost contain-
ment proposal.—In addition to the two cap
adjustments already mandated by current
law, the Budget proposes an additional cap
adjustment to reflect increased spending on
program integrity activities in the Labor De-
partment’s State Unemployment Insurance
and Employment Service Operations account
(SUIESO). These would include activities such
as eligibility reviews and tax audits. This ad-
ditional spending is expected to result in re-
duced overpayments and increased tax collec-
tions.

• Other changes. The Budget also contains addi-
tional cap adjustments that would occur as a re-
sult of proposals included in the Budget. These
include changes in the treatment of the Financial
Management Service’s reimbursement to the Fed-
eral Reserve Board and the exemption of Federal
vaccine purchases from the payment of vaccine
excise tax. The Federal Reserve currently provides
certain services on behalf of FMS, which the Fed-
eral Reserve currently funds using a portion of
its earnings. The net profit is remitted to Treasury
and is recorded as revenue in the budget. The
Budget requests permanent appropriations to fund
these expenses. This proposal will have no net
impact on the deficit, since the additional discre-
tionary spending will be offset by the increase in
Federal Reserve profits that are remitted to the
Treasury. The effect of the proposal is to make
the funding more explicit in the Budget. Instead
of offsetting the spending against income in the
Federal Reserve’s budget, the profits and spending
will be shown on a gross basis in the Federal
budget.

The Budget also proposes to exempt Federal
vaccine purchases from the payment of vaccine
excise tax. Current and projected vaccine excise
tax receipts to the Vaccine Injury Compensation
Trust Fund far exceed current and projected
claims on the Trust Fund. The Budget proposes
lowering revenue to the Trust Fund by exempting
Federal programs (which provide free vaccine to
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Table 13–3. BUDGET PROPOSALS
(in millions of dollars)

1997 1998

General Purpose Discretionary Spending

Estimated Limits .................................................................................................................. BA 522,898 529,814
OL 542,409 543,297

President’s General Purpose Discretionary Proposals ...................................................... BA 494,712 524,979
OL 534,305 542,579

President’s Proposals Compared to the General Purpose Discretionary Limits .............. BA –28,186 –4,835
OL –8,104 –718

Violent Crime Reduction Trust Fund Spending

Estimated Limits .................................................................................................................. BA 5,000 5,500
OL 3,936 4,904

President’s Violent Crime Reduction Trust Fund (VCRTF) Proposals ............................. BA 4,683 5,500
OL 3,697 4,883

President’s Proposals Compared to the Violent Crime Reduction Limits ........................ BA –317 ..................
OL –239 –21

Total Discretionary Spending

Estimated Limits .................................................................................................................. BA 527,898 535,314
OL 546,345 548,201

President’s Proposals ......................................................................................................... BA 499,395 530,479
OL 538,002 547,462

President’s Proposals Compared to the Limits ............................................................. BA –28,503 –4,835
OL –8,343 –739

Note: The President’s Proposals for FY 1997 reflect official BEA scoring and do not reflect current budget estimates.

low-income, uninsured, and under-insured chil-
dren) from payment of the vaccine excise tax in
1998.

The Administration proposes to restore to the
PAYGO scorecard for 1997 the $6.2 billion in bal-
ances that were removed pursuant to the Omnibus
Consolidated Appropriations Act of 1997. In order
to offset the additional mandatory spending ac-
commodated by restoring the balances, the discre-
tionary caps for 1997 would be reduced by a like
amount.

• Loans to the International Monetary Fund (IMF).
The Budget includes an appropriations request for
the dollar equivalent of 2,462 million Special
Drawing Rights, scored in the Budget as $3,521
million. This amount is needed to fully fund the
U.S. share of the New Arrangements to Borrow
(NAB), which is a set of individual credit lines
to the IMF, modeled on the existing General Ar-
rangements to Borrow (GAB). Section 251(b)(2)(C)
of the BEA of 1990 authorized a budget authority
cap adjustment only for a similar proposal because
the U.S. transactions with the IMF are not scored
in the Budget as outlays. However, because the
total discretionary budget authority is well within
the caps established by the BEA, the Administra-
tion is not requesting cap adjustment authority
for this increase. The Administration would seek
a cap adjustment for potential future appropria-
tions for an IMF quota increase.

The actual adjustments to the discretionary caps to
be included in subsequent sequester reports cannot be

determined until appropriations have been enacted.
Table 13–3 compares the President’s discretionary pro-
posals to the proposed caps for 1997 and 1998. The
estimates for 1997 are based on BEA scoring of enacted
appropriations bills and have been adjusted for a subse-
quent emergency release and Presidential proposals in-
cluded in the 1998 Budget.

Sequester determinations.—Five days after enactment
of an appropriations act, OMB must submit a report
to Congress estimating the budget authority and out-
lays 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. In addition, the
report must include CBO estimates and explain the
differences between the OMB and CBO estimates. The
OMB estimates are used in all subsequent calculations
to determine whether a breach of any of the budget
authority or outlay 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 OMB issues its Final Sequestration Report
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 session.
Appropriations for the fiscal year in progress that cause
a breach in the caps would, if enacted before July 1st,
trigger a sequester. When such a breach is estimated,
a ‘‘within-session’’ sequestration report and Presidential
sequestration order are issued. For a breach that re-
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Table 13–4. COMPARISON OF OMB AND CBO DISCRETIONARY
SPENDING LIMITS

(In millions of dollars)

1997 1998

General Purpose Discretionary
CBO Preview Report limits:

BA ................................................................................................... 527,036 521,901
OL ................................................................................................... 547,060 540,027

OMB Preview Report limits:
BA ................................................................................................... 527,036 528,280
OL ................................................................................................... 547,060 541,501

Difference:
BA ................................................................................................... .................... –6,379
OL ................................................................................................... .................... –1,474

Violent Crime Reduction Trust Fund Discretionary
CBO Preview Report limits:

BA ................................................................................................... 5,000 5,500
OL ................................................................................................... 3,936 4,904

OMB Preview Report limits:
BA ................................................................................................... 5,000 5,500
OL ................................................................................................... 3,936 4,904

Difference:
BA ................................................................................................... .................... ....................
OL ................................................................................................... .................... ....................

Total Discretionary
CBO Preview Report limits:

BA ................................................................................................... 532,036 527,401
OL ................................................................................................... 550,996 544,931

OMB Preview Report limits:
BA ................................................................................................... 532,036 533,780
OL ................................................................................................... 550,996 546,405

Difference:
BA ................................................................................................... .................... –6,379
OL ................................................................................................... .................... –1,474

sults from appropriations enacted on or after July 1st,
reductions necessary to eliminate the breach are not
applied to the budgetary resources available in the cur-
rent year. Instead, the corresponding caps for the fol-
lowing 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.

OMB reported in its Final Sequestration Report to
the President and the Congress that discretionary ap-
propriations enacted for 1997 were within the pre-
scribed spending limits.

Sequester calculations.—If either the discretionary
budget authority or outlay caps are exceeded, an across-
the-board reduction of sequestrable budgetary resources
is required to eliminate the breach. The percentage re-
duction for certain special-rule programs is limited to
two percent. Once this limit is reached, the uniform
percentage reduction for all other discretionary
sequestrable resources is increased to a level sufficient
to achieve the required reduction. If both the budget
authority and outlay caps are exceeded, a sequester
would first be calculated to eliminate the budget au-
thority breach. If estimated outlays still remained above
the cap, even after applying the available outlay allow-

ance, further reductions in budgetary resources to
eliminate the outlay breach would then be required.

Comparison between OMB and CBO discretionary
limits.—Section 254(d)(5) of the BEA requires an expla-
nation of differences between OMB and CBO estimates
for the discretionary spending limits. Table 13–4 com-
pares OMB and CBO limits for 1997 through 1998.
The differences for 1998 are due primarily to the dif-
ference in forecast inflation. CBO’s forecast for lower
inflation in 1997 resulted in a change of $6.7 billion
in budget authority and $4.0 billion in outlays in 1998.
OMB’s forecast resulted in a lower change ($4.2 billion
in budget authority and $2.5 billion in outlays) in 1998.

CBO and OMB also differed on their estimates of
the effect of discretionary changes made to mandatory
accounts in fiscal year 1997 appropriations bills, and,
thus, the effect of those changes on the fiscal year 1998
discretionary spending caps. CBO assumed a net de-
crease to the caps of $220 million in budget authority
and $9 million in outlays, while OMB assumed a down-
ward cap adjustment of $110 million in budget author-
ity and $85 million in outlays. Finally, CBO did not
make an adjustment for the conversion of obligation
limitations to discretionary authority. OMB adjusted
the FY 1998 discretionary spending caps upward by
$3.7 billion for this conceptual change.
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Table 13–5. PAY-AS-YOU-GO PROPOSALS
(in billions of dollars)

1997 1998 1997–98

Pay-as-you-go proposals in the 1998 Budget:
Receipts .......................................................................................................... –1.6 6.9
Mandatory outlays .......................................................................................... 0.3 –0.1
Proposed discretionary cap adjustments funded by governmental receipts 0.0 1.0

Total pay-go proposals ....................................................................................... –1.3 7.8 6.5

Current pay-go balance ................................................................................. 0.0 –3.5
Restore pay-go balance (offset by reduction in discretionary cap) ............. –6.2 0.0

Proposed pay-go balances ................................................................................ –7.6 4.3 –3.3

Table 13–6. PAY-AS-YOU-GO LEGISLATION ENACTED AS OF DECEMBER 31, 1996
(In millions of dollars)

1993 1994 1995 1996 1997 1 1998 1999 2000 2001 2002

Total, Pay-as-you-go legislation enacted:
Revenue impact of enacted legislation .......................................................... 5,126 1,265 1,722 –1,227 –1,320 –1,889 –1,869 2,228 –729 –829
Outlay impact of enacted legislation .............................................................. 2,430 785 –100 –2,458 –7,556 –5,355 –8,318 –6,242 –9,994 –11,908

Total deficit impact of enacted legislation 2 ............................................... –2,696 –480 –1,822 –1,231 –6,236 –3,466 –6,449 –8,470 –9,266 –11,078
1 The Omnibus Consolidated Appropriations Act of 1997 (P.L. 104–208) removed the balances for 1997 from the pay-as-you-go scorecard. OMB is proposing to restore the balances and reduce the discretionary cap by a like

amount.
2 The balances shown above for 1997 and 1998 differ from those shown in OMB’s Final Sequester Report. The Final Report balances for 1997 included savings of $65 million that should have been included in 1998 instead.

The balances shown above reflect this correction.

Pay-As-You-Go Sequestration Report

This section of the Preview Report discusses the en-
forcement procedures that apply to direct spending and
receipts. The BEA defines direct spending as budget
authority provided by law other than appropriations
acts, entitlement authority, and the food stamp pro-
gram. Social Security and the Postal Service are not
subject to pay-as-you-go enforcement. Legislation spe-
cifically designated as an emergency requirement and
legislation fully funding the Government’s commitment
to protect insured deposits are also exempt from pay-
as-you-go enforcement.

Current law requires that direct spending and re-
ceipts legislation should not increase the deficit through
1998. 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 current
law, the 1997 and 1998 deficit impact of legislation
enacted this year would be combined with the balance
to determine whether a sequester is neeeded. The Ad-
ministration is proposing to extend the pay-as-you-go
horizon and restore the 1997 balances that the Con-
gress eliminated last year. As listed in Table 13–2,
the discretionary cap for 1997 would be reduced by
the amount of the balances restored. Table 13–5 sum-
marizes the impact of the Adminstration’s proposals
on the pay-as-you-go balances.

Sequester determinations.—Within five days after en-
actment of direct spending or receipts legislation, OMB
is required to submit a report to Congress estimating

the change in outlays or receipts for each fiscal year
through 1998 resulting from that legislation. The esti-
mates must use the economic and technical assump-
tions underlying the most recent President’s budget.
These OMB estimates are used to determine 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 December 31, 1996, OMB had issued 391 re-
ports on legislation affecting direct spending and re-
ceipts. Most of these (82 percent) either had no effect
on the deficit or changed it by less than $10 million
in each year. Less than ten percent of the pay-as-you-
go legislation had a deficit impact greater than $50
million in any one year.

Table 13–6 shows OMB estimates for legislation en-
acted through December 31, 1996. In total, pay-as-you-
go legislation enacted to date has reduced the combined
1997 and 1998 deficits by $3.4 billion.

Budget Process Reforms

The Administration is proposing several budget proc-
ess reforms in conjunction with this budget, which are
summarized here, and looks forward to working with
the Congress on the details of implementation.
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Joint resolution on the budget.—The President and
the Congress share the goal of balancing the budget
by 2002. In order to provide an overall budget frame-
work for achieving this goal, the Administration urges
the Congress to pass and present to the President for
signature a joint resolution on the budget covering each
of the fiscal years from 1998 through 2002. It would
include the elements of the concurrent resolution on
the budget required by the Congressional Budget Act
and some elements would be added. Like the concurrent
resolution, it would include totals for federal revenue,
budget authority, outlays, and the deficit. It would set
limits on the appropriate levels of debt for each of the
fiscal years covered by the resolution. It would be used
as the budget resolution for all purposes of the Act.
The joint budget resolution would include major eco-
nomic assumptions for the 5-year period.

Budget Enforcement Act.—The BEA, which will expire
at the end of fiscal year 1998, has been an effective
constraint on discretionary spending and laws that
would increase the deficit. The Administration rec-
ommends that Congress extend it, with the proposed
modifications described in this budget, through 2002.

The ‘‘pay-as-you-go’’ (PAYGO) requirements for off-
sets to legislation that would increase mandatory
spending or reduce receipts would continue to be a use-
ful enforcement mechanism. The Administration pro-
poses to extend the existing PAYGO requirements
through 2002. In the course of extending the require-
ments, the Administration also recommends that the
legislation restore to the PAYGO scorecard for 1997
the $6.2 billion in balances that were removed pursuant
to the Omnibus Consolidated Appropriations Act of
1997. In order to offset the additional mandatory spend-
ing accommodated by restoring the balances, the discre-
tionary caps for 1997 would be reduced by a like
amount.

Whether the BEA is extended in its current form
or as part of a joint budget resolution approach, some
aspects of the current rules should be changed. These
are discussed in the following paragraphs.

User fees.—It is sound budget policy to charge fees
to users directly availing themselves of, or subject to,
a government service, program, or activity, in order
to cover the government’s costs. However, under current
BEA scoring rules, it is difficult to align user fees with
the spending for agency operations that they are in-
tended to support. This is because receipts usually are
scored as PAYGO and the spending for agency oper-
ations usually is scored as discretionary spending.

The Administration proposes a revised scoring rule
that would avoid these problems. It would (1) employ
a definition of user fees that is currently part of the
House rules on jurisdiction, (2) support the longstand-
ing practice of authorizing user fees in authorizing leg-
islation, and (3) require the fees to be appropriated
before they could be spent.

The budget treatment of user fees should provide
both government agencies and users an incentive to
support user fees. For example, it may be appropriate

to deposit the fees in a special fund of the Treasury,
rather than the general fund, where the fees would
be available only for appropriation to the collecting
agency for administration of the program they are in-
tended to support. This would create a direct link be-
tween the fee payments and the level of funding for
the agency operations that affect them. Also, the agen-
cy’s budget for administering a program should be de-
pendent, at least in part, on the success of the agency’s
collections. In some existing cases, user fees are ear-
marked for and appropriated to an agency’s program,
but the program is guaranteed a funding level from
the general fund whether the fees are collected or not.

This budget applies the new scoring rule to several
user fee proposals. These proposals are identified in
the ‘‘Discretionary Sequestration Report’’ section of this
chapter. The Administration intends to work with the
Congress to identify other programs where the principle
and revised scoring treatment should be applied.

Emergency funding requirements for disaster assist-
ance.—The current BEA permits the Congress and the
President to jointly designate any discretionary spend-
ing measure as an emergency requirement that does
not count under the limits on discretionary spending.
The BEA does not define emergency spending.

This budget proposes the establishment of a $5.8 bil-
lion contingent reserve for the emergency funding re-
quirements for disaster assistance. This amount is the
average annual emergency budget authority adjustment
made to the discretionary spending caps under the ex-
isting rule. It is proposed that this amount be appro-
priated to the President for the purposes of the disaster
relief activities of the Federal Emergency Management
Agency, the wildland firefighting activities of the De-
partments of Interior and Agriculture, the flood control
and emergency conservation activities of the Depart-
ment of Agriculture, the emergency highway activities
of the Department of Transportation, the disaster loan
program of the Small Business Administration, and the
flood control and coastal emergency activities of the
Corps of Engineers.

The regular budget request for each of those agencies
includes discretionary appropriations for these activities
at the higher of the 1997 enacted amount or the 10-
year average of nonemergency appropriations for each
of the disaster assistance programs.

The contingent reserve is an attempt to anticipate,
to the extent possible, the annual cost to the govern-
ment of sudden, urgent, and unforseen requirements
for natural and man-made disasters, and to avoid the
necessity of emergency supplemental appropriations.
These funds would be available for obligation only after
the President designates them as emergency require-
ments and not until 15 days after the President notifies
Congress of the designation. This built-in constraint
is designed to give the Executive Branch a mechanism
to respond to pressing disaster situations in a timely
fashion while allowing the Congress the time to con-
sider the proposal and take appropriate action. The
designated amount would be transferred to the appro-
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priate agency as needed. The appropriation language
and budget presentation for this proposal is shown in
the Funds Appropriated to the President chapter of
the Appendix. The current emergency provision should
be extended to cover emergency requirements that, in
an extraordinary year, could exceed even the contingent
amount.

Cap adjustment authority for savings initiatives.—
When the BEA was enacted in 1990, it authorized cap
adjustments, within specified limits, for each of the
years 1991 through 1995 in order to accommodate an-
nual appropriations for an Internal Revenue Service
compliance initiative. The cap adjustment was author-
ized because increases in revenue were expected to
more than offset the increase in discretionary spending.
This budget includes similar initiatives and cap adjust-
ment authority (see the ‘‘Discretionary Sequestration
Report’’). However, rather than enact specific cap in-
crease limits for specific purposes in the BEA, the Ad-
ministration proposes a rule, similar to the current
emergency requirements rule, that would allow the
Congress and the President to designate appropriations
as spending for savings initiatives and would require
OMB to adjust the limits on discretionary spending
(such as the previously enacted adjustments for con-
tinuing disability reviews). This would allow savings
initiatives to be identified and funded as the opportuni-
ties arise and without needing to amend the BEA, when
both the President and the Congress support the initia-
tive.

Amend the asset sale scoring rule.—A provision of
the BEA prohibits scoring the proceeds of asset sales
as offsets to discretionary spending or PAYGO legisla-
tion, even where there is general agreement that selling
the asset is good policy. The Credit Reform Act of 1990
effectively ended this practice for loan assets by scoring
them at their cost in present value terms. Thus, the
rule currently applies solely to the sale of real assets.
Repealing the rule could create a scoring incentive to
sell real assets at less than the long-term value to

the government, because the proceeds would be scored
in the year of the sale, but the loss in future income
to the government would be realized over a period of
many years. Therefore, the Administration proposes to
replace the current provision of law with a scoring rule
that would allow the sales proceeds to be scored, on
a cash basis, only if they exceed the present value cost
of continued ownership and operation.

Scoring capital asset acquisitions.—This Administra-
tion continues to work to improve planning and budget-
ing for the government’s capital assets, including build-
ings, information technology, and a wide variety of
equipment and other construction. These efforts are dis-
cussed in ‘‘Part II: Planning, Budgeting, and Acquisition
of Capital Assets,’’ of Chapter 6 of this volume. One
of the principles stressed is full funding: budget author-
ity sufficient to complete a useful segment of a capital
project (or the entire project, if it is not divisible into
useful segments) must be appropriated before any obli-
gations for the useful segment (or project) may be in-
curred. In order to enforce this principle, the Adminis-
tration proposes a new BEA scoring rule that would
require an appropriations act to be scored for the esti-
mated total budget authority necessary to complete a
useful segment, even if the act actually provides only
partial funding for a useful segment. The proposed rule
is discussed in more detail in the Appendix to Part
II of Chapter 6.

Mechanism to ensure balance in 2002.—The budget
includes a mechanism to ensure that the President’s
plan reaches balance in 2002 under OMB or CBO as-
sumptions. If OMB’s assumptions prove correct, as the
Administration expects, then the mechanism would not
take effect. If, however, CBO proves correct—and the
President and Congress cannot agree on how to close
the gap through expedited procedures—then most of
the President’s tax cuts would sunset, and discretionary
budget authority and identified entitlement programs
would face an across-the-board limit.
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14. REVIEW OF DIRECT SPENDING AND RECEIPTS

Introduction

The Budget Enforcement Act of 1990 established caps
to control discretionary spending and a pay-as-you-go
requirement to control legislative changes to mandatory
programs and revenues. It did not, however, control
the growth of mandatory spending resulting from eco-
nomic and technical factors. In August 1993, the Presi-
dent established procedures to control this growth in
mandatory spending by issuing Executive Order 12857.
The Order set targets on the level of mandatory spend-
ing, excluding deposit insurance and net interest, for
1994 through 1997. The Order also specified actions
to be taken if the targets had been exceeded. These
actions could have included specific revenue or direct
spending changes or reductions in the discretionary
caps. If the targets were exceeded, the savings to re-
move the excess in the prior, current, and/or budget
years were required over a six-year period covering the
current year through four years beyond the budget
year. The President also had the option of recommend-
ing breaching the targets because of economic condi-
tions or other specific reasons. This chapter presents
the final annual review of direct spending and receipts.
The Administration is proposing to control both discre-
tionary and mandatory spending through a joint budget
resolution (see Chapter 13, ‘‘Preview Report’’ in this
volume).

OMB issued an initial report to the Congress in Sep-
tember 1993 setting the mandatory targets for 1994

through 1997. The initial targets were based on the
economic and technical assumptions used in preparing
the congressional budget resolution for 1994. They were
consistent with the policies in the resolution as adjusted
by final Congressional action on the Omnibus Budget
Reconciliation Act of 1993 (OBRA 1993). The targets
were revised in the 1995, 1996, and 1997 Budgets.
Under the Order, no further adjustments are required.

Comparison of Mandatory Targets and Outlays
under Current Law

Table 14–1 shows the major changes from the 1997
Budget in estimated outlays for mandatory programs
in existing law that are covered by the target. Over
the two year period, current law estimates have de-
clined by $37.8 billion. Most of this difference is the
result of reestimates for Medicaid, Medicare and credit
liquidating accounts. In addition, outlays decreased for
a redefinition of the budgetary component of the Uni-
versal Service Fund and changed for timing shifts in
spectrum auction receipts. Table 14–2 shows the bene-
ficiary assumptions of major benefit programs.

As Table 14–1 shows, estimates of spending for pro-
grams covered by the targets were $46.7 below in 1996
and are projected to be $63.3 billion below the target
in 1997. Since current law spending is projected to be
below the targets, a special message to reduce direct
spending is not required.

Table 14–1. MANDATORY TARGETS AND SUMMARY OF
CHANGES TO CURRENT LAW OUTLAYS

(In billions of dollars)

1996 1997 1996–97

Mandatory targets as of March 1996 ..................................... 840.0 908.5

Changes to outlays under current laws

Outlays under current laws as of March 1996 ...................... 808.6 867.7

Changes since March 1996:
Medicaid .............................................................................. –2.9 –3.8 –6.7
Universal service fund ........................................................ –3.3 –3.3 –6.6
Credit liquidating accounts ................................................. –4.1 –2.3 –6.3
Medicare .............................................................................. –3.4 –1.6 –5.0
Spectrum auctions .............................................................. 3.9 –6.4 –2.5
Other ................................................................................... –5.5 –5.2 –10.7

Total adjustments ........................................................... –15.3 –22.5 –37.8

Outlays under current laws as of February 1997 .................. 793.3 845.2
Amount over (+) or under (–) the current target ................... –46.7 –63.3 –110.0

Memorandum:
Initial mandatory targets (Executive Order 12857) ............ 823.7 887.7
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Table 14–2. BENEFICIARIES ESTIMATES FOR MAJOR BENEFIT PROGRAMS
(Annual average, in thousands)

1996 1997 1998 1999 2000 2001 2002

Family education loans ...................................................................... 3,221 3,080 2,928 2,681 2,610 2,710 2,812
Direct education loans ....................................................................... 1,731 2,194 2,644 3,140 3,447 3,574 3,702
Foster care and adoption assistance ................................................ 390 417 445 475 508 540 572
Medicaid 1 ........................................................................................... 34,152 34,495 34,996 35,547 36,100 36,633 37,207
Medicare:

Hospital insurance ......................................................................... 37,675 38,117 38,561 39,025 39,523 40,022 40,531
Supplementary medical insurance ................................................ 35,978 36,481 36,906 37,327 37,751 38,181 38,601

Railroad retirement ............................................................................. 775 754 731 708 685 663 641
Federal civil service retirement .......................................................... 2,322 2,350 2,380 2,407 2,429 2,446 2,468
Military retirement ............................................................................... 1,836 1,864 1,891 1,916 1,934 1,949 1,961
Unemployment insurance .................................................................. 8,270 8,350 8,820 9,300 9,430 9,510 9,510
Food stamps ...................................................................................... 25,633 24,303 23,377 23,511 23,526 23,525 23,527
Child nutrition ..................................................................................... 28,199 28,646 29,059 29,484 29,902 30,808 30,700
Supplemental security income (SSI):

Aged ............................................................................................... 1,318 1,263 1,019 994 972 952 934
Blind/Disabled ................................................................................ 5,000 5,004 4,807 4,846 4,916 4,968 5,022

Subtotal, SSI .................................................................................. 6,318 6,267 5,826 5,840 5,888 5,920 5,956
Temporary assistance for needy families 2 ....................................... 4,389 * * * * * *
Child Care Entitlement to States ....................................................... NA 393 407 409 436 462 477
Earned income tax credit ................................................................... 14,528 14,777 15,012 15,299 15,483 15,692 15,898
Social Security (OASDI):

Old age and survivors insurance .................................................. 37,504 37,821 38,129 38,435 38,766 39,128 39,527
Disability insurance ........................................................................ 5,910 6,160 6,432 6,714 6,994 7,270 7,541

Veterans compensation ..................................................................... 2,549 2,571 2,589 2,606 2,619 2,632 2,645
Veterans pensions ............................................................................. 765 738 714 694 677 663 650

NA = Not Applicable.
1 Average number of enrolles during the year.
2 TANF replaced AFDC with a block grant giving States broad flexibility to design and run welfare programs. HHS has little information on which to base future estimates

of beneficiaries. The 1996 figure represents the AFDC caseload at the end of 1996.

Growth in Mandatory Programs

Table 14–3 shows outlays for mandatory and related
programs for the years 1996 through 2002. Under cur-
rent law, spending on mandatory programs including
net interest is projected to be $1,140.0 billion in 1998,
$59.3 billion more than the 1997 estimate of $1,080.7
billion. By 2002, spending for mandatory programs in-
cluding net interest is projected to reach $1,384.9 bil-
lion.

Spending on programs covered by the mandatory tar-
gets is projected to grow from $845.2 billion in 1997
to $1,139.2 billion in 2002, an annual average rate of
6.2 percent. In percentage terms, the areas of largest
growth are the health entitlements. More than half of
the growth is in Medicaid and Medicare. For additional
information on the trends in mandatory spending, see
Chapter 16 ‘‘Current Services Estimates’’ in this vol-
ume.

Table 14–3. OUTLAYS FOR MANDATORY AND RELATED PROGRAMS UNDER CURRENT LAW
(In billions of dollars)

1996
actual

Estimate Total
1997–20021997 1998 1999 2000 2001 2002

Human resources programs:
Education, training, employment, and social services:

Family education loans .................................................................................................. 3.0 0.3 2.4 2.2 2.1 2.2 2.3 11.5
Direct loans .................................................................................................................... 0.6 0.4 1.1 1.4 1.3 1.2 1.3 6.7
Social services. .............................................................................................................. 8.7 9.4 9.5 9.9 10.3 10.6 11.1 60.9
Other .............................................................................................................................. 1.6 0.4 –0.3 –0.5 –0.5 –0.5 –0.5 –2.0

Subtotal, education, training, employment, and social services .................................. 13.9 10.5 12.7 13.0 13.3 13.5 14.1 77.1
Health:

Medicaid ......................................................................................................................... 92.0 98.5 104.5 111.2 119.6 129.1 139.2 702.0
FEHB and other ............................................................................................................. 4.8 5.0 5.1 5.1 5.2 5.5 5.9 31.9

Subtotal, health .............................................................................................................. 96.8 103.5 109.6 116.3 124.8 134.6 145.1 734.0
Medicare:

Hospital insurance ......................................................................................................... 126.5 136.3 147.5 159.5 172.0 185.6 199.6 1000.5
Supplementary medical insurance ................................................................................ 67.2 74.9 82.5 91.1 100.0 109.7 120.6 578.9
Medicare premiums and collections .............................................................................. –22.4 –19.7 –21.3 –22.4 –23.3 –24.2 –25.2 –136.1

Subtotal, medicare ......................................................................................................... 171.3 191.6 208.6 228.2 248.8 271.1 295.1 1,443.3
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Table 14–3. OUTLAYS FOR MANDATORY AND RELATED PROGRAMS UNDER CURRENT LAW—Continued
(In billions of dollars)

1996
actual

Estimate Total
1997–20021997 1998 1999 2000 2001 2002

Income security:
General retirement and disability:

Railroad retirement .................................................................................................... 4.4 4.2 4.2 4.2 4.4 4.5 4.5 26.1
Other .......................................................................................................................... 0.5 .............. .............. –0.1 0.1 0.1 .............. 0.2

Subtotal, general retirement and disability ............................................................... 4.8 4.2 4.2 4.2 4.5 4.7 4.5 26.3

Federal employee retirement and disability:
Civilian employees retirement ................................................................................... 40.1 41.9 43.9 46.0 48.0 50.0 52.3 282.1
Military retirement ...................................................................................................... 28.8 30.1 31.3 32.4 33.5 34.5 35.5 197.3
Other .......................................................................................................................... –1.0 –0.9 –1.1 –0.9 –0.8 –0.8 –0.7 –5.4

Subtotal, Federal employees retirement and disability ............................................ 68.0 71.1 74.1 77.4 80.6 83.7 87.1 474.0

Unemployment compensation ....................................................................................... 22.6 22.8 24.7 26.1 27.4 28.5 29.6 159.0

Food and nutrition assistance:
Food stamps (incl. Puerto Rico) ............................................................................... 25.4 24.5 25.0 26.1 27.0 27.9 28.8 159.4
State child nutrition programs ................................................................................... 7.9 8.3 8.5 8.9 9.3 9.8 10.3 54.9
Other .......................................................................................................................... 0.4 0.5 0.4 0.4 0.4 0.4 0.4 2.6

Subtotal, food and nutrition assistance .................................................................... 33.7 33.2 33.9 35.4 36.7 38.1 39.5 216.9

Other income security:
Supplemental security income .................................................................................. 24.1 26.6 25.5 26.8 29.7 26.5 29.7 164.7
AFDC and temporary assistance for needy families ............................................... 16.7 18.8 19.7 20.2 20.1 20.1 20.1 119.0
Earned income tax credit .......................................................................................... 19.2 21.2 22.0 22.9 23.8 24.6 25.5 140.0
Other .......................................................................................................................... –1.1 –0.4 –0.3 –0.4 –0.4 –0.3 –0.4 –2.3

Subtotal, other income security ................................................................................ 58.9 66.1 66.8 69.5 73.2 70.9 75.0 421.5

Subtotal, income security .............................................................................................. 188.0 197.4 203.8 212.6 222.5 225.9 235.6 1,297.7
Social Security .................................................................................................................... 347.1 364.2 380.9 398.6 417.7 438.0 459.7 2459.2
Veterans’ benefits and services:

Compensation 1 .............................................................................................................. 14.2 16.2 16.7 17.3 19.1 17.0 18.8 105.1
Pensions ......................................................................................................................... 2.8 3.1 3.2 3.7 4.0 3.5 3.9 21.4
Other .............................................................................................................................. 1.8 1.3 2.1 2.6 2.5 2.5 2.5 13.5

Subtotal, veterans benefits and services ................................................................. 18.8 20.6 22.0 23.6 25.6 23.0 25.2 140.0

Subtotal, human resources programs .................................................................................... 835.8 887.8 937.7 992.3 1,052.6 1,106.1 1,174.8 6,151.3

Other programs included in the entitlement target:
Commodity Credit Corporation .......................................................................................... 4.6 7.8 9.9 9.5 9.0 7.8 7.6 51.6
Undistributed offsetting receipts:

Employer share, employee retirement .......................................................................... –33.5 –34.4 –35.3 –36.4 –38.1 –39.7 –41.7 –225.5
Rents and royalties on the Outer Continental Shelf .................................................... –3.7 –4.2 –4.4 –4.0 –3.9 –4.0 –4.3 –24.8
Spectrum auction ........................................................................................................... –0.3 –8.0 –9.4 –1.3 –0.3 –0.1 .............. –19.0
Other undistributed offsetting receipts .......................................................................... .............. .............. –4.3 .............. .............. .............. .............. –4.3

Subtotal, undistributed offsetting receipts ................................................................. –37.6 –46.5 –53.3 –41.7 –42.2 –43.8 –46.0 –273.6

Other functions ................................................................................................................... –9.6 –3.9 –0.4 –1.2 3.7 2.6 2.8 3.7

Subtotal, other programs included in the entitlement target ................................................ –42.5 –42.6 –43.8 –33.5 –29.5 –33.4 –35.6 –218.3

Subtotal, mandatory programs included in the entitlement target ........................................ 793.3 845.2 894.0 958.9 1,023.1 1,072.7 1,139.2 5,933.0

Deposit insurance ................................................................................................................... –8.4 –12.1 –3.9 –1.9 –1.3 –1.6 –1.5 –22.2
Net interest:

Interest on the public debt ................................................................................................. 344.0 356.7 365.2 370.9 371.9 374.1 375.9 2,214.7
Interest received on trust funds ......................................................................................... –97.4 –104.0 –108.1 –111.8 –114.4 –116.8 –120.1 –675.0
Other interest ...................................................................................................................... –5.5 –5.2 –7.2 –6.6 –7.3 –8.0 –8.7 –43.0

Subtotal net interest ...................................................................................................... 241.1 247.6 249.9 252.4 250.2 249.4 247.2 1,496.7

Total, outlays for mandatory and related programs .............................................................. 1,026.0 1,080.7 1,140.0 1,209.4 1,272.0 1,320.5 1,384.9 7,407.5
1 13 benefit payments are outlayed in 2000. Only 11 benefit payments are outlayed in 1996.
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Growth in Receipts

Baseline receipts are projected to be $1,573.8 billion
in 1998, $70.0 billion more than the 1997 estimate.
By 2002, baseline receipts are projected to reach
$1,901.6 billion. For additional information on the
trends in baseline receipts, see Chapter 16 ‘‘Current
Service Estimates’’ in this volume.

The Order requires a comparison between the current
level of receipts and the levels projected as of the date
of enactment of OBRA 93 (September 1993 Midsession).
As shown in Table 14–4, receipts are higher than the
September 1993 Midsession estimates in each year, by
amounts ranging from $46.2 billion to $61.2 billion.
These increases are the net effect of legislative, admin-
istrative and regulatory changes; revisions in economic
assumptions; and technical estimating revisions. Re-
vised economic assumptions have increased receipts in
each year, by amounts ranging from $29.0 billion to
$38.0 billion. These economic changes are primarily the
effect of higher wages and sales and corporate profits,
partially offset by the effects of lower interest rates.
Technical revisions, primarily reflecting collection expe-
rience, updated tabulations from tax returns, and revi-
sions in historical economic data, have increased re-
ceipts in each year. Regulatory and legislative changes
since September 1993 have also increased receipts in
each year.

Table 14–4. COMPARISON OF 1994 MIDSESSION (CBO
UPDATED) AND 1997 BUDGET BASELINE RECEIPTS

(In billions of dollars)

1996 1997 1998

1994 Midsession baseline estimate ............................ 1,402.9 1,457.6 1,512.6
Revised economic assumptions:

Individual income taxes ........................................... 10.2 9.2 17.0
Corporation income taxes ........................................ 19.9 17.4 18.4
Social insurance taxes and contributions ............... –0.6 3.6 4.9
Excise taxes ............................................................. 1.0 1.1 1.2
Estate and gift taxes ............................................... 0.2 0.2 0.2
Customs duties ........................................................ –0.1 0.3 0.7
Federal Reserve deposit of earnings ...................... 0.2 –2.8 –4.3
Other miscellaneous receipts .................................. .............. .............. ..............

Subtotal, economic assumptions ........................ 30.7 29.0 38.0

Technical revisions:
Individual income taxes ........................................... 11.1 6.8 6.9
Corporation income taxes ........................................ 19.3 22.6 30.2
Social insurance taxes and contributions ............... –7.7 –7.8 –11.6
Excise taxes ............................................................. –3.4 –6.4 –6.5
Estate and gift taxes ............................................... 2.2 1.6 1.8
Customs duties ........................................................ –2.0 –2.7 –2.4
Federal Reserve deposit of earnings ...................... 2.0 6.9 7.4
Other miscellaneous receipts .................................. –3.7 –3.8 –3.6

Subtotal technical revisions ................................. 17.6 17.2 22.2

Enacted legislation and Administration action ............ 1.9 0.1 1.0

Total changes ...................................................... 50.2 46.2 61.2
1998 Budget baseline estimate ................................... 1,453.1 1,503.8 1,573.8
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15. DEFICIT REDUCTION FUND

On August 4, 1993, the President issued Executive
Order 12858 to guarantee that the net deficit reduction
achieved by the Omnibus Budget Reconciliation Act
(OBRA) of 1993 is dedicated exclusively to reducing
the deficit. The order established the Deficit Reduction
Fund and requires that amounts equal to the spending
reductions and revenue increases resulting from OBRA
be credited to the Fund. The order also requires that
information about the fund, including statements of the
amounts in and Federal debt redeemed by the fund,
be included in the President’s budget. Table 15–1 pre-
sents the amounts that will be credited to the fund,
based on the final scoring of OBRA by OMB:

Table 15–1. REVENUE INCREASES AND SPENDING
REDUCTIONS CREDITED TO THE DEFICIT REDUCTION FUND

(In millons of dollars)

Fiscal Year Annual amount Cumulative
amount

1994 ................................................................................. 46,752 46,752
1995 ................................................................................. 82,713 129,465
1996 ................................................................................. 100,554 230,019
1997 ................................................................................. 128,898 358,917
1998 ................................................................................. 145,846 504,763

Each year, amounts are credited to the fund on a
daily basis equal to the net deficit reduction achieved
by OBRA. The order requires that the fund balances
be used exclusively to redeem maturing debt obligations
of the Treasury held by foreign governments. On Octo-
ber 1, 1993, amounts began to be credited to the fund.
Since then, the deposits made have been used for the
stated debt redemption purposes.

The status of the fund on December 31, 1996, was:

Table 15–2. STATUS OF THE DEFICIT REDUCTION FUND
(In millions of dollars)

Description Amount

Deposits made between October 1, 1993, and December 31, 1996 ...... 261,986
Redemptions of Treasury debt held by foreign governments between

October 1, 1993, and December 31, 1996 .......................................... 260,439
Fund balance as of December 31, 1996 .................................................. 1,547
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14. PREVIEW REPORT

The Budget Enforcement Act (BEA) of 1997, which
was enacted as part of the Balanced Budget Act (BBA)
of 1997, extended and modified the enforcement re-
quirements of the Budget Enforcement Act of 1990. The
BEA of 1997 established new limits, or ‘‘caps,’’ for dis-
cretionary spending through 2002. It also eliminated
existing pay-as-you-go balances and extended the re-
quirement that legislation affecting direct spending or
receipts not increase the deficit. An across-the-board
reduction of non-exempt spending, known as ‘‘seques-
tration,’’ enforces compliance with these constraints.
The BEA requires that OMB issue a report on the
impact of each piece of legislation seven days after en-
actment of a bill. Three additional reports throughout
the year are required on the overall status of discre-
tionary and pay-as-you-go legislation.

This Preview Report, the first of the three required
overall status reports, provides the status of discre-
tionary appropriations and pay-as-you-go legislation
based on laws enacted as of the end of the first session
of the 105th Congress. In addition, it explains the dif-
ferences between the OMB and CBO estimates of the
discretionary caps.

The OMB estimates use the economic and technical
assumptions underlying the President’s budget submis-
sion, as required by the BEA. The OMB 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
after the Preview Report.

Discretionary Sequestration Report

Discretionary programs are funded annually through
the appropriations process. The scorekeeping guidelines
accompanying the Budget Enforcement Act of 1990, as
amended by the Omnibus Budget and Reconciliation
Act of 1993, and by the Budget Enforcement Act of
1997, identify accounts with discretionary resources.
The BEA of 1997 limits budget authority and outlays
available for discretionary programs each year through
2002. For 1998 and 1999, the BEA of 1997 establishes
three separate categories of discretionary spending: de-
fense, non-defense (excluding violent crime reduction
spending), and violent crime reduction spending. For
2000, the law divides discretionary spending into two
categories: violent crime reduction spending and all
other discretionary spending. For 2001 and 2002, there
is a single category for all discretionary spending. OMB
monitors compliance with the discretionary spending
limits throughout the fiscal year. Appropriations that
cause a breach in the budget authority or outlay caps
trigger a sequester to eliminate that breach.

The Administration is proposing that the Congress
include in the 1999 Budget Resolution a total of $75.5
billion in 1999 for three deficit neutral ‘‘Reserve Fund’’
mechanisms for the: Research Fund for America, Envi-
ronmental Resources Fund for America, and Transpor-
tation Fund for America. This proposal is discussed
in the ‘‘Funds for America’’ section of this report.

Adjustments to discretionary limits.—The BEA per-
mits certain adjustments to the discretionary limits—
also known as caps. On November 24, 1997, the Office
of Management and Budget submitted the Final Se-
questration Report for 1998 required by the BEA. This
report described adjustments permitted by the BEA as
of the time the report was issued. The caps resulting
from these adjustments are the starting points for this
Preview Report. Included in this report are cap adjust-
ments for changes in concepts and definitions and esti-
mates of emergency spending, which the BEA permits
to be made at this time. Before enactment of the BEA
of 1997, section 251(b)(1) authorized adjustments for
changes in inflation estimates from those in the House
Conference Report on the 1994 Budget Resolution. The
BEA of 1997 no longer provides for such an adjustment.
Table 14–1 summarizes changes to the caps since 1990.

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 1998 appropriations bills included provisions
that modified mandatory programs. Since funding con-
trolled by appropriations action is considered discre-
tionary, the effects of these provisions are recorded as
adjustments to the caps.

After consultation with the Congress and the Con-
gressional Budget Office, OMB has also reclassified the
Corps of Engineers’ Formerly Utilized Sites Remedial
Action Program (FUSRAP) from the energy function
to the national defense function. The non-defense dis-
cretionary spending limits have been adjusted down-
ward, and the defense discretionary spending limits
have been adjusted upward to accommodate this classi-
fication change.

Another cap adjustment for changes in concepts and
definitions is for the redefinition of obligation limita-
tions for certain transportation programs as discre-
tionary budget authority. This conceptual change is ex-
plained in the ‘‘Transportation Obligation Limitations
Defined as Discretionary Budget Authority’’ section of
this report.

Table 14–2 shows the impact on the discretionary
spending limits of the adjustments being made in this
Preview Report.
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Table 14–1. HISTORICAL SUMMARY OF CHANGES TO DISCRETIONARY SPENDING LIMITS
(In billions of dollars)

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

TOTAL DISCRETIONARY

Statutory Caps as set in OBRA 1990 and OBRA 1993 ........... BA 491.7 503.4 511.5 510.8 517.7 519.1 528.1 530.6 N/A N/A N/A N/A
OL 514.4 524.9 534.0 534.8 540.8 547.3 547.3 547.9 N/A N/A N/A N/A

Adjustments for changes in concepts and definiitions ............... BA .......... 7.7 8.2 8.2 8.8 –0.6 –0.4 3.1 N/A N/A N/A N/A
OL .......... 1.0 2.4 2.3 3.0 –0.5 –2.6 –2.8 N/A N/A N/A N/A

Adjustments for changes in inflation .......................................... BA .......... –0.5 –5.1 –9.5 –11.8 3.0 2.6 * N/A N/A N/A N/A
OL .......... –0.3 –2.5 –5.8 –8.8 1.8 2.3 0.9 N/A N/A N/A N/A

Adjustments for credit reestimates, IRS funding, debt forgive-
ness, IMF, and CDRs ............................................................. BA 0.2 0.2 13.0 0.6 0.7 0.1 0.2 0.1 N/A N/A N/A N/A

OL 0.3 0.3 0.8 0.8 0.9 0.1 0.3 0.1 N/A N/A N/A N/A
Adjustments for emergency requirements .................................. BA 0.9 8.3 4.6 12.2 7.7 5.1 1.6 .......... N/A N/A N/A N/A

OL 1.1 1.8 5.4 9.0 10.1 6.4 5.4 1.7 N/A N/A N/A N/A
Adjustment pursuant to Sec. 2003 of P.L. 104–19 1 ................. BA .......... .......... .......... .......... –15.0 –0.1 –0.1 .......... N/A N/A N/A N/A

OL .......... .......... .......... .......... –1.1 –3.5 –2.4 –1.5 N/A N/A N/A N/A
Adjustments for special allowances:

Discretionary new budget authority ........................................ BA .......... 3.5 2.9 2.9 2.9 .......... .......... .......... N/A N/A N/A N/A
OL .......... 1.4 2.2 2.6 2.7 1.1 0.5 0.1 N/A N/A N/A N/A

Outlay allowance ..................................................................... BA .......... .......... .......... .......... .......... .......... .......... .......... N/A N/A N/A N/A
OL 2.6 1.7 0.5 1.0 .......... .......... .......... .......... N/A N/A N/A N/A

Subtotal, adjustments excluding Desert Shield/Desert
Storm .............................................................................. BA 1.1 19.2 23.6 14.3 –6.7 7.5 4.0 3.1 N/A N/A N/A N/A

OL 3.9 5.9 8.8 10.0 6.8 5.5 3.7 –1.5 N/A N/A N/A N/A
Adjustments for Operation Desert Shield/Desert Storm ............ BA 44.2 14.0 0.6 * * .......... .......... .......... N/A N/A N/A N/A

OL 33.3 14.9 7.6 2.8 1.1 .......... .......... .......... N/A N/A N/A N/A

Total adjustments ........................................................................ BA 45.4 33.2 24.2 14.3 –6.7 7.5 4.0 3.1 N/A N/A N/A N/A
OL 37.2 20.8 16.4 12.8 7.8 5.5 3.7 –1.5 N/A N/A N/A N/A

Spending limits as of 2/6/97 2 ..................................................... BA 537.1 536.6 535.7 525.1 511.0 526.7 532.0 533.8 N/A N/A N/A N/A
OL 551.6 545.7 550.4 547.6 548.6 552.7 551.0 546.4 N/A N/A N/A N/A

Adjustment to reach discretionary spending limits included in
the 1997 Bipartisan Budget Agreement ................................. BA N/A N/A N/A N/A N/A N/A N/A –6.9 N/A N/A N/A N/A

OL N/A N/A N/A N/A N/A N/A N/A 6.9 N/A N/A N/A N/A
Statutory Caps as set in 1997 Bipartisan Budget Agreement 3 BA N/A N/A N/A N/A N/A N/A N/A 526.9 533.0 537.2 542.0 551.1

OL N/A N/A N/A N/A N/A N/A N/A 553.3 559.3 564.3 564.4 560.8
Adjustments for changes in concepts and definitions ........... BA N/A N/A N/A N/A N/A N/A N/A .......... 28.1 28.7 29.3 29.9

OL N/A N/A N/A N/A N/A N/A N/A .......... –0.3 –0.4 –0.5 –0.5
Adjustments for emergency requirements .............................. BA N/A N/A N/A N/A N/A N/A 7.7 0.3 .......... .......... .......... ..............

OL N/A N/A N/A N/A N/A N/A 2.7 2.6 1.8 0.8 0.1 *
Adjustments for CDRs, Arrearages, EITC ............................. BA N/A N/A N/A N/A N/A N/A .......... 0.9 .......... .......... .......... ..............

OL N/A N/A N/A N/A N/A N/A .......... 0.5 0.1 0.1 0.1 0.1
Adjustments for special allowances:

Outlays ................................................................................ BA N/A N/A N/A N/A N/A N/A .......... .......... .......... .......... .......... ..............
OL N/A N/A N/A N/A N/A N/A .......... 1.2 .......... .......... .......... ..............

Preview Report spending limits 3 ................................................ BA 537.1 536.6 535.7 525.1 511.0 526.7 539.7 528.0 561.1 565.9 571.3 581.0
OL 551.6 545.7 550.4 547.6 548.6 552.7 553.7 557.6 560.9 564.7 564.1 560.3

* Less than $50 million.
1P.L. 104–19, Emergency Supplemental Appropriations for Additional Disaster Assistance, for Anti-Terrorism Initiatives, for Assistance in the Recovery from the Tragedy that Occurred at Oklahoma City, and Rescissions Act,

1995, was signed into law on July 27, 1995. Section 2003 of that bill directed the Director of OMB to make a downward adjustment in the discretionary spending limits for 1995–1998 by the aggregate amount of the estimated
reductions in new budget authority and outlays for discretionary programs resulting from the provisions of the bill, other than emergency appropriations.

2 Reflects combined General Purpose Discretionary and Violent Crime Reduction spending limits.
3 Reflects combined Defense Discretionary, Non-defense Discretionary (Excluding Crime), and Violent Crime Reduction spending limits.
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Table 14–2. DISCRETIONARY SPENDING LIMITS
(In millions of dollars)

1998 1999 2000 2001 2002

NON-DEFENSE DISCRETIONARY SPENDING, EXCLUDING VIOLENT CRIME
REDUCTION SPENDING 1

End-of Session Sequestration Report Non-Defense Discretionary
Spending Limits (Excluding Violent Crime Reduction) .................................................. BA 253,500 255,699 257,326 255,785 256,964

OL 285,680 289,678 290,527 287,914 283,249
Adjustments:

Changes in Concepts and Definitions:
Statutory and Other Shifts Between Categories ....................................................... BA .................. –249 –270 –283 –293

OL .................. –333 –470 –552 –591
Conversion of Discretionary Transportation Department Obligation

Limitations to Discretionary Budget Authority 2 ......................................................... BA (27,732) 28,287 28,881 29,516 30,165
OL .................. .................. .................. .................. ..................

Contingent Emergency Appropriations Released .......................................................... BA 6 .................. .................. .................. ..................
OL 6 .................. .................. .................. ..................

Reestimate of Multilateral Development Bank (MDB) Arrears ..................................... BA .................. .................. .................. .................. ..................
OL .................. –48 .................. .................. ..................

Subtotal, Adjustments for the Preview Report .......................................................... BA 6 28,038 28,611 29,233 29,872
OL 6 –381 –470 –552 –591

Preview Report Non-Defense Discretionary Spending Limits (Excluding Violent Crime
Reduction) ....................................................................................................................... BA 253,506 283,737 285,937 285,018 286,836

OL 285,686 289,297 290,057 287,362 282,658

Anticipated Other Adjustments:
Line Item Veto Cancellations ......................................................................................... BA –49 –1 –1 –1 ..................

OL –19 –22 –5 –4 –2
Budget Proposals:

Repeal of Sec. 642 of the 1998 Treasury and General Government Appropriations
bill (CSRS/FERS ‘‘Open Season’’) ............................................................................ BA .................. 110 125 133 140

OL .................. 110 125 133 140
Contingent Emergency Spending Contained in the 1999 Budget ................................ BA .................. (2,660) .................. .................. ..................

OL .................. .................. .................. .................. ..................
EITC Tax Compliance Initiative ..................................................................................... BA .................. 143 144 145 146

OL .................. 143 144 145 146
Continuing Disability Reviews (CDRs) ........................................................................... BA .................. 355 405 405 405

OL .................. 327 401 405 405
MDB Arrearage Payments ............................................................................................. BA .................. 502 .................. .................. ..................

OL .................. 35 51 70 86
Adoption Incentive Payments ......................................................................................... BA .................. 20 20 20 20

OL .................. 2 15 20 20
Supplemental Security Income (SSI) Non-disability Redeterminations of Eligibility .... BA .................. 50 .................. .................. ..................

OL .................. 46 4 .................. ..................
Transfer within NDD to Funds for America:

Research Fund for America 2 .................................................................................... BA (–27,907) –27,054 –26,026 –26,335 –23,080
OL (–26,439) –23,780 –24,554 –25,099 –21,586

Environmental Resources Fund for America 2 .......................................................... BA (–6,647) –5,897 –5,608 –5,644 –5,582
OL (–5,301) –4,725 –5,735 –5,807 –5,671

Transportation Fund for America 2 ............................................................................ BA (–36,140) –36,739 –35,620 –36,139 –36,671
OL (–33,499) –34,819 –34,290 –35,093 –35,940

Emergency Discretionary Funding from Designated Offsets ........................................ BA .................. 2,424 .................. .................. ..................
OL .................. 2,424 .................. .................. ..................

Subtotal, Budget Proposals ................................................................................... BA –49 –66,087 –66,561 –67,416 –64,622
OL –19 –60,259 –63,844 –65,230 –62,402

Preview Report Non-defense Discretionary Spending (Excluding Violent Crime
Reduction), Including Further Adjustments .............................................................. BA 253,457 217,650 219,376 217,602 222,214

OL 285,667 229,038 226,213 222,132 220,256

VIOLENT CRIME REDUCTION SPENDING 1

End-of Session Sequestration Report Violent Crime Reduction Spending Limits ........... BA 5,500 5,800 4,500 4,400 4,500
OL 4,833 4,953 5,554 5,981 4,530

Adjustments:
No Adjustments .............................................................................................................. BA .................. .................. .................. .................. ..................

OL .................. .................. .................. .................. ..................
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Table 14–2. DISCRETIONARY SPENDING LIMITS—Continued
(In millions of dollars)

1998 1999 2000 2001 2002

Preview Report Violent Crime Reduction Spending Limits ........................................ BA 5,500 5,800 4,500 4,400 4,500
OL 4,833 4,953 5,554 5,981 4,530

DEFENSE DISCRETIONARY SPENDING 1

End-of Session Defense Discretionary Spending Limits ................................................... BA 269,000 271,500 275,367 281,847 289,610
OL 267,124 266,566 269,011 270,670 273,100

Adjustments:
Changes in Concepts and Definitions:

Statutory and Other Shifts Between Categories ....................................................... BA .................. 70 62 61 59
OL .................. 69 61 60 58

Subtotal, Adjustments for the Preview Report ..................................................... BA .................. 70 62 61 59
OL .................. 69 61 60 58

Preview Report Defense Discretionary Spending Limits ............................................ BA 269,000 271,570 275,429 281,908 289,669
OL 267,124 266,635 269,072 270,730 273,158

Anticipated Other Adjustments:
Line Item Veto Cancellations ......................................................................................... BA –431 .................. .................. .................. ..................

OL –95 –153 –94 –51 –18
Budget Proposals:

Repeal of Sec. 642 of the 1998 Treasury and General Government Appropriations
bill (CSRS/FERS ‘‘Open Season’’) ............................................................................ BA .................. 73 84 88 93

OL .................. 73 84 88 93

Subtotal, Anticipated Other Adjustments and Adjustments for 1999 Budget Pro-
posals ..................................................................................................................... BA –431 73 84 88 93

OL –95 –80 –10 37 75

Preview Report Defense Discretionary Spending Limits, Including Further
Adjustments .................................................................................................................. BA 268,569 271,643 275,513 281,996 289,762

OL 267,029 266,555 269,062 270,767 273,233

RESEARCH FUND FOR AMERICA

Research Fund for America Spending 2 ........................................................................ BA (27,907) 31,102 32,222 33,715 35,523
OL (26,439) 27,828 30,750 32,479 34,029

Designated Offsets .............................................................................................................. BA .................. –4,048 –6,196 –7,380 –12,443
OL .................. –4,048 –6,196 –7,380 –12,443

Transfer within NDD to Research Fund for America (non-add, included above) ............ BA (–27,907) (–27,054) (–26,026) (–26,335) (–23,080)
OL (–26,439) (–23,780) (–24,554) (–25,099) (–21,586)

Net Impact on Deficit/Surplus ............................................................................................. BA .................. .................. .................. .................. ..................
OL .................. .................. .................. .................. ..................

ENVIRONMENTAL RESOURCES FUND FOR AMERICA

Environmental Resources Fund for America Spending 2 ........................................... BA (6,722) 7,672 7,015 7,054 7,003
OL (5,376) 6,500 7,142 7,217 7,092

Designated Offsets .............................................................................................................. BA (–75) –1,775 –1,407 –1,410 –1,421
OL (–75) –1,775 –1,407 –1,410 –1,421

Transfer within NDD to Environmental Resources Fund for America (non-add, included
above) ............................................................................................................................. BA (–6,647) (–5,897) (–5,608) (–5,644) (–5,582)

OL (–5,301) (–4,725) (–5,735) (–5,807) (–5,671)
Net Impact on Deficit/Surplus ............................................................................................. BA .................. .................. .................. .................. ..................

OL .................. .................. .................. .................. ..................

TRANSPORTATION FUND FOR AMERICA

Transportation Fund for America Spending 2 ............................................................... BA (36,140) 36,739 37,320 37,839 38,371
OL (33,499) 34,819 35,990 36,793 37,640

Designated Offsets .............................................................................................................. BA .................. .................. –1,700 –1,700 –1,700
OL .................. .................. –1,700 –1,700 –1,700

Transfer within NDD to Transportation Fund for America (non-add, included above) .... BA (–36,140) (–36,739) (–35,620) (–36,139) (–36,671)
OL (–33,499) (–34,819) (–34,290) (–35,093) (–35,940)

Net Impact on Deficit/Surplus ............................................................................................. BA .................. .................. .................. .................. ..................
OL .................. .................. .................. .................. ..................
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Table 14–2. DISCRETIONARY SPENDING LIMITS—Continued
(In millions of dollars)

1998 1999 2000 2001 2002

TOTAL DISCRETIONARY SPENDING 1

Preview Report Total Discretionary Spending, Including Funds for America ......... BA 527,526 570,606 575,946 582,606 597,373
OL 557,529 569,693 574,711 575,369 576,780

Designated Offsets for:
Funds for America .......................................................................................................... BA .................. –5,823 –9,303 –10,490 –15,564

OL .................. –5,823 –9,303 –10,490 –15,564
Emergency Discretionary ................................................................................................ BA .................. –2,424 .................. .................. ..................

OL .................. –2,424 .................. .................. ..................
Proposed Adjustments ........................................................................................................ BA 480 –1,252 –777 –790 –804

OL 114 –561 –725 –806 –870
Preview Report Total Discretionary Spending Limits ........................................................ BA 528,006 561,107 565,866 571,326 581,005

OL 557,643 560,885 564,683 564,073 560,346

NOTE: Detail may not add to total due to rounding
1 Amounts in Table 14–2 are split by spending category for comparability purposes. The Balanced Budget Agreement of 1997 included: separate spending limits for Non-Defense Discretionary (Excluding

Violent Crime Reduction) Spending, Violent Crime Reduction spending limits for Discretionary (Excluding Violent Crime Reduction) Spending, Violent Crime Reduction Spending, and Defense Discretionary
Spending for 1998 and 1999; separate spending limits for Discretionary (Excluding Violent Crime Reduction) Spending and Violent Crime Reduction Spending for 2000; and, a single spending limit for Total
Discretionary Spending for 2001 and 2002.

2 1998 adjustment displayed for comparability purposes (non-add).

Adjustments to the Limits That Would be Made Under
Existing Adjustment Authority:

• Line Item Veto Cancellations.—Pursuant to Sec-
tion 1024(b) of the Line Item Veto Act, P.L.
104–130, the discretionary spending caps must be
reduced by the amount of any cancellation of dis-
cretionary budget authority and outlays that is
not disapproved by the Congress. The caps must
be adjusted in the sequester report following ten
calendar days (excluding Sundays) after the expi-
ration of the time period (30 days when the Con-
gress is in session) for expedited congressional
consideration of a bill to overturn a veto. The esti-
mates in Table 14–2 represents line item veto can-
cellation of items in the 1998 appropriations bills,
assuming that no disapproval bills are enacted
into law.

• Repeal of Sec. 642 of the 1998 Treasury and Gen-
eral Government Appropriations Act.—Section 642
provided for an ‘‘Open Season’’ in which Federal
employees could switch from the Civil Service Re-
tirement System (CSRS) to the Federal Employees
Retirement System (FERS). The budget proposes
to repeal the provision. (The provision was can-
celed under the Line Item Veto Act, but reinstated
by Court Order.) OMB estimates the provision
would result in reductions in receipts from em-
ployee contributions to the Civil Service Retire-
ment and Disability Fund (CSRDF). Because this
requirement was enacted in an appropriations act,
the provision results in a change to the discre-
tionary caps to reflect the loss of receipts. The
proposed repeal of the provision would eliminate
the reduction in the cap.

• Contingent Emergency Appropriations.—The budg-
et contains requests for appropriations for the
Federal Emergency Management Agency’s Disas-
ter relief program, Health and Human Services’
Low-Income Home Energy Assistance Program,
and the Agriculture Department’s Wildland fire-

fighting program. Language is included in the
budget requesting that the Congress designate
these appropriations as ‘‘emergency requirements.’’
The funds could only be obligated if the President
were to submit a subsequent formal budget re-
quest that included the President’s ‘‘emergency
designation;’’ hence, the name ‘‘contingent emer-
gency appropriation.’’

• Earned Income Tax Credit (EITC) Compliance Ini-
tiative.—The budget contains funding for EITC
compliance initiatives, including the detection and
enforcement of EITC eligibility in order to reduce
EITC overpayments. The 1998 Treasury and Gen-
eral Government bill provided $138 million for
this initiative.

• Continuing Disability Reviews.—The budget in-
cludes funding for additional continuing disability
reviews (CDRs) under the heading ‘‘Limitation on
Administrative Expenses’’ for the Social Security
Administration. CDRs are conducted to verify that
recipients of Social Security disability insurance
benefits and Supplemental Security Income bene-
fits for persons with disabilities continue to meet
the definition of disability. The 1998 Labor,
Health and Human Services, Education and Relat-
ed Agencies appropriations bill provided $290 mil-
lion for CDRs.

• Allowance for Multilateral Development Bank
International Arrearages funding.—The BBA lim-
ited the amount of the cap adjustment for funding
for arrearages for international organizations,
international peacekeeping, and multilateral de-
velopment banks to $1.884 billion for 1998
through 2000. A total of $460 million was provided
for international arrearage payments in the 1998
appropriations bills.

• Adoption Incentive Payments.—The Adoption and
Safe Families Act of 1997 authorizes bonus pay-
ments to States that increase the number of adop-
tions from the foster care system. It provides for
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a discretionary cap adjustment for appropriations
up to $20 million annually in each of the years
1999 through 2003. It is assumed that the cost
of adoption bonuses will be offset by reductions
in mandatory foster care costs.

Other Adjustments:
• Supplemental Security Income (SSI) Non-disability

Redeterminations of Eligibility.—The budget pro-
poses a cap adjustment of $50 million in 1999
only to conduct approximately 268,000 additional
non-disability redeterminations of eligibility in the
Supplemental Security Income program. This ef-
fort would result in estimated program savings
of $97 million in 1999 and $216 million from 1999
to 2003.

• Funds for America Proposals.—The budget in-
cludes funding for three new funds - the Research
Fund for America, the Environmental Resources
Fund for America and the Transportation Fund
for America. This proposal is discussed in more
detail in the ‘‘Budget Policy Reforms’’ section of
this report.

The actual adjustments to the discretionary spending
caps to be included in subsequent sequester reports
cannot be determined until all appropriations have been
enacted. Table 14-3 compares the President’s discre-
tionary proposals to the proposed caps for 1998 through
2002. The estimates for 1998 are based on BEA scoring
of enacted appropriations bills and have been adjusted
for a subsequent emergency release.

Table 14–3. BUDGET PROPOSALS
(in millions of dollars)

1998 1999 2000 2001 2002

Defense Discretionary Spending 1

Estimated Limits .................................................................................................................. BA 269,000 271,643 N/A N/A N/A
OL 267,124 266,555 N/A N/A N/A

President’s Proposals 2 ....................................................................................................... BA 268,491 271,643 N/A N/A N/A
OL 262,391 266,555 N/A N/A N/A

President’s Proposals Compared to the Limits ................................................................. BA –509 .................. N/A N/A N/A
OL –4,733 .................. N/A N/A N/A

Non-defense Discretionary Spending, Excluding Violent Crime Reduction
Spending 1

Estimated Limits .................................................................................................................. BA 253,506 217,650 N/A N/A N/A
OL 285,686 229,038 N/A N/A N/A

President’s Proposals 2 ....................................................................................................... BA 252,124 217,650 N/A N/A N/A
OL 284,833 225,582 N/A N/A N/A

President’s Proposals Compared to the Limits ................................................................. BA –1,382 .................. N/A N/A N/A
OL –853 –3,456 N/A N/A N/A

Research Fund for America

Research Fund for America Spending 3 ............................................................................ BA (27,907) 31,102 32,222 33,715 35,523
OL (26,439) 27,828 30,750 32,479 34,029

Designated Offsets (non-add) ............................................................................................. BA .................. (–4,048) (–6,196) (–7,380) (–12,443)
OL .................. (–4,048) (–6,196) (–7,380) (–12,443)

Transfer within NDD to Research Fund for America (non-add) ....................................... BA (–27,907) (–27,054 (–26,026) (–26,335) (–23,080)
OL (–26,439) (–23,780) (–24,554) (–25,099) (–21,586)

Net Impact on Deficit/Surplus ............................................................................................. BA .................. .................. .................. .................. ..................
OL .................. .................. .................. .................. ..................

Environmental Resources Fund for America

Environmental Resources Fund for America Spending 3 .................................................. BA (6,722) 7,672 7,015 7,054 7,003
OL (5,376) 6,500 7,142 7,217 7,092

Designated Offsets (non-add) ............................................................................................. BA (–75) (–1,775) (–1,407) (–1,410) (–1,421)
OL (–75) (–1,775) (–1,407) (–1,410) (–1,421)

Transfer within NDD to Environmental Resources Fund for America (non-add) ............. BA (–6,647) (–5,897) (–5,608) (–5,644) (–5,582)
OL (–5,301) (–4,725) (–5,735) (–5,807) (–5,671)

Net Impact on Deficit/Surplus ............................................................................................. BA .................. .................. .................. .................. ..................
OL .................. .................. .................. .................. ..................

Transportation Fund for America

Transportation Fund for America Spending 3 ..................................................................... BA (36,140) 36,739 37,320 37,839 38,371
OL (33,499) 34,819 35,990 36,793 37,640

Designated Offsets (non-add) ............................................................................................. BA .................. .................. (–1,700) (–1,700) (–1,700)
OL .................. .................. (–1,700) (–1,700) (–1,700)

Transfer within NDD to Transportation Fund for America (non-add) ............................... BA (–36,140) (–36,739) (–35,620) (–36,139) (–36,671)
OL (–33,499) (–34,819) (–34,290) (–35,093) (–35,940)

Net Impact on Deficit/Surplus ............................................................................................. BA .................. .................. .................. .................. ..................
OL .................. .................. .................. .................. ..................
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Table 14–3. BUDGET PROPOSALS—Continued
(in millions of dollars)

1998 1999 2000 2001 2002

Violent Crime Reduction Spending 1

Estimated Limits .................................................................................................................. BA 5,500 5,800 4,500 N/A N/A
OL 4,833 4,953 5,554 N/A N/A

President’s Proposals ......................................................................................................... BA 5,500 5,800 4,500 N/A N/A
OL 4,833 4,953 4,895 N/A N/A

President’s Proposals Compared to the Limits ................................................................. BA .................. .................. .................. N/A N/A
OL .................. .................. –659 N/A N/A

Discretionary Spending, Excluding Violent Crime Reduction Spending 1

Estimated Limits .................................................................................................................. BA N/A N/A 494,889 N/A N/A
OL N/A N/A 495,275 N/A N/A

President’s Proposals ......................................................................................................... BA N/A N/A 493,981 N/A N/A
OL N/A N/A 495,062 N/A N/A

President’s Proposals Compared to the Limits ................................................................. BA N/A N/A –908 N/A N/A
OL N/A N/A –213 N/A N/A

Total Discretionary Spending, Excluding Funds for America 1

Estimated Limits .................................................................................................................. BA N/A N/A N/A 503,998 516,476
OL N/A N/A N/A 498,880 498,019

President’s Proposals ......................................................................................................... BA N/A N/A N/A 503,878 507,683
OL N/A N/A N/A 498,658 498,019

President’s Proposals Compared to the Limits ................................................................. BA N/A N/A N/A –120 –8,793
OL N/A N/A N/A –222 ..................

Total Discretionary Spending—All Categories

Estimated Limits Plus Funds for America Spending ......................................................... BA 528,006 570,606 575,946 582,606 597,373
OL 557,643 569,693 574,711 575,369 576,780

President’s Proposals 4 ....................................................................................................... BA 526,115 570,606 575,038 582,486 588,580
OL 552,057 566,237 573,839 575,147 576,780

President’s Proposals Compared to the Limits Plus Funds for America Spending ........ BA –1,891 .................. –908 –120 –8,793
OL –5,586 –3,456 –872 –222 ..................

MEMORANDUM:

Total Non-defense Discretionary Spending
Estimated Limits Plus Funds for America Spending ......................................................... BA 259,006 298,963 298,989 297,820 309,283

OL 290,519 303,138 305,008 304,599 303,646
President’s Proposals ......................................................................................................... BA 257,624 298,963 298,081 297,700 300,490

OL 289,666 299,682 304,136 304,377 303,646
President’s Proposals Compared to the Limits Plus Funds for America Spending ........ BA –1,382 .................. –908 –120 –8,793

OL –853 –3,456 –872 –222 ..................
1 The Balanced Budget Agreement of 1997 included: Separate spending limits for Non-defense Discretionary (Excluding Violent Crime Reduction) Spending, Violent Crime Reduction Spending, and Defense

Discretionary Spending for 1998 and 1999; separate spending limits for Discretionary (Excluding Violent Crime Reduction) Spending, Violent Crime Reduction Spending, and Defense Discretionary Spending for
1998 and 1999; separate spending limits for Discretionary (Excluding Violent Crime Reduction) Spending and Violent Crime Reduction spending for 2000; and a single spending limit for total discretionary
spending in 2001 and 2002.

2 Includes $3,250 million in budget authority and outlays as an allowance for emergencies, including unforeseen defense and non-defense costs, natural disasters, and unanticipated non-emergency
expenses of the year 2000 computer conversion.

3 1998 adjustment displayed for comparability purposes (non-add).
4 1999 budget authority and outlays exclude mandatory offsets of $2,424 thousand.

Sequester determinations.—Seven days after enact-
ment of an appropriations act, OMB 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 economic and technical assumptions used in the
most recent President’s budget. In addition, the report
must include CBO estimates and explain the differences
between the OMB and CBO estimates. The OMB esti-
mates are used in all subsequent calculations to deter-
mine whether a breach of any of the budget authority
or outlay caps has occurred and whether a sequester
is required.

Compliance with the discretionary caps is monitored
throughout the year. The first determination of whether
a sequester is necessary for a given fiscal year occurs
when OMB issues its Final Sequestration Report after
Congress adjourns to end a session—near the beginning
of the fiscal year. The monitoring process continues
when Congress reconvenes for a new session. Appro-
priations for the fiscal year in progress that cause a
breach in the caps would, if enacted before July 1st,
trigger a sequester. If such a breach is estimated, a
‘‘within-session’’ sequestration report and Presidential
sequestration order would be issued. For a breach that
results from appropriations enacted on or after July
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1st, reductions necessary to eliminate the breach are
not applied to the budgetary resources available in the
current year. Instead, 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.

OMB reported in its Final Sequestration Report to
the President and the Congress that discretionary ap-
propriations enacted for 1998 were within the pre-
scribed spending limits.

Sequester calculations.—If either the discretionary
budget authority or outlay caps are exceeded, an across-
the-board reduction of sequestrable budgetary resources
is required to eliminate the breach. The percentage re-
duction for certain special-rule programs is limited to
two percent. Once this limit is reached, the uniform
percentage reduction for all other discretionary
sequestrable resources is increased to a level sufficient
to achieve the required reduction. If both the budget
authority and outlay caps are exceeded, a sequester
would first be calculated to eliminate the budget au-
thority breach. If estimated outlays remain above the
cap, after applying the available outlay allowance, fur-
ther reductions in budgetary resources to eliminate the
outlay breach would be required.

Comparison between OMB and CBO discretionary
limits.—Section 254(d)(5) of the BEA requires an expla-
nation of differences between OMB and CBO estimates
for the discretionary spending limits. Table 14–4 com-
pares OMB and CBO limits for 1998 through 2002.
This table excludes Presidential proposals.

CBO and OMB also differed in their estimates of
the effect of discretionary changes made to mandatory
accounts in 1998 appropriations bills, and thus, the
effect of those changes in the 1999 discretionary spend-
ing caps. The largest difference in this category is due
to the difference between OMB and CBO scoring for
the CSRS/FERS ‘‘open season’’ provision that was con-
tained in the 1998 Treasury and General Government
appropriations bill.

In addition, CBO did not include the functional re-
classification of the FUSRAP program in their report.
CBO has indicated that it will make this adjustment
at a later date. Finally, CBO did not make an adjust-
ment for the conversion of Transportation Department
obligation limitations to discretionary budget authority.
OMB adjusted the 1999 through 2002 caps upward for
this conceptual change.

Pay-As-You-Go Sequestration Report

This section of the Preview Report discusses the en-
forcement procedures that apply to direct spending and

receipts. The BEA defines direct spending as budget
authority provided by law other than appropriations
acts, entitlement authority, and the food stamp pro-
gram. Social Security and the Postal Service are not
subject to pay-as-you-go enforcement. Legislation spe-
cifically designated as an emergency requirement and
legislation fully funding the Government’s commitment
to protect insured deposits are also exempt from pay-
as-you-go enforcement.

The BEA of 1997 requires that direct spending and
receipts legislation should not increase the deficit in
the current year, the budget year, and the following
four fiscal years. If legislation does increase the deficit
for the budget year, and if it is not fully offset by
other legislative savings, the increase must be offset
by sequestration of non-exempt direct spending pro-
grams. For this Preview Report, the pay-as-you-go cal-
culation to determine if a sequester is required for FY
1999 also includes the FY 1998 deficit impacts of legis-
lation for which the pay-as-you-go report was issued
after OMB’s Final Sequester Report was issued in No-
vember.

Sequester determinations.—Within seven days after
enactment of direct spending or receipts legislation,
OMB is required to submit a report to Congress esti-
mating the change in outlays or receipts for each fiscal
year through 2003 resulting from that legislation. The
estimates must use the economic and technical assump-
tions underlying the most recent President’s budget.
These OMB estimates are used to determine 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, if any. This Report
shows how these past actions affect the upcoming fiscal
year.

As of December 31, 1997, OMB had issued 437 re-
ports on legislation affecting direct spending and re-
ceipts. Most of these (82 percent) either had no effect
on the deficit or changed it by less than $10 million
in each year. Less than ten percent of the pay-as-you-
go legislation had a deficit impact greater than $50
million in any one year.

Table 14–5 shows OMB and CBO estimates for legis-
lation enacted through December 16, 1997. The sum
of the 1998 impact of pay-as-you-go legislation scored
after OMB’s Final Sequester Report and the 1999 im-
pact of all legislation enacted since the balances were
eliminated is savings of $142 million. Therefore, no se-
quester is projected at this time.
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Table 14–4. COMPARISON OF OMB AND CBO DISCRETIONARY SPENDING LIMITS
(In millions of dollars)

1998 1999 2000 2001 2002

Non-defense Discretionary, Excluding Violent Crime
Reduction

CBO Preview Report limits:
BA ................................................................................................... 253,506 255,704 N/A N/A N/A
OL ................................................................................................... 285,686 289,594 N/A N/A N/A

OMB Preview Report limits:
BA ................................................................................................... 253,506 283,737 N/A N/A N/A
OL ................................................................................................... 285,686 289,297 N/A N/A N/A

Difference:
BA ................................................................................................... ................ 28,033 N/A N/A N/A
OL ................................................................................................... ................ –297 N/A N/A N/A

Violent Crime Reduction
CBO Preview Report limits:

BA ................................................................................................... 5,500 5,800 4,500 N/A N/A
OL ................................................................................................... 4,833 4,953 5,554 N/A N/A

OMB Preview Report limits:
BA ................................................................................................... 5,500 5,800 4,500 N/A N/A
OL ................................................................................................... 4,833 4,953 5,554 N/A N/A

Difference:
BA ................................................................................................... ................ ................ ................ N/A N/A
OL ................................................................................................... ................ ................ ................ N/A N/A

Defense Discretionary
CBO Preview Report limits:

BA ................................................................................................... 269,000 271,502 N/A N/A N/A
OL ................................................................................................... 267,124 266,568 N/A N/A N/A

OMB Preview Report limits:
BA ................................................................................................... 269,000 271,570 N/A N/A N/A
OL ................................................................................................... 267,124 266,635 N/A N/A N/A

Difference:
BA ................................................................................................... ................ 68 N/A N/A N/A
OL ................................................................................................... ................ 67 N/A N/A N/A

Discretionary Spending, Excluding Violent Crime Reduction
Spending

CBO Preview Report limits:
BA ................................................................................................... N/A N/A 532,656 N/A N/A
OL ................................................................................................... N/A N/A 559,240 N/A N/A

OMB Preview Report limits:
BA ................................................................................................... N/A N/A 561,366 N/A N/A
OL ................................................................................................... N/A N/A 559,129 N/A N/A

Difference:
BA ................................................................................................... N/A N/A 28,710 N/A N/A
OL ................................................................................................... N/A N/A –111 N/A N/A

Total Discretionary Spending
CBO Preview Report limits:

BA ................................................................................................... 528,006 533,006 537,156 541,989 551,023
OL ................................................................................................... 557,643 561,115 564,794 564,198 560,479

OMB Preview Report limits:
BA ................................................................................................... 528,006 561,107 565,866 571,326 581,005
OL ................................................................................................... 557,643 560,885 564,683 564,073 560,346

Difference:
BA ................................................................................................... ................ 28,101 28,710 29,337 29,982
OL ................................................................................................... ................ –230 –111 –125 –133
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Table 14–5. DEFICIT IMPACT OF PAY-AS-YOU-GO LEGISLATION ENACTED AS OF DECEMBER 16, 1997
(In millions of dollars)

Report
Number Act Number Act Title 1998 1999 2000 2001 2002 2003

Legislation enacted in the 1st session—105th Congress (reflected in Final Sequester Report):
Enacted after the BBA and included in Final Sequester Report:

OMB estimate ............................................................................................................ (–11) 6 6 3 1 NA
CBO estimate ............................................................................................................ (–7) 41 43 40 39 NA

Legislation enacted in the 1st session—Reports issued after 11/21/97 (not reflected in Final Report):
417 P.L. 105–85 National Defense Authorization Act for Fiscal Year 1998:

H.R. 1119 OMB estimate ............................................................................................................ –156 3 10 15 –4 –24
CBO estimate ............................................................................................................ –159 9 17 19 –13 –35

418 P.L. 105–89 Adoption and Safe Families Act of 1997:
H.R. 867 OMB estimate ............................................................................................................ –1 ............. 3 11 40 76

CBO estimate ............................................................................................................ –1 ............. ............. ............. ............. 7
419 P.L. 105–92 Savings are Vital to Everyone’s Retirement (SAVER) Act of 1997:

H.R. 1377 OMB estimate ............................................................................................................ ............. ............. ............. ............. ............. .............
CBO estimate ............................................................................................................ ............. ............. ............. ............. ............. .............

420 P.L. 105–96 Asian Elephant Conservation Act of 1997:
H.R. 1787 OMB estimate ............................................................................................................ ............. * * * * *

CBO estimate ............................................................................................................ ............. ............. ............. ............. ............. .............
421 P.L. 105–98 Veterans’ Compensation Rate Amendments of 1997:

H.R. 2367 OMB estimate ............................................................................................................ ............. ............. ............. ............. ............. .............
CBO estimate ............................................................................................................ ............. ............. ............. ............. ............. .............

422 P.L. 105–101 Veterans’ Cemetery Protection Act of 1997:
S. 813 OMB estimate ............................................................................................................ * * * * * *

CBO estimate ............................................................................................................ ............. ............. ............. ............. ............. .............
423 P.L. 105–103 Congressional Medal of Honor to Robert R. Ingram:

H.R. 2813 OMB estimate ............................................................................................................ * * * * * *
CBO estimate ............................................................................................................ ............. ............. ............. ............. ............. .............

424 P.L. 105–104 Apalachicola-Chattahoochee-Flint River Basin Compact:
H.J.R. 91 OMB estimate ............................................................................................................ ............. ............. ............. ............. ............. .............

CBO estimate ............................................................................................................ ............. ............. ............. ............. ............. .............
425 P.L. 105–105 Alabama-Coosa-Tallapoosa River Basin Compact:

H.J.R. 92 OMB estimate ............................................................................................................ ............. ............. ............. ............. ............. .............
CBO estimate ............................................................................................................ ............. ............. ............. ............. ............. .............

426 P.L. 105–111 Revisions of Veterans Benefits Decisions Based on Clear and Unmistakable Error:
H.R. 1090 OMB estimate ............................................................................................................ * * * * * *

CBO estimate ............................................................................................................ ............. ............. ............. ............. ............. .............
427 P.L. 105–114 Veterans’ Benefits Act of 1997:

S. 714 OMB estimate ............................................................................................................ ............. ............. ............. ............. ............. .............
CBO estimate ............................................................................................................ 1 1 1 ............. ............. .............

NA P.L. 105–115 Food and Drug Administration Modernization Act of 1997:
S. 830 OMB estimate ............................................................................................................ OMB does not consider this bill to be subject to pay-as-you-go.

CBO estimate ............................................................................................................ ............. 12 33 54 28 7
428 P.L. 105–116 To Prohibit Interment or Memorial in Certain Veterans Cemeteries:

S. 923 OMB estimate ............................................................................................................ –* –* –* –* –* –*
CBO estimate ............................................................................................................ ............. ............. ............. ............. ............. .............

429 P.L. 105–124 50 States Commemorative Coin Program Act:
S. 1228 OMB estimate ............................................................................................................ 1 –3 –1 –3 –4 –4

CBO estimate ............................................................................................................ 1 –5 –2 –4 –5 –5
NA P.L. 105–127 Hispanic Cultural Center Act of 1997:

S. 1417 OMB estimate ............................................................................................................ OMB does not consider this bill to be subject to pay-as-you-go.
CBO estimate ............................................................................................................ ............. 6 6 1 ............. .............

430 P.L. 105–130 Surface Transportation Extension Act of 1997:
S. 1519 OMB estimate ............................................................................................................ ............. –1 –7 –18 –30 –45

CBO estimate ............................................................................................................ ............. –2 –8 –19 –33 –47
431 P.L. 105–132 Lower Brule Sioux Tribe Infrastructure Development Trust Fund Act of 1997:

S. 156 OMB estimate ............................................................................................................ ............. ............. 1 2 3 3
CBO estimate ............................................................................................................ ............. ............. 1 2 3 3

432 P.L. 105–135 Small Business Reauthorization Act of 1997:
S. 1139 OMB estimate ............................................................................................................ 3 4 4 4 4 3

CBO estimate ............................................................................................................ 2 4 4 3 3 2
433 P.L. 105–136 Aviation Insurance Reauthorization Act:

S. 1193 OMB estimate ............................................................................................................ ............. * * * * *
CBO estimate ............................................................................................................ ............. ............. ............. ............. ............. .............
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Table 14–5. DEFICIT IMPACT OF PAY-AS-YOU-GO LEGISLATION ENACTED AS OF DECEMBER 16, 1997—Continued
(In millions of dollars)

Report
Number Act Number Act Title 1998 1999 2000 2001 2002 2003

434 P.L. 105–144 Acquisition of Property for the Library of Congress:
H.R. 2979 OMB estimate ............................................................................................................ –2 2 ............. ............. ............. .............

CBO estimate ............................................................................................................ –2 2 ............. ............. ............. .............
435 P.L. 105–146 Atlantic Striped Bass Conservation Act:

H.R. 1658 OMB estimate ............................................................................................................ * * * * * *
CBO estimate ............................................................................................................ ............. ............. ............. ............. ............. .............

436 P.L. 105–147 No Electronic Theft (NET) Act:
H.R. 2265 OMB estimate ............................................................................................................ * * * * * *

CBO estimate ............................................................................................................ ............. ............. ............. ............. ............. .............
437 P.L. 105–150 Authorization to Use Customs User Fees to Provide Inspectors in Florida:

H.R. 3034 OMB estimate ............................................................................................................ 2 ............. ............. ............. ............. .............
CBO estimate ............................................................................................................ 2 ............. ............. ............. ............. .............

Subtotal, reports issued after 11/21/97:.
OMB estimate ............................................................................................................ –153 5 10 11 9 9
CBO estimate ............................................................................................................ –156 27 52 56 –17 –68

Total, new balances (excluding Final Sequester Report FY 1998 amount):
OMB estimate ............................................................................................................ –153 11 16 14 10 9
CBO estimate ............................................................................................................ –156 68 95 96 22 –68

MEMORANDUM
OMB estimate of balances available for 1999 ........................................................ ............. –142 ............. ............. ............. .............

NA = Not available.
* Less than $500,000.

Funds for America

The budget proposes three deficit neutral Funds for
America—the Research Fund for America, the Environ-
mental Resources Fund for America, and the Transpor-
tation Fund for America—designed to ensure adequate
funding for the high priority programs covered by the
Funds. The Funds accommodate a total of $75.5 billion
in budget authority and $69.7 billion in outlays in 1999.
Similar amounts are proposed for each of the outyears
through 2002. The Funds include both base levels of
funding that are currently included in the nondefense
discretionary spending category and increases to be off-
set by reductions in mandatory spending and increases
in revenue. The increase and the accompanying offset
in 1999 is $5.8 billion. Sections II and V of the Budget
volume discuss the Funds and the programs covered
by them in detail.

Under the Administration’s proposal, the increase in
spending is paid for by the enactment of sufficient sav-
ings in the form of mandatory spending reductions and
revenue increases. The Administration is proposing leg-
islative measures—such as increased revenues from to-
bacco legislation, reduced tobacco-related spending by
the Department of Veterans Affairs, and renewed
Superfund taxes—to produce the necessary savings.

These mandatory savings would offset additions to
base discretionary spending from the Funds, consistent
with the deficit neutrality principles underlying the
Budget Enforcement Act. The use of mandatory offsets
for discretionary spending is permissible under current
scorekeeping rules and precedents, or could be specifi-
cally authorized for purposes of the Funds for America.
The Administration intends to work with the appro-

priate congressional committees to determine the best
approach.

Transportation Obligation Limitations Defined
as Discretionary Budget Authority

The Budget Enforcement Act provides that, in the
preview report, OMB may adjust the discretionary
spending limits for changes in concepts and definitions
after consultation with the Committees on Appropria-
tions and the Budget of the House of Representatives
and the Senate. The budget includes a redefinition of
obligation limitations as budget authority for transpor-
tation programs. The change in concepts and definitions
with respect to transportation obligation limitations
would take effect only upon completion of the statu-
torily-required consultations.

This change in concepts would be made only for the
purposes of the Budget Enforcement Act. The question
of whether the concept change should be adopted for
purposes of the Congressional Budget Act would be a
matter solely within the purview of the Congress.

This change would not affect the legal status of the
contract authority authorized for these programs or the
obligation limitation. Contract authority would continue
to be allocated to States as usual. The appropriation
language limiting obligations would not be affected. Ab-
sent a limitation on obligations, the contract authority
would be fully available for obligation, as it would be
now. The contract authority that is not subject to limi-
tation would continue to be scored as direct spending.

Budget authority for highway, transit, highway safe-
ty, and airport improvement programs usually has been
defined as the contract authority provided in authoriz-
ing legislation. However, the levels of contract authority
have been, for the most part, controlled by obligation
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limitations in appropriations acts. Outlays from the ob-
ligation limitations have always been scored as discre-
tionary, but in the past the obligation limitations were
not scored as discretionary budget authority. As a re-
sult, there has been a large ($28 billion in 1998 growing
to $30 billion in 2002) gap between the discretionary
budget authority cap and the discretionary outlay cap.

A number of non-transportation, discretionary pro-
grams are also controlled by obligation limitations in
appropriations acts. These programs include the admin-
istrative expenses for the Social Security, Medicare, un-
employment, civil service, and railroad retirement trust
funds. Over the years, OMB, in consultation with the
Budget Committees and CBO, has redefined the obliga-
tion limitations as budget authority for all of these
non-transportation programs. In fact, in the 1998 Budg-
et last year, OMB redefined $3.7 billion of obligation
limitation as budget authority.

The Administration did not propose to redefine obli-
gation limitations as budget authority for the transpor-
tation funds in the 1998 Budget because it would have
required a large budget authority cap adjustment in
the midst of the balanced budget negotiations that were
to take place that year. This left obligation limitations
for the transportation trust funds as the only obligation
limitations not redefined as discretionary budget au-
thority.

This is a conceptual change. As indicated above, OMB
adjusts the discretionary spending caps for conceptual
changes. For 1998, the budget authority cap would be
increased by approximately $28 billion. Similar budget
authority cap adjustments, increasing to $30 billion in
2002 would be made for each outyear. These adjust-
ments are reflected in Table 14–2. The change would
not affect outlays or the deficit or surplus.
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15. DEFICIT REDUCTION FUND

On August 4, 1993, the President issued Executive
Order 12858 to guarantee that the net deficit reduction
achieved by the Omnibus Budget Reconciliation Act
(OBRA) of 1993 is dedicated exclusively to reducing
the deficit. The order established the Deficit Reduction
Fund and requires that amounts equal to the spending
reductions and revenue increases resulting from OBRA
be credited to the Fund. The order also requires that
information about the fund, including statements of the
amounts in and Federal debt redeemed by the fund,
be included in the President’s budget. Table 15–1 pre-
sents the amounts that will be credited to the fund,
based on the final scoring of OBRA by OMB:

Table 15–1. REVENUE INCREASES AND SPENDING
REDUCTIONS CREDITED TO THE DEFICIT REDUCTION FUND

(In millons of dollars)

Fiscal Year Annual amount Cumulative
amount

1994 ................................................................................. 46,752 46,752
1995 ................................................................................. 82,713 129,465
1996 ................................................................................. 100,554 230,019
1997 ................................................................................. 128,898 358,917
1998 ................................................................................. 145,846 504,763

Each year, amounts are credited to the fund on a
daily basis equal to the net deficit reduction achieved
by OBRA. The order requires that the fund balances
be used exclusively to redeem maturing debt obligations
of the Treasury held by foreign governments. On Octo-
ber 1, 1993, amounts began to be credited to the fund.
Since then, the deposits made have been used for the
stated debt redemption purposes.

The status of the fund on December 31, 1997, was:

Table 15–2. STATUS OF THE DEFICIT REDUCTION FUND
(In millions of dollars)

Description Amount

Deposits made between October 1, 1993, and December 31, 1997 ...... 392,753
Redemptions of Treasury debt held by foreign governments between

October 1, 1993, and December 31, 1997 .......................................... 390,419
Fund balance as of December 31, 1997 .................................................. 2,334
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