
26. BUDGET SYSTEM AND CONCEPTS AND GLOSSARY

The budget system of the United States Government 
provides the means by which the Government decides 
how much money to spend and what to spend it on, 
and how to raise the money it has decided to spend. 
Once these decisions are made, the budget system en
sures that they are carried out. The Government uses 
the budget system to determine the allocation of re
sources among its major functions—such as ensuring 
the national defense, promoting commerce, and provid
ing health care—as well as to determine the objectives 
and scope of individual programs, projects, and activi
ties. While the focus of the budget system is on dollars, 
other resources, such as federal employment, are con
trolled through the budget system, too. The decisions

made in the budget process affect the nation as a whole, 
state and local governments, and individual Americans. 
Many budget decisions have worldwide significance.

This chapter provides an overview of the budget sys
tem and explains some of the more important budget 
concepts. A glossary of budget terms is provided at 
the end of the chapter. Summary dollar amounts illus
trate major concepts. These figures and more detailed 
amounts are discussed in more depth in other chapters 
of the budget document.

The budget system is governed by various laws that 
have been enacted to carry out requirements of the 
Constitution. The principal laws pertaining to the budg
et system are referred to by title throughout the text, 
and complete citations are given later in this chapter.

THE BUDGET PROCESS

The budget process has three main phases, each of 
which is interrelated with the others:

(1) formulation of the President’s budget;
(2) congressional action on the budget; and
(3) budget execution.

Formulation of the President’s Budget
The Budget of the United States Government consists 

of several volumes that set forth the President's finan
cial proposal with recommended priorities for the Fed
eral Government. The primary focus of the budget is 
on the budget year—the next fiscal year for which Con
gress needs to make appropriations. However, the budg
et may propose changes to funding levels already pro
vided for the current year, and it covers the four years 
following the budget year in order to reflect the effect 
of budget decisions over the longer term. The budget 
includes data on the most recently completed fiscal year 
so that the budget estimates can be compared to actual 
accounting data.

The process of formulating the budget begins not 
later than the spring of each year, at least nine months 
before the budget is transmitted and at least 18 months 
before the fiscal year begins. (See the Budget Calendar 
at the end of this section.) The President establishes 
general budget and fiscal policy guidelines. Based on 
these guidelines, the Office of Management and Budget 
(OMB) works with the federal agencies to establish spe
cific policy directions and planning levels for the agen
cies, both for the budget year and for the following 
four years, to guide the preparation of their budget 
requests.

During the formulation of the budget, there is a con
tinual exchange of information, proposals, evaluations, 
and policy decisions among the President, the Director

of OMB, other officials in the Executive Office of the 
President, the Secretaries of the departments, and 
other heads of Government agencies. Decisions concern
ing the upcoming budget are influenced by the results 
of previously enacted budgets, including the one for 
the fiscal year in progress, and reactions to the last 
proposed budget, which is being considered by Con
gress. Decisions are influenced also by projections of 
the economic outlook that are prepared jointly by the 
Council of Economic Advisers, OMB, and the Treasury 
Department.

In the fall, agencies submit budget requests to OMB, 
where budget examiners and management analysts re
view them and identify for OMB officials issues that 
need to be discussed with agencies. Many issues are 
resolved between OMB and the agency. Others require 
the involvement of the President and White House pol
icy officials. This decision-making process is usually 
completed by late December. At that time, the final 
stage of developing detailed budget data and the prepa
ration of the budget documents begins.

The decision-makers must consider the effects of eco
nomic and technical assumptions on the budget. Inter
est rates, the rate of inflation, employment levels, and 
the size of the beneficiary populations are some of the 
assumptions that must be made. Small changes in 
these assumptions can affect budget estimates by bil
lions of dollars. Budget decisions must also take into 
account any statutory limitations on spending and the 
deficit (see Budget Enforcement below). Thus, the budg
et formulation process involves the simultaneous con
sideration of the resource needs of individual programs, 
the allocation of resources among the functions of the 
Government, the total outlays and receipts that are
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422 ANALYTICAL PERSPECTIVES

appropriate in relation to current and prospective eco
nomic conditions, and statutory constraints.

In most years, the President transmits the budget 
to Congress early in each calendar year, eight to nine 
months before the beginning of the next fiscal year 
on October first. The transmittal of the President's 
budget to Congress is scheduled in law for the first 
Monday in February. However, the budget has not al
ways been transmitted on the scheduled date for var
ious reasons. In some years, Congress has been late 
in passing appropriations acts for the fiscal year prior 
to the budget year, which delays preparation of the 
budget. Also, this schedule does not require an outgoing 
President to transmit a budget. In such a case, it is 
not practical for an incoming President to complete a 
budget within a few days of taking office on January 
20th.1

Congressional Action
Congress considers the President's budget proposals 

and approves, modifies, or disapproves them. It can 
change funding levels, eliminate programs, or add pro
grams not requested by the President. It can add or 
eliminate taxes and other sources of receipts, or make 
other changes that affect the amount of receipts col
lected.

Congressional review of the budget begins shortly 
after the President transmits the budget to Congress. 
Under the procedures established by the Congressional 
Budget Act of 1974, Congress considers budget totals 
before completing action on individual appropriations. 
The Act requires each standing committee of Congress 
to report on budget estimates to the House and Senate 
Budget Committees within six weeks after the Presi
dent's budget is transmitted. The Budget Committees 
then initiate the concurrent resolution on the budget. 
The budget resolution sets targets for total receipts 
and for budget authority and outlays, in total and by 
functional category (see Functional Classification 
below). It allocates amounts of budget authority and 
outlays within the functional category totals to the com
mittees that have jurisdiction over the programs in the 
functions. The budget resolution is scheduled to be 
adopted by the whole Congress by April 15 of each 
year, but passage is often delayed. After passage of 
the budget resolution, a point of order can be raised 
to block consideration of bills that would cause a com
mittee's allocation to be exceeded. Like the President's 
budget, the budget resolution is subject to spending 
limitations imposed in law through 1998.

Budget resolutions are not laws and, therefore, do 
not require the President's approval. However, Con
gress considers the Administration's views, because leg
islation developed to meet congressional budget targets 
does require the President's approval. In some years, 
the President and the joint leadership of Congress have 
formally agreed on the framework of a deficit reduction

-iThe transmittal date was changed in 1990 from the first Monday after January 3rd. 
Thus, President Clinton was the first President in modern times to face this problem. 
The 1994 Budget was transmitted in early April 1993.

plan. These agreements were reflected in the budget 
legislation passed for those years.

Congress does not enact a budget as such. It provides 
spending authority for specified purposes in several ap
propriations acts each year (usually thirteen). In mak
ing appropriations, Congress does not vote on the level 
of outlays (spending) directly, but rather on budget 
authority, which is the authority to incur legally bind
ing obligations of the Government that will result in 
immediate or future outlays. In a separate process, 
prior to making appropriations, Congress usually enacts 
legislation that authorizes an agency to carry out a 
particular program and, in some cases, includes limits 
on the amount that can be appropriated for the pro
gram. Some programs require annual authorizing legis
lation, some are authorized for a specified number of 
years, and others are authorized indefinitely. Congress 
may enact appropriations for a program even though 
there is no specific authorization for it.

Appropriations bills are initiated in the House. The 
Appropriations Committee in each body has jurisdiction 
over annual appropriations. Those committees are di
vided into subcommittees that hold hearings and review 
detailed budget justification materials prepared by the 
agencies within the subcommittee's jurisdiction. After 
a bill has been approved by the committee and by the 
whole House, usually with amendments to the original 
version, it is forwarded to the Senate, where a similar 
review follows. In case of disagreement between the 
two Houses of Congress, a conference committee (con
sisting of Members of both bodies) meets to resolve 
the differences. The report of the conference committee 
is returned to both Houses for approval. When the 
measure is agreed to, first in the House and then in 
the Senate, it is ready to be transmitted to the Presi
dent as an enrolled bill, for approval or veto.

If action on one or more appropriations bills is not 
completed by the beginning of the fiscal year, Congress 
enacts a joint continuing resolution to provide authority 
for the affected agencies to continue financing oper
ations up to a specified date or until their regular ap
propriations are enacted. In some years, a portion or 
all of the Government has been funded for the entire 
year by a continuing resolution. Continuing resolutions 
must be presented to the President for approval or veto.

Congress also provides spending authority in perma
nent laws; that is, laws that do not need to be reen
acted each year. In fact, while spending authority for 
the majority of Federal programs is provided each year 
in appropriations acts, most of the total spending au
thority available in a year is provided by permanent 
laws. This is because the budget authority for interest 
on the public debt ($293 billion in 1993) and a few 
programs with large amounts of obligations each year, 
such as social security ($306 billion in 1993), are funded 
by permanent law. The outlays from permanent budget 
authority, together with the outlays from obligations 
incurred with budget authority provided in previous 
years, account for the majority of the outlay total for 
any year. Therefore, most outlays in a year are not
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26. BUDGET SYSTEM AND CONCEPTS AND GLOSSARY 423

controlled through appropriations actions for that year. 
The types of budget authority, their control by Con
gress, and the relation of outlays to budget authority 
are discussed in more detail in later sections.

Almost all taxes and most other receipts result from 
permanent laws. Tax bills are initiated in the House. 
The House Ways and Means Committee and the Senate 
Finance Committee review proposed tax measures.

In each of the last several years, Congress has en
acted an omnibus budget reconciliation act (OBRA), 
which combines many amendments to permanent laws 
in order to change outlays and receipts that are not 
controlled by appropriations acts. For example, benefit 
formulas or eligibility requirements for entitlement pro
grams may be modified, or Government agencies may 
be authorized to charge fees to cover some of their 
costs. These acts, together with appropriations acts for 
the year, often implement agreements between the 
President and the Congress. Such acts may provide 
the means for enforcing these agreements, as described 
below.

Budget Enforcement
The Balanced Budget and Emergency Deficit Control 

Act of 1985 (commonly known as the Gramm-Rudman- 
Hollings Act) constrains legislation that would increase 
spending or decrease receipts through 1998. It was ex
tended and amended extensively by the Budget En
forcement Act of 1990 and extended again by the Omni
bus Budget Reconciliation Act of 1993.

The Act divides spending into two types—discre
tionary spending and direct spending (sometimes 
called mandatory spending). Discretionary spending is 
controlled through annual appropriations acts. Funding 
for salaries and other operating expenses of Govern
ment agencies, for example, is usually discretionary be
cause it is usually provided by appropriations acts. Di
rect spending is controlled by permanent laws. Medi
care and medicaid payments, unemployment insurance 
benefits, and farm price supports are examples of direct 
spending, because payments for those purposes are au
thorized in permanent laws. The Act specifically defines 
funding for the Food Stamp program as direct spending, 
even though funding for the program is provided in 
appropriations acts. The Act includes receipts under 
the same rules that apply to direct spending, because 
receipts are generally controlled by permanent laws.

The Act constrains discretionary spending differently 
from direct spending and receipts. Discretionary spend
ing is constrained by dollar limits (“caps”) on budget 
authority and outlays for each fiscal year through 1998. 
The limits are adjusted when the budget is transmitted 
each year for actual inflation rates and for certain other 
reasons. The limits for this budget, adjusted to reflect 
budget proposals, are shown in the following table:

DISCRETIONARY SPENDING LIMITS
(In billions of dollars)

1994 1995 1996 1997 1998

Budget authority........... 515 525 525 534 537
544 548 555 554 554

If the amount of budget authority provided in appro
priations acts for the year exceeds the limit on budget 
authority, or the amount of outlays estimated to result 
from this budget authority is estimated to exceed the 
limit on outlays the Act specifies a procedure, called 
sequestration, for reducing discretionary spending. 
Under a sequester, spending for most discretionary pro
grams is reduced by a uniform percentage. Special rules 
apply in reducing some programs, and some programs 
are exempt from sequester by law. From adjournment 
of a session of Congress (usually in the Fall of each 
year) through the following June 30th, discretionary 
sequesters take place whenever an appropriation bill 
causes a limit to be breached. Because a sequester in 
the last quarter of a fiscal year might be too disruptive, 
the Act specifies that a sequester that otherwise would 
be required then is to be accomplished by reducing 
the limit for the next fiscal year. This ensures that 
regular appropriations acts, which are normally enacted 
before Congress adjourns in the fall, and any supple
mental appropriations enacted during the fiscal year 
are covered.

Direct spending and receipts are constrained through 
“pay-as-you-go” rules. Under these rules, the cumu
lative effects of legislation affecting direct spending or 
receipts must not increase the deficit. Legislated in
creases in benefit payments, for example, have to be 
offset by legislated reductions in other direct spending 
or increases in receipts. Following the end of a session 
of Congress, OMB estimates the net effect on the deficit 
of laws enacted since the Act was passed that affect 
direct spending and receipts. If there is an estimated 
net increase in the deficit for the current fiscal year 
and the budget year combined, the Act specifies seques
ter procedures for the uniform reduction of most non
exempt direct spending programs. Special rules apply 
in reducing some non-exempt programs. Less than 3 
percent of all direct spending is sequesterable; the rest 
is exempt from sequester by law.

The Act provides that the estimates and calculations 
that determine whether there is to be a sequester are 
to be made by OMB and reported to the President 
and Congress. The Congressional Budget Office (CBO) 
is required to make the same estimates and calcula
tions, and the Director of OMB is required to explain 
any differences between the OMB and CBO estimates. 
The estimates and calculation by OMB are the basis 
for sequester orders issued by the President. The Presi
dent’s orders may not change any of the particulars 
of the OMB report. The General Accounting Office is 
required to prepare compliance reports.
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424 ANALYTICAL PERSPECTIVES

Budget Execution tain limited circumstances, in order to provide for con-
Govemment officials are generally required to spend tmgencies, to achieve savings made possible through

no more and no less than has been appropriated, and changes m requirements or ^eater efficiency of oper-
they may use funds only for purposes specified in law. atums,or as specifically provided in law. The Impound-
Additionally, the funds available to most executive men  ̂ Control Act of 1974 specifies the procedures that
branch agencies are subject to apportionment under must be followed if funds are withheld. Deferrals,
the Antideficiency Act. Under the Act, OMB usually which are temporary withholdings, take effect imme-
apportions by time periods (usually by quarter of the diately unless overturned by an act of Congress. In
fiscal year) and sometimes by activities. Agencies may 1993, a total of $4.5 billion in deferrals were reported
request that an account be reapportioned during the to Congress and none were overturned. Rescissions,
year to accommodate changing circumstances. This sys- which permanently cancel budget authority, do not take
tem helps to ensure that funds are available to cover effect unless Congress passes a law approving them,
operations for the entire year. If such a law is not passed within 45 days of continuous

If changes in laws or other factors make it necessary, session, the withheld funds must be made available
Congress may enact supplemental appropriations, for spending. In total, Congress has approved less than
For example, a 1993 supplemental appropriation act one-third of the amount of funds that Presidents have
provided disaster assistance for the Midwest floods. proposed for rescission. In 1993, the President proposed

On the other hand, the Executive Branch may with- rescissions totalling $356 million, and Congress enacted
hold amounts appropriated from obligation, under cer- a total of $206 million.

Budget Calendar
The following timetable highlights the dates of significant budget events during the year.

Between the 1st Monday in 
January and the 1st
Monday in February...... ..President transmits the budget, including a sequester preview report

Six weeks later................. ..Congressional committees report budget estimates to Budget Committees.
April 15 ............................ ..Action to be completed on congressional budget resolution.
May 15 ............................. ..House consideration of annual appropriations bills may begin.
June 15 ............................ ..Action to be completed on reconciliation.
June 30 ............................ ..Action on appropriations to be completed by House.
July 15 ............................. ..President transmits Mid-Session Review of the budget.
August 20 ............................OMB updates the sequester preview.
October 1 .............................Fiscal year begins.
15 days after the end of a

session of Congress........ ..OMB issues final sequester report, and the President issues a sequester order, if necessary.

COVERAGE OF THE BUDGET

Federal Government and Budget Totals
The budget documents provide information on all 

Federal agencies and programs. The total receipts and 
outlays of the Federal Government are composed of 
both on-budget receipts and outlays and off-budget re
ceipts and outlays. By law, the receipts and outlays 
of social security (the Federal Old-Age and Survivors 
Insurance and the Federal Disability Insurance trust 
funds) and the Postal Service Fund are excluded from 
the budget totals and from the calculation of the deficit 
for Gramm-Rudman-Hollings Act purposes. The off- 
budget transactions are separately identified in the 
budget. The on-budget and off-budget amounts are 
added together to derive totals for the Federal Govern
ment.

TOTALS FOR THE BUDGET AND THE FEDERAL 
GOVERNMENT
(In billions of dollars)

1993
actual

1994
esti

mated

1995
esti

mated

On-budget:
Budget authority .................. .............  1,204 1,220 1,238

.............  1,142 1,203 1,224
Receipts ................................ .............  842 913 999

Deficit................................ .............  -300 -290 -225
Off-budget:

Budget authority .................. .............  269 285 299
.............  267 281 295

Receipts ................................ .............  312 336 355

Surplus.............................. .............  45 55 60
Federal Government:

Budget authority .................. .............  1,474 1,505 1,537
.............  1,408 1,484 1,519
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26. BUDGET SYSTEM AND CONCEPTS AND GLOSSARY 425
TOTALS FOR THE BUDGET AND THE FEDERAL 

GOVERNMENT—Continued
(In billions of dollars)

1993
actual

1994
esti

mated
1995
esti

mated

Receipts ............................ ..................... 1,154 1,249 1,354

D eficit............................ ..................... -255 -235 -165

Neither the on-budget nor the off-budget totals in
clude transactions of Government-sponsored enter
prises, such as the Federal National Mortgage Associa
tion (Fannie Mae) and the Student Loan Marketing 
Association (Sallie Mae). The enterprises were estab
lished by federal law for public policy purposes but 
are privately owned and operated corporations. Because 
of their close relationship to the Government, these 
enterprises are discussed in several parts of the budget 
and financial data are reported in the Appendix to the 
Budget of the United States Government and some de
tailed tables.

A presentation for the Board of Governors of the Fed
eral Reserve System is included in the budget for infor
mation only. The amounts are not included in either 
the on-budget or off-budget totals because of the inde
pendent status of the System.

Functional Classification
The functional classification arrays budget authority, 

outlays, and other budget data according to the major 
purpose served—such as agriculture, income security, 
and national defense. There are nineteen major func
tions, most of which are divided into subfunctions. For 
example, the Agriculture function is divided into 
Farm Income Stabilization and Agricultural and 
Research Services. The functional classification is an 
integral part of the congressional budget process, and 
the functional array meets the Congressional Budget 
Act requirement for a presentation in the budget by 
national needs and agency missions and programs.

The following criteria are used in the establishment 
of functional categories and the assignment of activities 
to them:

• A function comprises activities with similar pur
poses addressing an important national need. The 
emphasis is on what the Federal Government 
seeks to accomplish rather than the means of ac
complishment, the objects purchased, or the clien
tele or geographic area served.

• A function must be of continuing national impor
tance, and the amounts attributable to it must 
be significant.

• Each basic unit being classified (generally the ap
propriation or fund account) usually is classified 
according to its predominant purpose and assigned 
to only one subfunction. However, some large ac
counts that serve more than one major purpose 
are subdivided into two or more subfunctions.

• Activities and programs are normally classified ac
cording to their primary purpose (or function) re
gardless of which agencies conduct the activities.

Chapter 7, "Federal Spending by Function, Subfunc
tion, and Major Program” in this volume provides infor
mation on budget authority and outlays by function 
and subfunction.

Agencies, Accounts, Programs, Projects, and 
Activities

Various summary tables in this volume provide infor
mation on budget authority, outlays, and receipts 
arrayed by Federal agency. Chapter 25, “Federal Pro
grams by Agency and Account,” in this volume consists 
of a table that lists budget authority and outlays by 
budget account within each agency and the totals for 
each agency of budget authority, outlays, and receipts 
that offset the agency spending totals. The Appendix 
to the Budget of the United States Government provides 
budgetary, financial, and descriptive information about 
programs, projects, and activities by account within 
each agency. That volume of the budget also presents 
the most recently enacted appropriation language for 
an account and any changes that are proposed to be 
made for the budget year.

Types of Funds
Agency activities are financed through Federal funds 

and trust funds.

Federal funds comprise several types of funds. The 
general fund, which is the greater part of the budget, 
is credited with receipts not earmarked by law for a 
specific purpose, such as almost all income tax receipts, 
and is also credited with the proceeds of general bor
rowing. General fund appropriation accounts record 
general fund expenditures. General fund appropriations 
are drawn from general fund receipts collectively and, 
therefore, are not specifically linked to receipt accounts. 
Special funds consist of receipt accounts for Federal 
fund receipts that are earmarked by law for specific 
purposes and associated appropriation accounts for the 
expenditure of the earmarked receipts. Public enter-  
prise (revolving) funds are used for programs author
ized by law to conduct a cycle of business-type oper
ations, primarily with the public, in which outlays gen
erate collections. The collections and the outlays of the 
fund are recorded in the same account. 
Intragovemmental funds are revolving funds that 
conduct business-type operations primarily within and 
between Government agencies.

Trust funds are established to account for the re
ceipt and expenditure of monies by the Government 
for carrying out specific purposes and programs in ac
cordance with the terms of a statute that designates 
the fund as a trust fund (such as the Highway Trust 
Fund) or for carrying out the stipulations of a trust 
agreement (such as any of several trust funds for gifts 
and donations for specific purposes). Trust revolving 
funds are credited with collections earmarked by law
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to carry out a cycle of business-type operations. There 
is no substantive difference between a trust fund and 
a special fund or between a trust revolving fund and 
a public enterprise revolving fund.

Current Expenses and Capital Investment
The budget includes spending for all types of spend

ing, including both current operating expenses and cap

ital investment. Capital investment includes purchase 
of land, structures, and equipment. It also includes sub
sidies for capital investment provided by direct loans 
and loan guarantees; the purchase of other financial 
assets; and the conduct of research, development, edu
cation, and training.

COLLECTIONS

In General
Money collected by the Government is classified into 

two major categories:
• Governmental receipts, which are compared in 

total to outlays (net of offsetting collections) in 
calculating the surplus or deficit.

• Offsetting collections, which are deducted from 
gross outlays to produce net outlay figures.

Governmental Receipts
These are collections from the public that result pri

marily from the exercise of the Government’s sovereign 
or governmental powers. Governmental receipts consist 
mostly of individual and corporate income taxes and 
social insurance taxes, but also include compulsory user 
charges, receipts from customs duties, court fines, cer
tain license fees, and deposits of earnings by the Fed
eral Reserve System. Gifts and donations are also 
counted as governmental receipts. Total receipts for the 
Federal Government include both on-budget and off- 
budget receipts (see the table, "Totals for the Budget 
and Federal Government,” which appears earlier in this 
section.)

Offsetting Collections
These Eire amounts received from the public as a 

result of business-like or market-oriented activities (for 
example, proceeds from the sale of postage stamps or 
electricity, fees for admittance to recreation areas, or 
the proceeds from the sale Government-owned land) 
and amounts collected from other Government accounts. 
Offsetting collections from the public are deducted from 
gross budget authority and outlays, rather than com
bined with governmental receipts. The purpose of this 
treatment is to produce budget totals for receipts, budg
et authority, and outlays that represent governmental 
rather than market activity. Intragovemmental offset
ting collections are deducted from gross budget author
ity and outlays in order to avoid the double counting 
that would occur if budget authority and outlays for 
both the payment between Government accounts and 
the payment from a Government account to the public 
were included in the totals.

Offsetting collections are classified into two major 
categories: offsetting collections credited to appro
priation or fund accounts, and offsetting receipts 
(that is, offsetting collections deposited in receipt ac
counts). The offset is applied differently for each type.

Offsetting Collections Credited to Expenditure 
Accounts

For all revolving funds and many appropriation ac
counts, laws authorize collections to be credited directly 
to expenditure accounts and, usually, to be spent for 
the purpose of the account without further action by 
Congress. For example, a permanent law authorizes the 
Postal Service to use collections from the sale of stamps 
to finance its operations without a requirement for an
nual appropriations. The offsetting collections that are 
authorized to be spent are recorded as budget authority. 
Sometimes, however, appropriations acts contain limita
tions on the obligations that can be financed by such 
budget authority. In those cases, the recorded budget 
authority is adjusted to reflect the amount available 
to incur obligations. The budget authority and outlays 
of the appropriation or fund account are shown both 
gross (that is, before deducting offsetting collections) 
and net (that is, after deducting offsetting collections). 
Totals for the agency, subfunction, and budget are net 
of offsetting collections.

Offsetting Receipts
Offsetting collections that are not authorized to be 

credited to expenditure accounts are credited to general 
fund, special fund, or trust fund receipt accounts and 
are called offsetting receipts. Offsetting receipts are de
ducted from budget authority and outlays in arriving 
at total budget authority and outlays. In most cases, 
such deductions are made at the subfunction and agen
cy levels. Unlike offsetting collections credited to ex
penditure accounts, offsetting receipts do not offset 
budget authority and outlays at the account level. Off
setting receipts are subdivided into three categories, 
as follows:

• Proprietary receipts from the public.—These 
are collections from the public, deposited in receipt 
accounts, that arise out of the business-type or 
market-oriented activities of the Government. 
Most proprietary receipts are deducted from the 
budget authority and outlay totals of the agency 
that conducts the activity generating the receipt 
and of the subfunction to which the activity is 
assigned. For example, fees for using National 
Parks are deducted from the totals for the Depart
ment of Interior, which has responsibility for the 
parks, and the Recreational Resources subfunc
tion. A limited number of proprietary receipts,
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26. BUDGET SYSTEM AND CONCEPTS AND GLOSSARY 427
however, are not offset against any specific agency 
or function and are classified as undistributed off
setting receipts. They are deducted from the Gov- 
emment-wide totals for budget authority and out
lays. For example, the collections of rent and roy
alties from Outer Continental Shelf lands are un
distributed because the amounts are large and for 
the jnost part are not related to the spending of 
the agency and subfunction that administers the 
transactions.
Intragovernmental transactions.—These are 
collections from appropriation or fund accounts 
that are deposited into receipt accounts. Most in- 
tragovemmental transactions are deducted from 
the budget authority and outlays of the agency 
that conducts the activity generating the receipts 
and of the subfunction to which the activity is 
assigned. In two cases, however, intragovem- 
mental transactions appear as special deductions 
in computing total budget authority and outlays 
for the Government rather than as offsets at the 
agency level—agencies' payments as employers 
into employee retirement trust funds and interest 
received by trust funds. The special treatment for

these receipts is necessary because the amounts 
are large and would distort the agency totals if 
attributed to the agencies.

• Offsetting governmental receipts.—These are 
collections that are governmental in nature but 
are required by law to be treated as offsetting.

There are several categories of intragovernmental 
transactions. Intrabudgetary transactions include all 
payments from on-budget expenditure accounts to on- 
budget receipt accounts. These are subdivided into 
three categories: (1) interfund transactions, where 
the payment is from one fund group (either Federal 
funds or trust funds) to a receipt account in the other 
fund group; (2) Federal intrafund transactions, 
where the payment and receipt both occur within the 
Federal fund group; and (3) trust intrafund trans
actions, where the payment and receipt both occur 
within the trust fund group. In addition, there are in- 
tragovemmental transactions that are not 
intrabudgetary—payments from on-budget expenditure 
accounts to off-budget receipt accounts, and from off- 
budget expenditure accounts to on-budget receipt ac
counts.

BUDGET AUTHORITY AND OTHER BUDGETARY RESOURCES, OBLIGATIONS, AND OUTLAYS

Budget Authority and Other Budgetary 
Resources

Government agencies are permitted to enter into obli
gations requiring either immediate or future outlays 
only when they have been granted authority to do so 
by law. This authority is recorded as budget authority 
in the year that it first becomes available. Unobligated 
balances of budget authority may remain available from 
previous years, but they are not recorded as budget 
authority again in subsequent years. They do, however, 
constitute a budgetary resource that is available for 
obligation. The use of budgetary resources may be con
strained by the imposition of legally binding limitations 
on obligations (for example, obligations for administra
tive expenses of benefit programs). Such limitations 
substitute for budget authority, for some purposes, and 
are treated as a budgetary resource.

In deciding the amount of budget authority to request 
for a program, project, or activity, Government officials 
estimate the total amount of obligations that will need 
to be incurred to achieve desired goals and subtract 
the amounts of unobligated balances available for these 
purposes. The amount of budget authority requested 
is influenced by the nature of the programs, projects, 
or activities being financed. For current operating ex
penses, the amount requested usually is the amount 
estimated to be needed for the year. For major procure
ment programs and construction projects, a full funding 
policy generally applies. Under this policy, an amount 
that is estimated to be adequate to complete the pro
curement or project must be requested to be appro
priated in the first year, even though it may be obli
gated over several years. This policy is intended to

avoid piecemeal funding of programs and projects that 
cannot be used until they have been completed.

Budget authority takes several forms:
• appropriations, which permit obligations to be 

incurred and payments to be made;
• borrowing authority, which permits obligations 

to be incurred but requires that funds be bor
rowed, generally from the general fund of the 
Treasury, to make payment; and

• contrcuct authority, which permits obligations in 
advance of a separate appropriation of the cash 
for payment or in anticipation of the collection 
of receipts that can be used for payment.

The form of budget authority is usually determined 
in the authorizing statute for a program. Most pro
grams are funded by appropriations. An appropriation 
may make available funds from the general fund, spe
cial funds, trust funds, or a combination of those 
sources. The authority to spend offsetting collections 
credited to expenditure accounts is another form of ap
propriation. Borrowing authority is usually authorized 
for business-like activities where the activity being fi
nanced is expected to produce income over time with 
which to repay the borrowing with interest. Contract 
authority is a traditional form of budget authority for 
certain programs, particularly transportation programs.

Budget authority that is provided in an annual appro
priations act is available for obligation only during the 
fiscal year to which the appropriations act applies, un
less the appropriation language providing the budget 
authority specifies that it is to remain available for 
a longer period. Typically, budget authority for current 
operations is made available for obligation in only one
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year. Some budget authority is made available for a 
specified number of years. Other budget authority, in
cluding most provided for construction, some for re
search, and many appropriations of trust fund receipts, 
is made available for obligation until the amount appro
priated has been expended or until the program objec
tives have been attained.

Congress usually makes budget authority available 
on the first day of the fiscal year for which the appro
priations act is passed. Occasionally, the appropriations 
language specifies a different timing. The language may 
provide an advance appropriation—budget authority 
that does not become available until one year or more 
beyond the fiscal year for which the appropriations act 
is passed. Forward funding refers to budget authority 
that is made available for obligation beginning in the 
last quarter of the fiscal year (beginning on July 1st) 
for the financing of ongoing grant programs during the 
next fiscal year. This kind of funding is used mostly 
for education programs, so that obligations for grants 
can be made prior to the beginning of the next school 
year. For certain benefit programs funded by annual 
appropriations, the appropriation provides for advance 
funding—budget authority that is to be charged to 
the appropriation in the succeeding year but which au
thorizes obligations to be incurred in the last quarter 
of the fiscal year if necessary to meet benefit payments 
in excess of the specific amount appropriated for the 
year.

When budget authority is made available by law for 
a specific period of time, any part that is not obligated 
during that period expires and cannot be used later. 
Provisions of law that extend the availability of unobli
gated amounts that have expired or would otherwise 
expire are called reappropriations. Reappropriations 
are counted as new budget authority in the fiscal year 
in which the balances become newly available. For ex
ample, if a 1994 appropriations act extends the avail
ability of unobligated budget authority that otherwise 
would expire at the end of 1993, new budget authority 
would be recorded for 1994.

Budget authority is classified in the budget as cur
rent or permanent. Generally, budget authority is cur
rent if it is provided by annual appropriations acts and 
permanent if it becomes available pursuant to standing 
authorizing legislation. Advance appropriations of budg
et authority are classified as permanent, even though 
they are provided in annual appropriations acts, be
cause they become available a year or more following 
the year to which the act pertains. The authority to 
spend offsetting collections credited to appropriation 
and revolving fund accounts usually is provided by au
thorizing legislation and, therefore, is usually a form 
of permanent budget authority.

Obligations and outlays resulting from permanent 
budget authority, including the authority to spend off
setting collections credited to expenditure accounts, ac
count for more than half of the budget totals. Put an
other way, less than half of the obligations and outlays 
in the budget result from annual appropriations acts.

Most permanent budget authority, other than the au
thority to spend offsetting collections, arises from the 
authority to spend trust fund receipts and the authority 
to pay interest on the public debt. Most authority to 
spend offsetting collections applies to public enterprise 
revolving funds.

Budget authority also is classified in the budget as 
definite or indefinite. Budget authority is definite if 
the legislation that provides it specifies a definite dollar 
amount (including an amount not to be exceeded). 
Budget authority is indefinite if, instead of specifying 
an amount, the legislation providing it permits the 
amount to be determined by subsequent circumstances. 
For example, indefinite budget authority is provided 
for interest on the public debt, payment of claims and 
judgments awarded by the courts against the U.S., and 
many entitlement programs. Many of the laws that au
thorize collections to be credited to revolving, special, 
and trust funds make all of the collections available 
for expenditure for the authorized purposes of the fund. 
Such authority is considered to be indefinite budget 
authority. In some such cases, only some of these 
amounts are counted as budget authority, because they 
are precluded from obligation in a fiscal year by a provi
sion of law, such as a limitation on obligations or a 
benefit formula (for example, the formula for unemploy
ment insurance benefits).

Obligations Incurred
Following the enactment of budget authority and the 

completion of required apportionment action, Govern
ment agencies incur obligations. Such obligations in
clude: the current liabilities for salaries, wages, and 
interest; contracts for the purchase of supplies and 
equipment, construction, and the acquisition of office 
space, buildings, and land; and other arrangements re
quiring the payment of money. For Federal credit pro
grams, obligations are recorded in an amount equal 
to the estimated subsidy cost of direct loans and loan 
guarantees (see FEDERAL CREDIT below).

Outlays
Outlays are recorded when obligations are paid. The 

amount of the outlay is the amount paid. Obligations 
are usually paid in the form of cash (currency, checks, 
or electronic fund transfers). However, obligations also 
may be paid and outlays recorded even though no cash 
is disbursed. For example, outlays are recorded for the 
full amount of Federal employees’ salaries, even though 
the cash disbursed to the employee is net of Federal 
and state taxes, retirement contributions, life and 
health insurance premiums, and other deductions. (Re
ceipts are also recorded for the deductions that rep
resent payments to the Government.) Outlays are re
corded when debt instruments (bonds, debentures, 
notes, or monetary credits) are used to pay obligations. 
(An increase in debt is also recorded when such instru
ments are used.) For example, the acquisition of phys
ical assets through certain types of lease-purchase ar
rangements is treated as though an outlay were made
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for an outright purchase. Because no cash is paid at 
that time to the nominal owner of the asset, a debt 
is recorded. Lease payments in such cases are recorded 
as repayments of principal and interest.

The treatment of interest varies. Outlays for the in
terest on the public issues of Treasury debt securities 
are recorded as the interest accrues, not when the cash 
is paid. Interest on special issues of the debt securities 
held by trust funds and other Government accounts 
is normally stated on a cash basis. When a Government 
account invests in Federal debt securities, the purchase 
price is usually close or identical to the par (face) value 
of the security. The budget records the investment at 
par value and adjusts the interest paid by Treasury 
and collected by the account by the difference between 
purchase price and par, if any. However, in the case 
of two trust funds in the Department of Defense, the 
Military Retirement Trust Fund and the Education 
Benefits Trust Fund, the differences between purchase 
price and par are routinely relatively large. For these 
funds, the budget records the holdings of debt at par 
but records the differences between purchase price and 
par as adjustments to the assets of the funds that are 
amortized over the life of the security. Interest is re
corded as the amortization occurs. The special issues 
of zero-coupon bonds held by the Pension Benefit Guar
anty Corporation are recorded at market value and the 
interest is accrued.

For Federal credit programs, outlays for the subsidy 
cost of direct loans and loan guarantees are recorded 
as the underlying loans are disbursed.

Refunds of receipts (such as income taxes in excess 
of tax liabilities) are recorded as reductions of receipts, 
rather than as outlays.

Outlays during a fiscal year may be for the payment 
of obligations incurred in the same year or in prior 
years. Obligations, in turn, may be incurred under

FEDERAL

Government programs may be carried out through 
federally supported credit in the form of direct loans 
or loan guarantees. A direct loan is a disbursement 
of funds by the Government to a non-Federal borrower 
under a contract that requires the repayment of such 
funds with or without interest. A loan guarantee is 
any guarantee, insurance, or other pledge with respect 
to the payment of all or a part of the principal or 
interest on any debt obligation of a non-Federal bor
rower to a non-Federal lender. The Federal Credit Re
form Act prescribes the budget treatment for Federal 
credit programs. This treatment is designed to measure 
the cost of subsidizing direct loans and guaranteed 
loans in the budget, rather than the cash flows, so 
they can be compared to each other and to other meth-

zAdditional information is provided in a separate report, “Balances of Budget Authority,” 
which is available from the National Technical Information Service, Department of Com
merce, shortly after the budget is transmitted.

3 Present value is a standard financial concept that allows for the time value of money,

budget authority provided in the same or in prior years. 
Outlays, therefore, flow in part from unexpended bal
ances of prior year budget authority and in part from 
budget authority provided for the year in which the 
money is spent. The ratio of the outlays resulting from 
budget authority enacted in any year to the amount 
of that budget authority is referred to as the spendout 
rate for that year.

Outlays for an account are stated both gross and 
net of offsetting collections, but function, agency, and 
Government-wide outlay totals are only stated net. 
Total outlays for the Federal Government include both 
on-budget and off-budget outlays. (See the table, “Totals 
for the Budget and Federal Government,” which ap
pears earlier in this section.)

Balances of Budget Authority
Not all budget authority enacted for a fiscal year 

results in obligations and outlays in the same year. 
In the case of budget authority that is available for 
more than one year, the unobligated balance of budg
et authority that is still available at the end of a year 
may be carried forward for obligation in the following 
year. The obligated balance is that portion of the 
budget authority that has been obligated but not yet 
paid. For example, in the case of salaries and wages, 
1 to 3 weeks elapse between the time of obligation 
and the time of payment. In the case of major procure
ment and construction, payment may occur over several 
years. Obligated balances of budget authority are car
ried forward until the obligations are paid.2

A change in the amount of obligations incurred from 
one year to the next is not necessarily accompanied 
by an equal change in either the budget authority or 
the outlays of that same year. Conversely, a change 
in budget authority in any one year may cause changes 
in the level of obligations and outlays for several years.

CREDIT

ods of delivering benefits, such as grants, on an equiva
lent basis.

Under credit reform, the estimated long-term cost to 
the Government arising from the direct loans and loan 
guarantees of a credit program must be estimated and 
recorded in the budget in a credit program account. 
The cost is calculated on the basis of the net present 
value of estimated disbursements over^the term of the 
loan less estimated collections.3 For most programs, di
rect loan obligations and loan guarantee commitments 
cannot be made unless Congress has appropriated 
funds for the costs in advance in annual appropriations 
acts. In addition, the appropriation language for most 
credit programs includes annual limitations on the 
amount of obligations for direct loans and commitments 
for loan guarantees.
that is, for the fact that a given sum of money is worth more at present than in the 
future because interest can be earned on it. The cost of direct loans and loan guarantees 
is a net present value because collections are offset against disbursements.
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When a direct or guaranteed loan is disbursed, the 
program account makes a payment equal to the cost, 
which is recorded as an outlay, to a non-budgetary 
credit financing account For a few programs, the 
computed cost is negative for a portion or all of the 
direct loans and loan guarantees. In such cases, the 
financing account makes a payment to a special fund 
receipt account established for the program, where it 
is recorded as an offsetting receipt.

The cost of the outstanding direct and guaranteed 
loans is reestimated each year. If the cost is estimated 
to have increased, an additional outlay is made from 
the program account to the financing account, and, if 
the cost is estimated to have decreased, a payment 
is made from the financing account to the program’s 
special fund receipt account, where it is recorded as 
an offsetting receipt. A permanent appropriation is 
available to pay the increased costs resulting from 
reestimates.

If the terms of an outstanding direct loan or loan 
guarantee are modified in a way that increases the 
cost, an outlay in the amount of the increased cost 
is made from the program account to the financing 
account. The additional cost is recorded as an obligation 
against the budget authority provided for the costs of 
the program for that year. The requirement to record

the costs of modification applies to pre-credit reform, 
as well as post-credit reform, direct loans and loan 
guarantees.

Credit financing accounts record all cash flows to and 
from the Government arising from direct loan obliga
tions and loan guarantee commitments. These cash 
flows consist mainly of direct loan disbursements and 
repayments and loan guarantee default payments. The 
cash flows of direct loans and of loan guarantees are 
recorded in separate financing accounts for programs 
that do both. The transactions of the financing accounts 
are displayed in the budget documents for information 
and analytical purposes, together with the related pro
gram accounts, but are excluded from the budget totals 
because they are not a cost to the Government. Financ
ing account transactions are a means of financing a 
budget surplus or deficit (see Credit Financing Ac
counts below).

The transactions associated with direct loan obliga
tions and loan guarantee commitments made prior to 
1992 continue to be accounted for on a cash flow basis 
and are recorded in liquidating accounts. In most 
cases, the liquidating account is the account that was 
used for the program prior to the enactment of credit 
reform in 1990.

BUDGET DEFICIT OR SURPLUS AND MEANS OF FINANCING

A budget deficit is the amount by which outlays ex
ceed receipts. Deficits are financed by borrowing and, 
to a limited extent, the other items discussed under 
this heading. The debt (debt held by the public) is the 
cumulative amount of borrowing to finance deficits, less 
repayments. When receipts exceed outlays, the dif
ference is a budget surplus. Surpluses are used to re
duce debt and, to a limited extent, may be absorbed 
by the other items.

Borrowing and Repayment
Borrowing is not defined as receipts, and debt repay

ment is not defined as outlays. If they were, the budget 
would virtually be balanced by definition. This rule ap
plies both to borrowing in the form of Treasury securi
ties and to specialized borrowing in the form of agency 
securities (including the issuance of debt securities to 
liquidate an obligation and the sale of certificates rep
resenting participation in a pool of loans). In addition 
to issuing debt to the public, the Government issues 
debt to Government accounts, primarily trust funds 
that are required by law to invest in Treasury securi
ties. This debt is not a means of financing deficits, 
because it does not raise any additional cash. In 1993, 
the Government borrowed $247 billion from the public 
to finance the deficit in that year. At the end of 1993, 
the debt held by the public was $3,247 billion. (See 
Chapter 13, "Federal Borrowing and Debt,” in this vol
ume for a fuller discussion of this topic.)

Exercise o f Monetary Power
Seigniorage is the profit from coining money. It is 

the difference between the value of coins as money 
and their cost of production. Seigniorage on coins arises 
from the exercise of the Government's monetary powers 
but differs from receipts coming from the public, since 
there is no corresponding payment by another party. 
Therefore, seigniorage is excluded from receipts and 
treated as a means of financing the deficit other than 
borrowing from the public. The increment (profit) re
sulting from the sale of gold as a monetary asset also 
is treated as a means of financing, since the value 
of gold is determined by its value as a monetary asset 
rather than as a commodity.

Credit Financing Accounts
The net cash flows of credit programs are recorded 

in credit financing accounts, which are excluded from 
the budget totals and are called net financing dis
bursements. (See FEDERAL CREDIT above.) Net fi
nancing disbursements are defined in the same way 
as the outlays of a budgetary account and may be either 
positive or negative. If positive, they must be paid in 
cash and increase the requirement for Treasury borrow
ing in the same way as an increase in budget outlays 
and the budget deficit; if negative, they provide cash 
to the Treasury that can be used to finance the pay
ment of the Government's obligations. The net financing 
disbursements are therefore a means of financing the 
deficit other than borrowing from the public.
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Deposit Fund Account Balances
Certain accounts outside the budget, known as de

posit funds, are established to record amounts held 
temporarily until ownership is determined (for example, 
earnest money paid by bidders for mineral leases) or 
held by the Government as agent for others (for exam
ple, State and local income taxes withheld from Federal 
employees’ salaries and payroll deductions for the pur
chase of savings bonds by employees of the Govern
ment). Deposit fund balances may be held in the form 
of either invested or uninvested balances. Changes in 
deposit fund balances, if they are not invested in Fed
eral securities, affect Treasury’s cash balances, even 
though the transactions are not a part of the budget. 
To the extent that deposit fund balances are not in
vested, changes in the balances are reflected as a 
means of financing the deficit other than borrowing 
from the public. To the extent that the balances are

invested in Federal debt, changes in the balances are 
reflected as borrowing from the public or as a means 
of financing the deficit other than borrowing from the 
public, depending on whether the deposit funds are 
classified as part of the public or the Government.

Exchange of Cash
The Government’s deposits with the International 

Monetary Fund (IMF) are considered to be monetary 
assets. Therefore, the movement of money between the 
IMF and the Treasury is not considered in itself a 
receipt or an outlay, borrowing, or lending. However, 
interest paid by the IMF on U.S. deposits is an offset
ting collection. In a similar manner, the holdings of 
foreign currency by the Exchange Stabilization Fund 
are considered to be cash assets. Changes in these hold
ings are outlays only to the extent there is a realized 
loss of dollars on the exchange and are offsetting collec
tions only to the extent there is a realized dollar profit.

BASIS FOR BUDGET FIGURES

Data for the Past Year
The past year column (1993) generally presents the 

actual transactions and balances as recorded in agency 
accounts and as summarized in the central financial 
reports prepared by the Treasury Department for the 
most recently completed fiscal year. Occasionally the 
budget reports corrections to data reported erroneously 
to Treasury but not discovered in time to be reflected 
in Treasury’s published data. The budget usually notes 
the sources of such differences.

Data for the Current Year
The current year column (1994) includes estimates 

of transactions and balances based on the amounts of 
budgetary resources that were available when the budg
et was transmitted, including amounts appropriated for 
the year. This column also reflects any supplemental 
appropriations or rescissions that are proposed in the 
budget.

Data for the Budget Year
The budget year column (1995) includes estimates 

of transactions and balances based on the amounts of 
budgetary resources that are estimated to be available, 
including amounts proposed to be appropriated. The 
budget generally includes the appropriations language 
for the amounts proposed to be appropriated. Where 
the estimates represent amounts that will be requested

under proposed legislation, the appropriation language 
usually is not included; it is transmitted later, usually 
after the legislation is enacted. In a few cases, proposed 
language for appropriations to be requested under exist
ing legislation is transmitted later because the exact 
requirements are not known when the budget is trans
mitted. In certain tables of the budget, the items for 
later transmittal and the related outlays are identified 
separately. Estimates of the total requirements for the 
budget year include both the amounts requested with 
the transmittal of the budget and the amounts planned 
for later transmittal.

Data for the Outyears
The budget presents estimates for each of the four 

years beyond the budget year (1996 through 1999) in 
order to reflect the effect of budget decisions on longer 
term objectives and plans.

Allowances
Lump-sum allowances are included in the budget to 

cover certain forms of budgetary transactions that are 
expected to increase or decrease budget authority or 
outlays but are not reflected in the program details. 
Budget authority and outlays included in the allowance 
section are never appropriated as allowances, but rath
er indicate the estimated budget authority and outlays 
that may be requested for specific programs.

PRINCIPAL BUDGET LAWS

The following are the basic laws pertaining to the 
Federal budget process:

• Article 1, section 9, clause 7 of the Constitu
tion, which requires appropriations in law before 
money may be spent from the Treasury.

• Chapter 11 of Title 31, United States Code,
which prescribes procedures for submission of the 
President’s budget and information to be con
tained in it.
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• Congressional Budget and Impoundment Con
trol Act of 1974 (Public Law 93-344), as amend
ed. This Act comprises the:
—Congressional Budget Act of 1974, as amended, 

which prescribes the congressional budget proc
ess; and

—Impoundment Control Act of 1974, which con
trols certain aspects of budget execution.

• Balanced Budget and Emergency Deficit Con
trol Act of 1985 (Public Law 99-177), as amend
ed, which prescribes rules and procedures (includ
ing “sequestration”) designed to eliminate excess 
deficits. This Act is commonly known as the 
Gramm-Rudman-Hollings Act.

• Budget Enforcement Act of 1990 (Title XIII, 
Public Law 101-508), which significantly amended 
the laws pertaining to the budget process, includ
ing the Congressional Budget Act and the Bal
anced Budget and Emergency Deficit Control Act.

• Federal Credit Reform Act of 1990, a part of 
the Budget Enforcement Act of 1990, which 
amended the Congressional Budget Act to pre
scribe the budget treatment for Federal credit pro
grams.

• Antideficiency Act (codified in Chapters 13 and 
15 of Title 31, United States Code), which pre
scribes rules and procedures for budget execution.
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GLOSSARY OF BUDGET TERMS

Balances of budget authority—These are amounts 
of budget authority provided in previous years that 
have not been outlayed. Obligated balances are 
amounts that have been obligated but not yet outlayed. 
Unobligated balances are amounts that have not been 
obligated and that remain available for obligation under 
law.

Breach—A breach is the amount by which new budg
et authority or outlays within a category of discre
tionary appropriations for a fiscal year is above the 
cap on new budget authority or outlays for that cat
egory for that year.

Budget—The Budget of the United States Govern
ment sets forth the President’s comprehensive financial 
plan for allocating resources and indicates the Presi
dent’s priorities for the Federal Government.

Budget authority (BA)—Budget authority is the 
authority provided by Federal law to incur financial 
obligations that will result in outlays. Specific forms 
of budget authority include:

• provisions of law that make funds available for 
obligation and expenditure (other than borrowing 
authority), including the authority to obligate and 
expend offsetting receipts and collections;

• borrowing authority, which is authority granted 
to a Federal entity to borrow (e.g., through the 
issuance of promissory notes or monetary credits) 
and to obligate and expend the borrowed funds;

• contract authority, which is the making of funds 
available for obligation but not for expenditure; 
and

• offsetting receipts and collections as negative 
budget authority.

Budgetary resources—Budgetary resources com
prise new budget authority, unobligated balances of 
budget authority, direct spending authority, and obliga
tion limitations.

Budget totals—The budget includes totals for budg
et authority, outlays, and receipts. Some presentations 
in the budget distinguish on-budget totals from off- 
budget totals. On-budget totals reflect the transactions 
of all Federal Government entities except those ex
cluded from the budget totals by law. Off-budget totals 
reflect the transactions of Government entities that are 
excluded from the on-budget totals by law. Currently 
excluded are the social security trust funds (Federal 
Old-Age and Survivors Insurance and Federal Disabil
ity Insurance Trust Funds) and the Postal Service 
Fund. The on- and off-budget totals are combined to 
derive a total for Federal activity.

Cap—This is the term commonly used to refer to 
legal limits on the budget authority and outlays for 
each fiscal year for each of the discretionary appropria

tions categories. A sequester is required if an appropria
tion for a category causes a breach in the cap.

Credit program account—A credit program ac
count receives an appropriation for the cost of a direct 
loan or loan guarantee program, from which such cost 
is disbursed to a financing account for the program.

Deficit—A deficit is the amount by which outlays 
exceed Governmental receipts.

Direct loan—A direct loan is a disbursement of 
funds by the Government to a non-Federal borrower 
under a contract that requires the repayment of such 
funds with or without interest. The term includes the 
purchase of, or participation in, a loan made by another 
lender. The term does not include the acquisition of 
a federally guaranteed loan in satisfaction of default 
claims or the price support loans of the Commodity 
Credit Corporation. (Cf. loan guarantee.)

Direct spending—Direct spending, which sometimes 
is called mandatory spending, is a category of outlays 
from budget authority provided in law other than ap
propriations acts, entitlement authority, and the budget 
authority for the food stamp program. (Cf. discretionary 
appropriations.)

Discretionary appropriations—Discretionary ap
propriations is a category of budget authority that com
prises budgetary resources (except those provided to 
fund direct-spending programs) provided in appropria
tions acts. (Cf. direct spending.)

Emergency spending—Emergency spending is 
spending that the President and the Congress have des
ignated as an emergency requirement. Such spending 
is not subject to the limits on discretionary spending, 
if it is discretionary spending, or the pay-as-you-go 
rules, if it is direct spending.

Federal funds—Federal funds are the moneys col
lected and spent by the Government other than those 
designated as trust funds. Federal funds include gen
eral, special, public enterprise, and intragovernmental 
funds. (Cf. trust funds.)

Financing account—A financing account receives 
the cost payments from a credit program account and 
includes other cash flows to and from the Government 
resulting from direct loan obligations or loan guarantee 
commitments made on or after October 1, 1991. At 
least one financing account is associated with each cred
it program account. For programs with direct and guar
anteed loans, there are separate financing accounts for 
direct loans and guaranteed loans. The transactions of 
the financing accounts are not included in the budget 
totals. (Cf. liquidating account.)
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Fiscal year—The fiscal year is the Government’s ac
counting period. It begins on October 1st and ends on 
September 30th, and is designated by the calendar year 
in which it ends. Before 1976, the fiscal year began 
on July 1 and ended on June 30.

General fund—The general fund consists of ac
counts for receipts not earmarked by law for a specific 
purpose, the proceeds of general borrowing, and the 
expenditure of these moneys.

Governmental receipts—These are collections that 
result primarily from the Government’s exercise of its 
sovereign power to tax or otherwise compel payment. 
They are compared to outlays in calculating a surplus 
or deficit. (Cf. offsetting collections.)

Liquidating account—A liquidating account in
cludes all cash flows to and from the Government re
sulting from direct loan obligations and loan guarantee 
commitments prior to October 1, 1991. (Cf. financing 
account. ) !

Loan guarantee—A loan guarantee is any guaran
tee, insurance, or other pledge with respect to the pay
ment of all or a part of the principal or interest on 
any debt obligation of a non-Federal borrower to a non- 
Federal lender. The term does not include the insurance 
of deposits, shares, or other withdrawable accounts in 
financial institutions. (Cf. direct loan.)

Mandatory spending—See direct spending

Maximum deficit amounts—These are amounts 
specified in and subject to certain adjustments under 
law. If the deficit for the year in question is estimated 
to exceed the adjusted maximum deficit amount for 
that year by more than a specified margin, a sequester 
of the excess deficit is required.

Intragovemmental funds—Intragovemmental 
funds are accounts for business-type or market-oriented 
activities conducted primarily within and between Gov
ernment agencies and financed by offsetting collections 
that are credited directly to the fund.

Obligations—Obligations are binding agreements 
that will result in outlays, immediately or in the future. 
Budgetary resources must be available before obliga
tions can be incurred legally.

Off-budget—See budget totals.

Offsetting collections—Offsetting collections are 
collections from the public that result from business- 
type or market-oriented activities and collections from 
other Government accounts. These collections are de
ducted from gross disbursements in calculating outlays, 
rather than counted in Governmental receipt totals. 
Some offsetting collections are credited directly to ap
propriation or fund accounts; others, called offsetting 
receipts, are credited to receipt accounts. The authority

to spend offsetting collections is a form of budget au
thority. (Cf. governmental receipts.)

Offsetting receipts—See offsetting collections.
On-budget—See budget totals.

Outlays—Outlays are the measure of Government 
spending. They are payments to liquidate obligations 
(other than the repayment of debt), net of refunds and 
offsetting collections. Outlays generally are recorded on 
a cash basis, but also include many cash-equivalent 
transactions, the subsidy cost of direct loans and loan 
guarantees, and interest accrued on public issues of 
the public debt.

Pay-as-you-go (PAYGO)—This term refers to re
quirements in law that result in a sequester if the 
estimated combined result of legislation affecting direct 
spending or receipts is an increase in the deficit for 
a fiscal year.

Public enterprise funds—Public enterprise funds 
are accounts for business or market-oriented activities 
conducted primarily with the public and financed by 
offsetting collections that are credited directly to the 
fund.

Receipts—See governmental receipts and offsetting 
collections.

Sequester—A sequester is the cancellation of budg
etary resources provided by discretionary appropria
tions or direct spending legislation, following various 
procedures prescribed in law. A sequester may occur 
in response to a discretionary appropriation that causes 
a breach, in response to increases in the deficit result
ing from the combined result of legislation affecting 
direct spending or receipts (referred to as a “pay-as- 
you-go” sequester), or in response to a deficit estimated 
to be in excess of the maximum deficit amounts.

Special funds—Special funds are Federal fund ac
counts for receipts earmarked for specific purposes and 
the associated expenditure of those receipts. (Cf. trust 
funds.)

Subsidy—This term means the same as cost when 
it is used in connection with Federal credit programs.

Surplus—A surplus is the amount by which receipts 
exceed outlays.

Supplemental appropriation—A supplemental ap
propriation is one enacted subsequent to a regular an
nual appropriations act when the need for funds is 
too urgent to be postponed until the next regular an
nual appropriations act.

Trust fluids—Trust funds are accounts, designated 
by law as trust funds, for receipts earmarked for spe
cific purposes and the associated expenditure of those 
receipts. (Cf. special funds.)
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25. BUDGET SYSTEM AND CONCEPTS AND GLOSSARY

The budget system of the United States Government
provides the means by which the Government decides
how much money to spend and what to spend it on,
and how to raise the money it has decided to spend.
Once these decisions are made, the budget system en-
sures that they are carried out. The Government uses
the budget system to determine the allocation of re-
sources among its major functions—such as ensuring
the national defense, promoting commerce, and provid-
ing health care—as well as to determine the objectives
and scope of individual programs, projects, and activi-
ties. While the focus of the budget system is on dollars,
other resources, such as federal employment, are con-
trolled through the budget system. The decisions made

in the budget process affect the nation as a whole,
state and local governments, and individual Americans.
Many budget decisions have worldwide significance.

This chapter provides an overview of the budget sys-
tem and explains some of the more important budget
concepts. A glossary of budget terms is provided at
the end of the chapter. Summary dollar amounts illus-
trate major concepts. These figures and more detailed
amounts are discussed in more depth in other chapters
of the budget document.

The budget system is governed by various laws that
have been enacted to carry out requirements of the
Constitution. The principal laws pertaining to the budg-
et system are referred to by title throughout the text,
and complete citations are given later in the chapter.

THE BUDGET PROCESS

The budget process has three main phases, each of
which is interrelated with the others:

(1) formulation of the President’s budget;
(2) congressional action on the budget; and
(3) budget execution.

Formulation of the President’s Budget

The Budget of the United States Government consists
of several volumes that set forth the President’s finan-
cial proposal with recommended priorities for the allo-
cation of resources by the Federal Government. The
primary focus of the budget is on the budget year—
the next fiscal year for which Congress needs to make
appropriations. However, the budget may propose
changes to funding levels already provided for the cur-
rent year, and it covers the four years following the
budget year in order to reflect the effect of budget deci-
sions over the longer term. The budget includes data
on the most recently completed fiscal year so that the
budget estimates can be compared to actual accounting
data.

The process of formulating the budget begins not
later than the spring of each year, at least nine months
before the budget is transmitted and at least 18 months
before the fiscal year begins. (See the Budget Calendar
below.) The President establishes general budget and
fiscal policy guidelines. Based on these guidelines, the
Office of Management and Budget (OMB) works with
the federal agencies to establish specific policy direc-
tions and planning levels for the agencies, both for the
budget year and for the following four years, to guide
the preparation of their budget requests.

During the formulation of the budget, there is a con-
tinual exchange of information, proposals, evaluations,
and policy decisions among the President, the Director

of OMB, other officials in the Executive Office of the
President, the Secretaries of the departments, and
other heads of Government agencies. Decisions concern-
ing the upcoming budget are influenced by the results
of previously enacted budgets, including the one for
the fiscal year in progress, and reactions to the last
proposed budget, which is being considered by Con-
gress. Decisions are influenced also by projections of
the economic outlook that are prepared jointly by the
Council of Economic Advisers, OMB, and the Treasury
Department.

In the fall, agencies submit budget requests to OMB,
where analysts review them and identify for OMB offi-
cials issues that need to be discussed with agencies.
Many issues are resolved between OMB and the agen-
cy. Others require the involvement of the President
and White House policy officials. This decision-making
process is usually completed by late December. At that
time, the final stage of developing detailed budget data
and the preparation of the budget documents begins.

The decision-makers must consider the effects of eco-
nomic and technical assumptions on the budget esti-
mates. Interest rates, economic growth, the rate of in-
flation, employment levels, and the size of the bene-
ficiary populations are some of the assumptions that
must be made. Small changes in these assumptions
can affect budget estimates by billions of dollars. (Chap-
ter 1, ‘‘Economic Assumptions’’ in the Analytical Per-
spectives volume of the 1996 budget provides more in-
formation on this subject.)

Budget decisions must also take into account any
statutory limitations on receipts, outlays, and the defi-
cit (see Budget Enforcement below).

Thus, the budget formulation process involves the si-
multaneous consideration of the resource needs of indi-
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1 The transmittal date was changed in 1990 from the first Monday after January 3rd.
Thus, President Clinton was the first President in modern times to face this problem.
The 1994 Budget was transmitted in early April 1993.

2 For a fuller discussion of the congressional budget process, see Allen Schick, Robert
Keith, and Edward Davis, Manual on the Federal Budget Process (Congressional Research
Service Report 91-902 GOV, December 24, 1991) and Davis and Keith, Budget Process
Changes Adopted in August 1993 (CRS Report 93-778 GOV, December 6, 1993).

vidual programs, the allocation of resources among the
functions of the Government, the total outlays and re-
ceipts that are appropriate in relation to current and
prospective economic conditions, and statutory con-
straints.

In most years, the President transmits the budget
to Congress early in each calendar year, eight to nine
months before the beginning of the next fiscal year
on October first. The transmittal of the President’s
budget to Congress is scheduled in law for the first
Monday in February. For various reasons, the budget
has not always been transmitted on the scheduled date.
In some years, Congress has been late in passing appro-
priations acts for the fiscal year prior to the budget
year, which delays preparation of the budget. Also, this
schedule does not require an outgoing President to
transmit a budget, it is not practical for an incoming
President to complete a budget within a few days of
taking office on January 20th.1

Congressional Action 2

Congress considers the President’s budget proposals
and approves, modifies, or disapproves them. It can
change funding levels, eliminate programs, or add pro-
grams not requested by the President. It can add or
eliminate taxes and other sources of receipts, or make
other changes that affect the amount of receipts col-
lected.

Congressional review of the budget begins shortly
after the President transmits the budget to Congress.
Under the procedures established by the Congressional
Budget Act of 1974, Congress considers budget totals
before completing action on individual appropriations.
The Act requires each standing committee of the House
and Senate to recommend budget levels and report leg-
islative plans concerning matters within the commit-
tee’s jurisdiction to the Budget Committee in each body.
The Budget Committees then initiate the concurrent
resolution on the budget. The budget resolution sets
appropriate levels for total receipts and for budget au-
thority and outlays, in total and by functional category
(see Functional Classification below). It also sets appro-
priate levels for the budget deficit (or surplus) and debt.

The explanatory statement that accompanies the
budget resolution allocates amounts of budget authority
and outlays within the functional category totals to the
committees that have jurisdiction over the programs
in the functions. The House and Senate Appropriations
Committees are required, in turn, to allocate amounts
of budget authority and outlays among its respective
subcommittees. Other committees may make allocations
among their subcommittees but are not required to.
There is no allocation at the program level. However,
the functional allocations are based on certain assump-
tions about the level of funding for major programs.

These assumptions may be included in the explanatory
statement, but they are not binding on the committees
of jurisdiction. The budget resolution may contain ‘‘rec-
onciliation directives,’’ which are discussed below.

The budget resolution is scheduled to be adopted by
the whole Congress by April 15 of each year, but pas-
sage is often delayed. After passage of the budget reso-
lution, a point of order can be raised to block consider-
ation of bills that would cause a committee’s allocation
to be exceeded. Like the President’s budget, the budget
resolution is subject to spending limitations imposed
in law through 1998.

Budget resolutions are not laws and, therefore, do
not require the President’s approval. However, Con-
gress considers the Administration’s views, because leg-
islation developed to meet congressional budget alloca-
tions does require the President’s approval. In some
years, the President and the joint leadership of Con-
gress have formally agreed on the framework of a defi-
cit reduction plan. These agreements were reflected in
the budget resolution and legislation passed for those
years.

Congress does not enact a budget as such. It provides
spending authority for specified purposes in several ap-
propriations acts each year (usually thirteen). In mak-
ing appropriations, Congress does not vote on the level
of outlays (spending) directly, but rather on budget au-
thority, which is the authority to incur legally binding
obligations of the Government that will result in imme-
diate or future outlays. In a separate process, prior
to making appropriations, Congress usually enacts leg-
islation that authorizes an agency to carry out a par-
ticular program and, in some cases, includes limits on
the amount that can be appropriated for the program.
Some programs require annual authorizing legislation,
some are authorized for a specified number of years,
and others are authorized indefinitely. Congress may
enact appropriations for a program even though there
is no specific authorization for it.

Appropriations bills are initiated in the House. The
Appropriations Committee in each body has jurisdiction
over annual appropriations. Those committees are di-
vided into subcommittees that hold hearings and review
detailed budget justification materials prepared by the
agencies within the subcommittee’s jurisdiction. After
a bill has been approved by the committee and by the
whole House, usually with amendments to the original
version, it is forwarded to the Senate, where a similar
review follows. In case of disagreement between the
two Houses of Congress, a conference committee (con-
sisting of Members of both bodies) meets to resolve
the differences. The report of the conference committee
is returned to both Houses for approval. When the
measure is agreed to, first in the House and then in
the Senate, it is ready to be transmitted to the Presi-
dent as an enrolled bill, for approval or veto.

If action on one or more appropriations bills is not
completed by the beginning of the fiscal year, Congress
enacts a joint continuing resolution to provide authority
for the affected agencies to continue financing oper-
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ations up to a specified date or until their regular ap-
propriations are enacted. In some years, a portion or
all of the Government has been funded for the entire
year by a continuing resolution. Continuing resolutions
must be presented to the President for approval or veto.

Congress provides spending authority in permanent
laws as well as appropriations acts. These are laws
that do not need to be reenacted each year. In fact,
while spending authority for the majority of Federal
programs is provided each year in appropriations acts,
most of the total spending authority available in a year
is provided by permanent laws. This is because the
budget authority for interest on the public debt ($297
billion in 1994) and a few programs with large amounts
of obligations each year, such as social security ($321
billion in 1994), are funded by permanent law. The
outlays from permanent budget authority, together with
the outlays from obligations incurred with budget au-
thority provided in previous years, account for the ma-
jority of the outlay total for any year. Therefore, most
outlays in a year are not controlled through appropria-
tions actions for that year. The types of budget author-
ity, their control by Congress, and the relation of out-
lays to budget authority are discussed in more detail
in later in the chapter.

Almost all taxes and most other receipts result from
permanent laws. Tax bills are initiated in the House.
The House Ways and Means Committee and the Senate
Finance Committee have jurisdiction over tax laws.

The reconciliation directives in a budget resolution
usually require changes in permanent laws. They in-
struct each designated committee to make changes in
the laws under the committee’s jurisdiction that will
change the levels of receipts and spending controlled
by the laws. The instructions specify the dollar amount
of changes that each designated committee is expected
to achieve through changes in law, but do not specify
the laws to be changed or the changes to be made.
However, the changes in receipt and outlay amounts
are based on certain assumptions about how laws would
be changed, and these assumptions may be included
in the explanatory statement accompanying the budget
resolution. Like other assumptions included in the ex-
planatory statement, these are not binding on the com-
mittees of jurisdiction.

The committees that are subject to reconciliation di-
rectives are expected to prepare implementing legisla-
tion. Such legislation may, for example, change the tax
code, change benefit formulas or eligibility require-
ments for entitlement programs, or authorize Govern-
ment agencies to charge fees to cover some of their
costs. In some years, Congress has enacted an omnibus
budget reconciliation act (OBRA), which combines the
amendments to implement reconciliation directives in
a single act. These acts, together with appropriations
acts for the year, often implement agreements between
the President and the Congress. They may include
other matters, such as laws providing the means for
enforcing these agreements, as described below.

Budget Enforcement

The Balanced Budget and Emergency Deficit Control
Act of 1985 (commonly known as the Gramm-Rudman-
Hollings Act) constrains legislation that would increase
spending or decrease receipts through 1998. It was ex-
tended and amended extensively by the Budget En-
forcement Act of 1990 and extended again by the Omni-
bus Budget Reconciliation Act of 1993.

The Act divides spending into two types—discre-
tionary spending and direct spending (sometimes
called mandatory spending). Discretionary spending is
controlled through annual appropriations acts. Funding
for salaries and other operating expenses of Govern-
ment agencies, for example, is usually discretionary be-
cause it is usually provided by appropriations acts. Di-
rect spending is controlled by permanent laws. Medi-
care and medicaid payments, unemployment insurance
benefits, and farm price supports are examples of direct
spending, because payments for those purposes are au-
thorized in permanent laws. The Act specifically defines
funding for the Food Stamp program as direct spending,
even though funding for the program is provided in
appropriations acts. The Act includes receipts under
the same rules that apply to direct spending, because
receipts are generally controlled by permanent laws.

The Act constrains discretionary spending differently
from direct spending and receipts. Discretionary spend-
ing is constrained by dollar limits (‘‘caps’’) on budget
authority and outlays for each fiscal year through 1998.
The caps are adjusted when the budget is transmitted
each year for the difference between the inflation rates
assumed when the caps were enacted and actual infla-
tion rates. The Act requires the caps to be adjusted
for certain other reasons, such as to reflect the enact-
ment of emergency appropriations. The caps for this
budget, adjusted to reflect proposed changes, are shown
in the following table:

DISCRETIONARY SPENDING LIMITS
(In billions of dollars)

1994 1995 1996 1997 1998

Budget authority .................. 525.1 527.0 508.2 497.9 510.5
Outlays .................................. 547.6 549.8 546.8 543.8 535.5

If the amount of budget authority provided in appro-
priations acts for the year exceeds the discretionary
cap on budget authority, or the amount of outlays esti-
mated to result from this budget authority is estimated
to exceed the discretionary cap on outlays, the Act
specifies a procedure, called sequestration, for reduc-
ing discretionary spending. Under a sequester, spending
for most discretionary programs is reduced by a uni-
form percentage. Special rules apply in reducing some
programs, and some programs are exempt from seques-
ter by law.

The Violent Crime Control and Law Enforcement Act
of 1994 created the Violent Crime Reduction Trust
Fund and appropriated a specified amount to the Fund
for each year from 1995 through 2000. Spending from
the Fund is controlled by annual appropriations acts,
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however, it is not subject to the general purpose discre-
tionary caps. Instead, the Act specified outlay caps,
which are not adjustable, and effectively capped budget
authority, as shown in the following table:

VIOLENT CRIME REDUCTION LIMITS
(In billions of dollars)

1994 1995 1996 1997 1998

Budget authority ....... — 2.4 4.3 5.0 5.0
Outlays ....................... — 0.7 2.3 3.9 4.9

The Act amended the Gramm-Rudman-Hollings Act
to require a separate sequester procedure, similar to
the one required for general purpose discretionary
spending, if the Violent Crime Reduction caps are ex-
ceeded.

Laws that would increase direct spending or decrease
receipts are constrained through ‘‘pay-as-you-go’’
(PAYGO) rules. Under these rules, the cumulative ef-
fects of legislation affecting direct spending or receipts
must not increase the deficit. Legislated increases in
benefit payments, for example, have to be offset by
legislated reductions in other direct spending or in-
creases in receipts. Following the end of a session of
Congress, OMB estimates the net effect on the deficit
of laws enacted since the Act was passed that affect
direct spending and receipts. If there is an estimated
net increase in the deficit for the current fiscal year
and the budget year combined, the Act specifies seques-
ter procedures for the uniform reduction of most non-
exempt direct spending programs. Special rules apply
in reducing some non-exempt programs. Less than 3
percent of all direct spending is sequesterable; the rest
is exempt from sequester by law.

The PAYGO rules do not apply to increases in direct
spending or decreases in receipts that are not the result
of new laws. For example, direct spending for benefit
programs, such as unemployment insurance, rises when
the population of eligible beneficiaries rises and many
benefit payments are automatically increased for infla-
tion under existing laws. Tax revenues decrease when
the profits of private businesses decline as the result
of economic conditions. To address the problem of rising
direct spending, President Clinton issued Executive
Order No. 12857, which established targets for direct
spending (excluding deposit insurance and interest on
the public debt) for 1994 through 1997. The targets
were based on estimates made in 1994 and may be
adjusted for unanticipated increases in the number of
beneficiaries. If there is an actual or projected overage
in any year, the President must submit a message to
Congress, explaining the cause. Depending on the eco-
nomic circumstances at the time, the President may
recommend recouping or eliminating all, some, or none
of the overage. If the President recommends reducing
the overage, he must specify how. The House has insti-
tuted rules to expedite its response to such a message.
(Chapter 15, ‘‘Review of Direct Spending and Receipts,’’
in the Analytical Perspectives volume of the 1996 budg-
et provides more information on this subject.)

The Gramm-Rudman-Hollings Act requires OMB to
make the estimates and calculations that determine
whether there is to be a sequester and report them
to the President and Congress. The Congressional
Budget Office (CBO) is required to make the same esti-
mates and calculations, and the Director of OMB is
required to explain any differences between the OMB
and CBO estimates. The estimates and calculation by
OMB are the basis for sequester orders issued by the
President. The President’s orders may not change any
of the particulars of the OMB report. The General Ac-
counting Office is required to prepare compliance re-
ports.

OMB and CBO are required to publish three seques-
tration reports—a ‘‘preview’’ report at the time the
President submits the budget, an ‘‘update’’ report in
August, and a ‘‘final’’ report at the end of a session
of Congress (usually in the Fall of each year). The pre-
view report discusses the status of discretionary and
PAYGO sequestration, based on current law. This re-
port explains the adjustments that are required by law
to the discretionary caps and publishes the revised
caps. The preview report estimates are revised in the
update and final reports to reflect the effects of laws
enacted since the preview report. In addition to these
reports, OMB and CBO are required to estimate the
effects of appropriations acts and PAYGO laws imme-
diately after each one is enacted. The OMB final report
estimates trigger a sequester if the appropriations en-
acted for the current year exceed the caps or if the
cumulative effect of PAYGO legislation are estimated
to increase the deficit.

From the end of a session of Congress through the
following June 30th, discretionary sequesters take place
whenever an appropriation act for the current fiscal
year causes a cap to be exceeded. Because a sequester
in the last quarter of a fiscal year might be too disrup-
tive, the Act specifies that a sequester that otherwise
would be required then is to be accomplished by reduc-
ing the limit for the next fiscal year. These require-
ments ensure that supplemental appropriations enacted
during the fiscal year are covered by the budget en-
forcement provisions.

Budget Execution

Government officials are generally required to spend
no more and no less than has been appropriated, and
they may use funds only for purposes specified in law.
The Antideficiency Act prohibits government officials
from spending or obligating the government to spend
in advance of an appropriation, unless specific authority
to do so has been provided in law. Additionally, the
Act requires the President to apportion the funds avail-
able to most executive branch agencies. The President
has delegated this authority to OMB. OMB usually ap-
portions by time periods (usually by quarter of the fis-
cal year) and sometimes by activities. Agencies may
request that an account be reapportioned during the
year to accommodate changing circumstances. This sys-
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tem helps to ensure that funds are available to cover
operations for the entire year.

If changes in laws or other factors make it necessary,
Congress may enact supplemental appropriations.
For example, a supplemental appropriation might be
required to respond to an unusually severe natural dis-
aster.

On the other hand, changing circumstance may re-
duce the need for certain spending for which funds
have been appropriated. However, the President may
withhold amounts appropriated from obligation, only
under certain limited circumstances, in order to provide
for contingencies, to achieve savings made possible
through changes in requirements or greater efficiency
of operations, or as otherwise specifically provided in

law. The Impoundment Control Act of 1974 specifies
the procedures that must be followed if funds are with-
held. Deferrals, which are temporary withholdings, take
effect immediately unless overturned by an act of Con-
gress. In 1994, a total of $8.6 billion in deferrals were
reported to Congress and none were overturned. Rescis-
sions, which permanently cancel budget authority, do
not take effect unless Congress passes a law approving
them. If such a law is not passed within 45 days of
continuous session, the withheld funds must be made
available for spending. In total, Congress has approved
less than one-third of the amount of funds that Presi-
dents have proposed for rescission since enactment of
the Impoundment Control Act. In 1994, the President
proposed rescissions totalling $3.2 billion, and Congress
enacted a total of $1.3 billion.

Budget Calendar

The following timetable highlights the dates of significant budget events during the year.

Between the 1st Monday in
January and the 1st
Monday in February ........ President transmits the budget, including a sequester preview report

Six weeks later .................... Congressional committees report budget estimates to Budget Committees.

April 15 ................................ Action to be completed on congressional budget resolution.

May 15 ................................. House consideration of annual appropriations bills may begin.

June 15 ................................ Action to be completed on reconciliation.

June 30 ................................ Action on appropriations to be completed by House.

July 15 ................................. President transmits Mid-Session Review of the budget.

August 20 ............................. OMB updates the sequester preview.

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

15 days after the end of a
session of Congress .......... OMB issues final sequester report, and the President issues a sequester order, if necessary.

COVERAGE OF THE BUDGET

Federal Government and Budget Totals

The budget documents provide information on all
Federal agencies and programs. The total receipts and
outlays of the Federal Government are composed of
both on-budget receipts and outlays and receipts and
outlays that, by law, are designated as off-budget. By
law, the receipts and outlays of social security (the
Federal Old-Age and Survivors Insurance and the Fed-
eral Disability Insurance trust funds) and the Postal
Service Fund are excluded from the budget totals and
from the calculation of the deficit for Gramm-Rudman-
Hollings Act purposes. The off-budget transactions are
separately identified in the budget. The on-budget and
off-budget amounts are added together to derive totals
for the Federal Government.

TOTALS FOR THE BUDGET AND THE FEDERAL
GOVERNMENT
(In billions of dollars)

1994
actual

1995
esti-
mate

1996
esti-
mate

On-budget:
Budget authority .................................... 1,246 1,266 1,305
Outlays .................................................... 1,182 1,247 1,307
Receipts ................................................... 923 995 1,045

Deficit ................................................... –259 –252 –262
Off-budget:

Budget authority .................................... 283 298 309
Outlays .................................................... 279 292 305
Receipts ................................................... 335 351 370

Surplus ................................................. 56 60 66
Federal Government:

Budget authority .................................... 1,528 1,564 1,614
Outlays .................................................... 1,461 1,539 1,612
Receipts ................................................... 1,258 1,346 1,415

Deficit ................................................... –203 –193 –197
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Neither the on-budget nor the off-budget totals in-
clude transactions of Government-sponsored enter-
prises, such as the Federal National Mortgage Associa-
tion (Fannie Mae) and the Student Loan Marketing
Association (Sallie Mae). These enterprises were estab-
lished by federal law for public policy purposes but
are privately owned and operated corporations. Because
of their close relationship to the Government, these
enterprises are discussed in several parts of the budget,
and their financial data are reported in the Appendix
to the Budget of the United States Government and
some detailed tables.

A presentation for the Board of Governors of the Fed-
eral Reserve System is included in the Appendix for
information only. The amounts are not included in ei-
ther the on-budget or off-budget totals because of the
independent status of the System. However, the Federal
Reserve Systems net earning are transferred annually
to the Treasury, and are recorded in the budget as
receipts.

Functional Classification

The functional classification arrays budget authority,
outlays, and other budget data according to the major
purpose served—such as agriculture, income security,
and national defense. There are nineteen major func-
tions, most of which are divided into subfunctions. For
example, the Agriculture function is divided into
Farm Income Stabilization and Agricultural and
Research Services. The functional classification is an
integral part of the congressional budget process, and
the functional array meets the Congressional Budget
Act requirement for a presentation in the budget by
national needs and agency missions and programs.

The following criteria are used in the establishment
of functional categories and the assignment of activities
to them:

• A function comprises activities with similar pur-
poses addressing an important national need. The
emphasis is on what the Federal Government
seeks to accomplish rather than the means of ac-
complishment, the objects purchased, or the clien-
tele or geographic area served.

• A function must be of continuing national impor-
tance, and the amounts attributable to it must
be significant.

• Each basic unit being classified (generally the ap-
propriation or fund account) usually is classified
according to its predominant purpose and assigned
to only one subfunction. However, some large ac-
counts that serve more than one major purpose
are subdivided into two or more subfunctions.

• Activities and programs are normally classified ac-
cording to their primary purpose (or function) re-
gardless of which agencies conduct the activities.

Chapter 6, ‘‘Federal Spending by Function, Subfunc-
tion, and Major Program’’ in the Analytical Perspectives
volume of the 1996 budget provides information on
budget authority and outlays by function and subfunc-
tion.

Agencies, Accounts, Programs, Projects, and
Activities

Various summary tables in the Analytical Perspec-
tives volume of the 1996 budget provide information
on budget authority, outlays, and receipts arrayed by
Federal agency. Chapter 26 of that volume, ‘‘Federal
Programs by Agency and Account,’’ consists of a table
that lists budget authority and outlays by budget ac-
count within each agency and the totals for each agency
of budget authority, outlays, and receipts that offset
the agency spending totals. The Appendix to the Budget
of the United States Government provides budgetary,
financial, and descriptive information about programs,
projects, and activities by account within each agency.
That volume of the budget also presents the most re-
cently enacted appropriation language for an account
and any changes that are proposed to be made for
the budget year.

Types of Funds

Agency activities are financed through Federal funds
and trust funds.

Federal funds comprise several types of funds. The
general fund, which is the greater part of the budget,
is credited with receipts not earmarked by law for a
specific purpose, such as almost all income tax receipts,
and is also credited with the proceeds of general bor-
rowing. General fund appropriation accounts record
general fund expenditures. General fund appropriations
are drawn from general fund receipts collectively and,
therefore, are not specifically linked to receipt accounts.
Special funds consist of receipt accounts for Federal
fund receipts that are earmarked by law for specific
purposes and associated appropriation accounts for the
expenditure of the earmarked receipts. Public enter-
prise (revolving) funds are used for programs author-
ized by law to conduct a cycle of business-type oper-
ations, primarily with the public, in which outlays gen-
erate collections. The collections and the outlays of the
fund are recorded in the same account. Intragovern-
mental funds are revolving funds that conduct busi-
ness-type operations primarily within and between Gov-
ernment agencies.

Trust funds are established to account for the re-
ceipt and expenditure of monies by the Government
for carrying out specific purposes and programs in ac-
cordance with the terms of a statute that designates
the fund as a trust fund (such as the Highway Trust
Fund) or for carrying out the stipulations of a trust
agreement (such as any of several trust funds for gifts
and donations for specific purposes). Trust revolving
funds are trust funds credited with collections ear-
marked by law to carry out a cycle of business-type
operations.

The Federal budget meaning of the term ‘‘trust’’ dif-
fers significantly from its private sector usage. In the
private sector, the beneficiary of a trust usually owns
the trust’s assets, which are managed by a trustee who

1996



 

31725. BUDGET SYSTEM AND CONCEPTS AND GLOSSARY

must follow the stipulations of the trust. In contrast,
the Federal Government owns the assets of most Fed-
eral trust funds, and it can raise or lower future trust
fund collections and payments, or change the purposes
for which the collections are used, by changing existing
laws. There is no substantive difference between a trust
fund and a special fund or between a trust revolving
fund and a public enterprise revolving fund. (Chapter
18, ‘‘Trust Funds and Federal Funds,’’ in the Analytical
Perspectives volume of the 1996 budget provides more
information on this subject.)

Current Operating Expenses and Capital
Investment

The budget includes all types of spending, including
both current operating expenses and capital invest-
ment. Capital investment includes direct purchases of
land, structures, and equipment. It also includes sub-
sidies for capital investment provided by direct loans
and loan guarantees; the purchase of other financial
assets; grants to state and local governments for the
purchase of physical assets; and the conduct of re-
search, development, education, and training. (Chapter
7, ‘‘Federal investment outlays and capital budgets,’’
in the Analytical Perspectives volume of the 1996 budg-
et provides more information on capital investment.)

COLLECTIONS

In General

Money collected by the Government is classified into
two major categories:

• Governmental receipts, which are compared in
total to outlays (net of offsetting collections) in
calculating the surplus or deficit.

• Offsetting collections, which are deducted from
gross outlays to produce net outlay figures.

Governmental Receipts

These are collections from the public that result pri-
marily from the exercise of the Government’s sovereign
or governmental powers. Governmental receipts consist
mostly of individual and corporate income taxes and
social insurance taxes, but also include excise taxes,
compulsory user charges, customs duties, court fines,
certain license fees, and deposits of earnings by the
Federal Reserve System. Gifts and donations are also
counted as governmental receipts. Total receipts for the
Federal Government include both on-budget and off-
budget receipts (see the table, ‘‘Totals for the Budget
and Federal Government,’’ which appears earlier in this
chapter.)

Offsetting Collections

These are amounts received from the public as a
result of business-like or market-oriented activities (for
example, proceeds from the sale of postage stamps or
electricity, fees for admittance to recreation areas, or
the proceeds from the sale of Government-owned land)
and amounts collected from other Government accounts.
Offsetting collections from the public are deducted from
gross budget authority and outlays, rather than com-
bined with governmental receipts. The purpose of this
treatment is to produce budget totals for receipts, budg-
et authority, and outlays that represent governmental
rather than market activity. Intragovernmental offset-
ting collections are deducted from gross budget author-
ity and outlays so that the budget totals measure the
transactions of the Government with the public.

Offsetting collections are classified into two major
categories: offsetting collections credited to appro-

priation or fund accounts, and offsetting receipts,
which are deposited in receipt accounts. The offset is
applied differently for each type.

Offsetting Collections Credited to Expenditure
Accounts

For all revolving funds and many appropriation ac-
counts, laws authorize collections to be credited directly
to expenditure accounts and, usually, to be spent for
the purpose of the account without further action by
Congress. These collections may be from either the pub-
lic or other expenditure accounts. For example, a per-
manent law authorizes the Postal Service to use collec-
tions from the sale of stamps to finance its operations
without a requirement for annual appropriations. The
offsetting collections that are authorized to be spent
are recorded as budget authority. Sometimes this is
not the full amount of the offsetting collections, because
appropriations acts may contain limitations on the obli-
gations that can be financed by such budget authority.
In those cases, the recorded budget authority is ad-
justed to reflect the amount available to incur obliga-
tions. The budget authority and outlays of the appro-
priation or fund account are shown both gross (that
is, before deducting offsetting collections) and net (that
is, after deducting offsetting collections). Totals for the
agency, subfunction, and budget are net of offsetting
collections.

While most offsetting collections credited to expendi-
ture accounts result from business-like activity or are
collected from other Government accounts, some are
governmental in nature but are required by law to be
treated as offsetting. These are labeled as ‘‘offsetting
governmental collections.’’

Offsetting Receipts

Offsetting collections that are not authorized to be
credited to expenditure accounts are credited to general
fund, special fund, or trust fund receipt accounts and
are called offsetting receipts. Offsetting receipts are de-
ducted from budget authority and outlays in arriving
at total budget authority and outlays. In most cases,
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such deductions are made at the subfunction and agen-
cy levels. Unlike offsetting collections credited to ex-
penditure accounts, offsetting receipts do not offset
budget authority and outlays at the account level. Off-
setting receipts are subdivided into three categories,
as follows:

• Proprietary receipts from the public.—These
are collections from the public, deposited in receipt
accounts, that arise out of the business-type or
market-oriented activities of the Government.
Most proprietary receipts are deducted from the
budget authority and outlay totals of the agency
that conducts the activity generating the receipt
and of the subfunction to which the activity is
assigned. For example, fees for using National
Parks are deducted from the totals for the Depart-
ment of Interior, which has responsibility for the
parks, and the Recreational Resources subfunc-
tion. A limited number of proprietary receipts,
however, are not offset against any specific agency
or function and are classified as undistributed off-
setting receipts. They are deducted from the Gov-
ernment-wide totals for budget authority and out-
lays. For example, the collections of rent and roy-
alties from Outer Continental Shelf lands are un-
distributed because the amounts are large and for
the most part are not related to the spending of
the agency and subfunction that administers the
transactions.

• Intragovernmental transactions.—These are
collections from appropriation or fund accounts
that are deposited into receipt accounts. Most in-
tragovernmental transactions are deducted from
the budget authority and outlays of the agency

that conducts the activity generating the receipts
and of the subfunction to which the activity is
assigned. In two cases, however, intragovern-
mental transactions appear as special deductions
in computing total budget authority and outlays
for the Government rather than as offsets at the
agency level—agencies’ payments as employers
into employee retirement trust funds and interest
received by trust funds. The special treatment for
these receipts is necessary because the amounts
are large and would distort the agency totals if
attributed to the agencies.

• Offsetting governmental receipts.—These are
collections that are governmental in nature but
are required by law to be treated as offsetting.

There are several categories of intragovernmental
transactions. Intrabudgetary transactions include all
payments from on-budget expenditure accounts to on-
budget receipt accounts. These are subdivided into
three categories: (1) interfund transactions, where
the payment is from an expenditure account in one
fund group (either Federal funds or trust funds) to a
receipt account in the other fund group; (2) Federal
intrafund transactions, where the payment and re-
ceipt both occur within the Federal fund group; and
(3) trust intrafund transactions, where the payment
and receipt both occur within the trust fund group.
In addition, there are intragovernmental transactions
that are not intrabudgetary—payments from on-budget
expenditure accounts to off-budget receipt accounts, and
from off-budget expenditure accounts to on-budget re-
ceipt accounts.

BUDGET AUTHORITY AND OTHER BUDGETARY RESOURCES, OBLIGATIONS, AND OUTLAYS

Budget Authority and Other Budgetary
Resources

Government agencies are permitted to enter into obli-
gations requiring either immediate or future outlays
only when they have been granted authority to do so
by law. This authority is recorded as budget authority
in the year that it first becomes available. Unobligated
balances of budget authority may remain available from
previous years, but they are not recorded as budget
authority again in subsequent years. They do, however,
constitute a budgetary resource that is available for
obligation. The use of budgetary resources otherwise
available may be constrained by the imposition of le-
gally binding limitations on obligations (for example,
obligations for administrative expenses of benefit pro-
grams). Such limitations substitute for budget author-
ity, for some purposes, and are treated as a budgetary
resource.

In deciding the amount of budget authority to request
for a program, project, or activity, Government officials
estimate the total amount of obligations that will need
to be incurred to achieve desired goals and subtract

the amounts of unobligated balances available for these
purposes. The amount of budget authority requested
is influenced by the nature of the programs, projects,
or activities being financed. For current operating ex-
penses, the amount requested usually is the amount
estimated to be needed for the year. For major procure-
ment programs and construction projects, a full funding
policy generally applies. Under this policy, an amount
that is estimated to be adequate to complete the pro-
curement or project must be requested to be appro-
priated in the first year, even though it may be obli-
gated over several years. This policy is intended to
avoid piecemeal funding of programs and projects that
cannot be used until they have been completed.

Budget authority takes several forms:
• appropriations, which permit obligations to be

incurred and payments to be made;
• borrowing authority, which permits obligations

to be incurred but requires that funds be bor-
rowed, generally from the general fund of the
Treasury, to make payment; and

• contract authority, which permits obligations in
advance of a separate appropriation of the cash
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for payment or in anticipation of the collection
of receipts that can be used for payment.

The form of budget authority is usually determined
in the authorizing statute for a program. The authoriz-
ing statute may authorize a particular type of budget
authority to be provided in annual appropriations acts,
or it may actually provide the budget authority in one
of its forms. Most programs are funded by appropria-
tions. An appropriation may make funds available from
the general fund, special funds, trust funds, or author-
ize the spending of offsetting collections credited to ex-
penditure accounts, including revolving funds. Borrow-
ing authority is usually authorized for business-like ac-
tivities where the activity being financed is expected
to produce income over time with which to repay the
borrowing with interest. Contract authority is a tradi-
tional form of budget authority for certain programs,
particularly transportation programs.

Because offsetting collections (offsetting receipts and
offsetting collections credited to expenditure accounts)
are deducted from gross budget authority, they are re-
ferred to as negative budget authority for some purpose,
such as Congressional Budget Act provisions that per-
tain to budget authority.

Budget authority that is provided in an annual appro-
priations act is available for obligation only during the
fiscal year to which the appropriations act applies, un-
less the appropriation language providing the budget
authority specifies that it is to remain available for
a longer period. Typically, budget authority for current
operations is made available for obligation in only one
year. Some budget authority is made available for a
specified number of years. Other budget authority, in-
cluding most provided for construction, some for re-
search, and many appropriations of trust fund receipts,
is made available for obligation until the amount appro-
priated has been expended or until the program objec-
tives have been attained.

Congress usually makes budget authority available
on the first day of the fiscal year for which the appro-
priations act is passed. Occasionally, the appropriations
language specifies a different timing. The language may
provide an advance appropriation—budget authority
that does not become available until one year or more
beyond the fiscal year for which the appropriations act
is passed. Forward funding refers to budget authority
that is made available for obligation beginning in the
last quarter of the fiscal year (beginning on July 1st)
for the financing of ongoing grant programs during the
next fiscal year. This kind of funding is used mostly
for education programs, so that obligations for grants
can be made prior to the beginning of the next school
year. For certain benefit programs funded by annual
appropriations, the appropriation provides for advance
funding—budget authority that is to be charged to
the appropriation in the succeeding year but which au-
thorizes obligations to be incurred in the last quarter
of the fiscal year if necessary to meet benefit payments
in excess of the specific amount appropriated for the
year.

When budget authority is made available by law for
a specific period of time, any part that is not obligated
during that period expires and cannot be used later.
Provisions of law that extend the availability of unobli-
gated amounts that have expired or would otherwise
expire are called reappropriations. Reappropriations
are counted as new budget authority in the fiscal year
in which the balances become newly available. For ex-
ample, if a 1995 appropriations act extends the avail-
ability of unobligated budget authority that otherwise
would expire at the end of 1994, new budget authority
would be recorded for 1995.

Budget authority is classified in the budget as cur-
rent or permanent. Generally, budget authority is cur-
rent if it is provided by annual appropriations acts and
permanent if it becomes available pursuant to standing
authorizing legislation. Advance appropriations of budg-
et authority are classified as permanent, even though
they are provided in annual appropriations acts, be-
cause they become available a year or more following
the year to which the act pertains. The authority to
spend offsetting collections credited to appropriation
and revolving fund accounts usually is provided by au-
thorizing legislation and, therefore, is usually a form
of permanent budget authority.

Obligations and outlays resulting from permanent
budget authority, including the authority to spend off-
setting collections credited to expenditure accounts, ac-
count for more than half of the budget totals. Put an-
other way, less than half of the obligations and outlays
in the budget result from annual appropriations acts.
Most permanent budget authority, other than the au-
thority to spend offsetting collections, arises from the
authority to spend trust fund receipts and the authority
to pay interest on the public debt. Most authority to
spend offsetting collections applies to public enterprise
revolving funds.

Budget authority also is classified in the budget as
definite or indefinite. Budget authority is definite if
the legislation that provides it specifies a definite dollar
amount (including an amount not to be exceeded).
Budget authority is indefinite if, instead of specifying
an amount, the legislation providing it permits the
amount to be determined by subsequent circumstances.
For example, indefinite budget authority is provided
for interest on the public debt, payment of claims and
judgments awarded by the courts against the U.S., and
many entitlement programs. Many of the laws that au-
thorize collections to be credited to revolving, special,
and trust funds make all of the collections available
for expenditure for the authorized purposes of the fund.
Such authority is considered to be indefinite budget
authority. In some such cases, only some of these
amounts are counted as budget authority, because they
are precluded from obligation in a fiscal year by a provi-
sion of law, such as a limitation on obligations or a
benefit formula that determines the amounts to be paid
(for example, the formula for unemployment insurance
benefits).
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3 Additional information is provided in a separate report, ‘‘Balances of Budget Authority,’’
which is available from the National Technical Information Service, Department of Com-
merce, shortly after the budget is transmitted.

Obligations Incurred

Following the enactment of budget authority and the
completion of required apportionment action, Govern-
ment agencies incur obligations. Such obligations in-
clude: the current liabilities for salaries, wages, and
interest; contracts for the purchase of supplies and
equipment, construction, and the acquisition of office
space, buildings, and land; and other arrangements re-
quiring the payment of money. For Federal credit pro-
grams, obligations are recorded in an amount equal
to the estimated subsidy cost of direct loans and loan
guarantees (see FEDERAL CREDIT below).

Outlays

Outlays are recorded when obligations are paid, in
the amount paid. Obligations are usually paid in the
form of cash (currency, checks, or electronic fund trans-
fers). However, obligations also may be paid and out-
lays recorded even though no cash is disbursed. For
example, outlays are recorded for the full amount of
Federal employees’ salaries, even though the cash dis-
bursed to the employee is net of Federal and state
income taxes, retirement contributions, life and health
insurance premiums, and other deductions. (Receipts
are also recorded for the deductions that represent pay-
ments to the Government.) Outlays are recorded when
debt instruments (bonds, debentures, notes, or mone-
tary credits) are used to pay obligations. (An increase
in debt is also recorded when such instruments are
used.) For example, the acquisition of physical assets
through certain types of lease-purchase arrangements
is treated as though an outlay were made for an out-
right purchase. Because no cash is paid up front to
the nominal owner of the asset, a debt is recorded.
The actual cash payments, nominally lease payments,
in such cases are recorded as repayments of principal
and interest.

The treatment of interest varies. Outlays for the in-
terest on the public issues of Treasury debt securities
are recorded as the interest accrues, not when the cash
is paid. Interest on special issues of the debt securities
held by trust funds and other Government accounts
is normally stated on a cash basis. When a Government
account invests in Federal debt securities, the purchase
price is usually close or identical to the par (face) value
of the security. The budget records the investment at
par value and adjusts the interest paid by Treasury
and collected by the account by the difference between
purchase price and par, if any. However, in the case
of two trust funds in the Department of Defense, the
Military Retirement Trust Fund and the Education
Benefits Trust Fund, the differences between purchase
price and par are routinely relatively large. For these
funds, the budget records the holdings of debt at par

but records the differences between purchase price and
par as adjustments to the assets of the funds that are
amortized over the life of the security. Interest is re-
corded as the amortization occurs. The special issues
of zero-coupon bonds held by the Pension Benefit Guar-
anty Corporation are recorded at market value and the
interest is accrued.

For Federal credit programs, outlays are equal to
the subsidy cost of direct loans and loan guarantees
and are recorded as the underlying loans are disbursed
(see FEDERAL CREDIT below).

Refunds of receipts (such as income taxes in excess
of tax liabilities) are recorded as reductions of receipts,
rather than as outlays.

Outlays during a fiscal year may be for the payment
of obligations incurred in the same year or in prior
years. Obligations, in turn, may be incurred under
budget authority provided in the same or in prior years.
Outlays, therefore, flow in part from unexpended bal-
ances of prior year budget authority and in part from
budget authority provided for the year in which the
money is spent. The ratio of the outlays resulting from
budget authority enacted in any year to the amount
of that budget authority is referred to as the spendout
rate for that year.

Outlays for an account are stated both gross and
net of offsetting collections, but function, agency, and
Government-wide outlay totals are only stated net.
Total outlays for the Federal Government include both
on-budget and off-budget outlays. (See the table, ‘‘Totals
for the Budget and Federal Government,’’ which ap-
pears earlier in this chapter.)

Balances of Budget Authority

Not all budget authority enacted for a fiscal year
results in obligations and outlays in the same year.
In the case of budget authority that is available for
more than one year, the unobligated balance of budg-
et authority that is still available at the end of a year
may be carried forward for obligation in the following
year. The obligated balance is that portion of the
budget authority that has been obligated but not paid.
For example, in the case of salaries and wages, 1 to
3 weeks elapse between the time of obligation and the
time of payment. In the case of major procurement
and construction, payments may occur over several
years. Obligated balances of budget authority are car-
ried forward until the obligations are paid.3

A change in the amount of obligations incurred from
one year to the next is not necessarily accompanied
by an equal change in either the budget authority or
the outlays of that same year. Conversely, a change
in budget authority in any one year may cause changes
in the level of obligations and outlays for several years.
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4 Present value is a standard financial concept that allows for the time value of money,
that is, for the fact that a given sum of money is worth more at present than in the
future because interest can be earned on it.

FEDERAL CREDIT

Government programs may be carried out through
federally supported credit in the form of direct loans
or loan guarantees. A direct loan is a disbursement
of funds by the Government to a non-Federal borrower
under a contract that requires the repayment of such
funds with or without interest. A loan guarantee is
any guarantee, insurance, or other pledge with respect
to the payment of all or a part of the principal or
interest on any debt obligation of a non-Federal bor-
rower to a non-Federal lender. The Federal Credit Re-
form Act prescribes the budget treatment for Federal
credit programs. This treatment is designed to measure
the subsidy cost of direct loans and guaranteed loans
in the budget, rather than the cash flows, so they can
be compared to each other and to other methods of
delivering benefits, such as grants, on an equivalent
basis.

Under credit reform, the estimated long-term cost to
the Government arising from the direct loans and loan
guarantees of a credit program must be estimated and
recorded in the budget in a credit program account.
The cost is estimated as the present value of expected
disbursements over the term of the loan less the
present value of expected collections.4 For most pro-
grams, direct loan obligations and loan guarantee com-
mitments cannot be made unless Congress has appro-
priated funds for the costs in advance in annual appro-
priations acts. In addition, the appropriation language
for most credit programs includes annual limitations
on the amount of obligations for direct loans and com-
mitments for loan guarantees.

When a direct or guaranteed loan is disbursed, the
program account makes a payment equal to the cost,
which is recorded as an outlay, to a non-budgetary
credit financing account. For a few programs, the
computed cost is negative for a portion or all of the
direct loans and loan guarantees. In such cases, the
financing account makes a payment to a special fund
receipt account established for the program, where it
is recorded as an offsetting receipt.

The cost of the outstanding direct and guaranteed
loans is reestimated each year. If the cost is estimated

to have increased, an additional outlay is made from
the program account to the financing account, and, if
the cost is estimated to have decreased, a payment
is made from the financing account to the program’s
special fund receipt account, where it is recorded as
an offsetting receipt. A permanent appropriation is
available to pay the increased costs resulting from
reestimates.

If the terms of an outstanding direct loan or loan
guarantee are modified in a way that increases the
cost, an outlay in the amount of the increased cost
is made from the program account to the financing
account. The additional cost is recorded as an obligation
against the budget authority provided for the costs of
the program for that year. The requirement to record
the costs of modification applies to pre-credit reform,
as well as post-credit reform, direct loans and loan
guarantees.

Credit financing accounts record all cash flows to and
from the Government arising from direct loan obliga-
tions and loan guarantee commitments. These cash
flows consist mainly of direct loan disbursements and
repayments and loan guarantee default payments. The
cash flows of direct loans and of loan guarantees are
recorded in separate financing accounts for programs
that do both. The transactions of the financing accounts
are displayed in the budget documents for information
and analytical purposes, together with the related pro-
gram accounts, but are excluded from the budget totals
because they are not a cost to the Government. Financ-
ing account transactions are a means of financing a
budget surplus or deficit (see Credit Financing Ac-
counts below).

The transactions associated with direct loan obliga-
tions and loan guarantee commitments made prior to
1992 continue to be accounted for on a cash flow basis
and are recorded in liquidating accounts. In most
cases, the liquidating account is the account that was
used for the program prior to the enactment of credit
reform in 1990.

BUDGET DEFICIT OR SURPLUS AND MEANS OF FINANCING

A budget deficit is the amount by which outlays ex-
ceed receipts. Deficits are financed by borrowing and,
to a limited extent, the other items discussed under
this heading. The debt (debt held by the public) is the
cumulative amount of borrowing to finance deficits, less
repayments. When receipts exceed outlays, the dif-
ference is a budget surplus. Surpluses are used to re-
duce debt and, to a limited extent, may be absorbed
by the other items.

Borrowing and Repayment

Borrowing is not defined as receipts, and debt repay-
ment is not defined as outlays. If they were, the budget
would virtually be balanced by definition. This rule ap-
plies both to borrowing in the form of Treasury securi-
ties and to specialized borrowing in the form of agency
securities (including the issuance of debt securities to
liquidate an obligation and the sale of certificates rep-
resenting participation in a pool of loans). In addition
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to issuing debt to the public, the Government issues
debt to Government accounts, primarily trust funds
that are required by law to invest in Treasury securi-
ties. This debt is not a means of financing deficits,
because it does not raise any additional cash. In 1994,
the Government borrowed $185 billion from the public
to finance the deficit of $203 billion in that year (the
rest was financed by various other means). At the end
of 1994, the debt held by the public was $3,432 billion.
(See Chapter 13, ‘‘Federal Borrowing and Debt,’’ in the
Analytical Perspectives volume of the 1996 budget for
a fuller discussion of this topic.)

Exercise of Monetary Power

Seigniorage is the profit from coining money. It is
the difference between the value of coins as money
and their cost of production. Seigniorage on coins arises
from the exercise of the Government’s monetary powers
but differs from receipts coming from the public, since
there is no corresponding payment by another party.
Therefore, seigniorage is excluded from receipts and
treated as a means of financing the deficit other than
borrowing from the public. The profit resulting from
the sale of gold as a monetary asset also is treated
as a means of financing, since the value of gold is
determined by its value as a monetary asset rather
than as a commodity.

Credit Financing Accounts

The net cash flows of credit programs are recorded
in credit financing accounts, which are excluded from
the budget totals and are called net financing dis-
bursements. (See FEDERAL CREDIT above.) Net fi-
nancing disbursements are defined in the same way
as the outlays of a budgetary account and may be either
positive or negative. If positive, they must be paid in
cash and increase the requirement for Treasury borrow-
ing in the same way as an increase in budget outlays
and the budget deficit; if negative, they provide cash
to the Treasury that can be used to finance the pay-
ment of the Government’s obligations. The net financing

disbursements are therefore a means of financing the
deficit other than borrowing from the public.

Deposit Fund Account Balances

Certain accounts outside the budget, known as de-
posit funds, are established to record amounts held
temporarily until ownership is determined (for example,
earnest money paid by bidders for mineral leases) or
held by the Government as agent for others (for exam-
ple, State and local income taxes withheld from Federal
employees’ salaries and payroll deductions for the pur-
chase of savings bonds by employees of the Govern-
ment). Deposit fund balances may be held in the form
of either invested or uninvested balances. Changes in
deposit fund balances affect Treasury’s cash balances,
even though the transactions are not a part of the
budget. To the extent that deposit fund balances are
not invested, changes in the balances are reflected as
a means of financing the deficit other than borrowing
from the public. To the extent that the balances are
invested in Federal debt, changes in the balances are
reflected as borrowing from the public or as a means
of financing the deficit other than borrowing from the
public, depending on whether the deposit fund invest-
ments are classified as held by the public or the Gov-
ernment.

Exchange of Cash

The Government’s deposits with the International
Monetary Fund (IMF) are considered to be monetary
assets. Therefore, the movement of money between the
IMF and the Treasury is not considered in itself a
receipt or an outlay, borrowing, or lending. However,
interest paid by the IMF on U.S. deposits is an offset-
ting collection. In a similar manner, the holdings of
foreign currency by the Exchange Stabilization Fund
are considered to be cash assets. Changes in these hold-
ings are outlays only to the extent there is a realized
loss of dollars on the exchange and are offsetting collec-
tions only to the extent there is a realized dollar profit.

FEDERAL EMPLOYMENT

The budget includes information on civilian and mili-
tary employment and personnel compensation and ben-
efits. It also makes comparisons between the Federal
workforce, State and local government workforces, and
the United States population. Two different measures
of employment levels are provided—actual positions
filled and full-time equivalents (FTE). One FTE is equal
to one work year or 2,080 hours. For most purposes,
the FTE measure is more meaningful, because it takes
into account part-time employment, temporary employ-
ment, and vacancies during the year. (Chapter 12, ‘‘Fed-
eral Employment,’’ in the Analytical Perspectives vol-

ume of the 1996 budget provides more information on
this subject.)

TOTAL FEDERAL EMPLOYMENT

1994 actual 1995
estimated

1996
estimated

Percent
change
1994 to

1996

Total FTE’s ......................................... 4,600,057 4,484,177 4,394,585 –4.5
Federal Executive Branch civilian

employees per 1000 U.S. popu-
lation ............................................... 11.2 10.9 10.7 –4.5
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BASIS FOR BUDGET FIGURES

Data for the Past Year

The past year column (1994) generally presents the
actual transactions and balances as recorded in agency
accounts and as summarized in the central financial
reports prepared by the Treasury Department for the
most recently completed fiscal year. Occasionally the
budget reports corrections to data reported erroneously
to Treasury but not discovered in time to be reflected
in Treasury’s published data. The budget usually notes
the sources of such differences.

Data for the Current Year

The current year column (1995) includes estimates
of transactions and balances based on the amounts of
budgetary resources that were available when the budg-
et was transmitted, including amounts appropriated for
the year. This column also reflects any supplemental
appropriations or rescissions that are proposed in the
budget.

Data for the Budget Year

The budget year column (1996) includes estimates
of transactions and balances based on the amounts of
budgetary resources that are estimated to be available,
including amounts proposed to be appropriated. The
budget generally includes the appropriations language
for the amounts proposed to be appropriated. Where
the estimates represent amounts that will be requested
under proposed legislation, the appropriation language
usually is not included; it is transmitted later, usually
after the legislation is enacted. In a few cases, proposed
language for appropriations to be requested under exist-
ing legislation is transmitted later because the exact
requirements are not known when the budget is trans-
mitted. In certain tables of the budget, the items for
later transmittal and the related outlays are identified
separately. Estimates of the total requirements for the
budget year include both the amounts requested with
the transmittal of the budget and the amounts planned
for later transmittal.

Data for the Outyears

The budget presents estimates for each of the four
years beyond the budget year (1997 through 2000) in

order to reflect the effect of budget decisions on longer
term objectives and plans.

Allowances

Lump-sum allowances may be included in the budget
to cover certain transactions that are expected to in-
crease or decrease budget authority, outlays, or receipts
but that are not for various reasons reflected in the
program details. Budget authority and outlays are
never appropriated as such, rather they indicate the
estimated budget authority and outlays that will be
requested for specific programs.

Baseline

The budget baseline is an estimate of the receipts,
outlays, and deficits that will result from laws already
enacted. For receipts and direct spending, which gen-
erally are authorized on a permanent basis, it assumes
they continue in the future as required by current law.
For discretionary programs, which generally are funded
annually, the baseline commonly assumes future fund-
ing will be equal to the most recently enacted appro-
priation, adjusted for inflation. Because most receipts
and mandatory programs adjust automatically for infla-
tion, the baseline represents the amount of real re-
sources that will be used by the Government over the
period covered by the budget. (Chapter 17, ‘‘Current
services estimates,’’ in the Analytical Perspectives vol-
ume of the 1996 budget provides more information on
the baseline.)

The baseline is useful for several reasons. It warns
of future problems, either for Government fiscal policy
as a whole or for individual tax and spending programs.
It provides a starting point for formulating the Presi-
dent’s budget. It is a ‘‘policy-neutral’’ benchmark
against which the President’s budget and alternative
proposals can be compared to see the magnitude of
proposed changes. And it is used, under the Budget
Enforcement Act, to determine how much will be se-
questered from each account and what level of funding
will be available after sequestration.

PRINCIPAL BUDGET LAWS

The following are the basic laws pertaining to the
Federal budget process:

• Article 1, section 9, clause 7 of the Constitu-
tion, which requires appropriations in law before
money may be spent from the Treasury.

• Chapter 11 of Title 31, United States Code,
which prescribes procedures for submission of the
President’s budget and information to be con-
tained in it.

• Congressional Budget and Impoundment Con-
trol Act of 1974 (Public Law 93–344), as amend-
ed. This Act comprises the:
—Congressional Budget Act of 1974, as amended,

which prescribes the congressional budget proc-
ess; and

—Impoundment Control Act of 1974, which con-
trols certain aspects of budget execution.

• Balanced Budget and Emergency Deficit Con-
trol Act of 1985 (Public Law 99–177), as amend-
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ed, which prescribes rules and procedures (includ-
ing ‘‘sequestration’’) designed to eliminate excess
deficits. This Act is commonly known as the
Gramm-Rudman-Hollings Act.

• Budget Enforcement Act of 1990 (Title XIII,
Public Law 101–508), which significantly amended
the laws pertaining to the budget process, includ-
ing the Congressional Budget Act and the Bal-
anced Budget and Emergency Deficit Control Act.
The provisions of this act, which would have ex-
pired after 1995, were extended through 1998 by

the Omnibus Budget Reconciliation Act of 1993
(Public Law 103–66).

• Federal Credit Reform Act of 1990, a part of
the Budget Enforcement Act of 1990, which
amended the Congressional Budget Act to pre-
scribe the budget treatment for Federal credit pro-
grams.

• Antideficiency Act (codified in Chapters 13 and
15 of Title 31, United States Code), which pre-
scribes rules and procedures for budget execution.
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GLOSSARY OF BUDGET TERMS

Balances of budget authority—These are amounts
of budget authority provided in previous years that
have not been outlayed.

Obligated balances—These are amounts that have
been obligated but not yet outlayed. Unobligated bal-
ances are amounts that have not been obligated and
that remain available for obligation under law.

Baseline—A policy neutral set of estimates designed
to show the effect on continuing current law through
the period covered by the budget.

Breach—A breach is the amount by which new budg-
et authority or outlays within a category of discre-
tionary appropriations for a fiscal year is above the
cap on new budget authority or outlays for that cat-
egory for that year.

Budget—The Budget of the United States Govern-
ment sets forth the President’s comprehensive financial
plan for allocating resources and indicates the Presi-
dent’s priorities for the Federal Government.

Budget authority (BA)—Budget authority is the
authority provided by Federal law to incur financial
obligations that will result in outlays. Specific forms
of budget authority include:

• provisions of law that make funds available for
obligation and expenditure (other than borrowing
authority), including the authority to obligate and
expend offsetting receipts and collections;

• borrowing authority, which is authority granted
to a Federal entity to borrow (e.g., through the
issuance of promissory notes or monetary credits)
and to obligate and expend the borrowed funds;

• contract authority, which is the making of funds
available for obligation but not for expenditure;
and

• offsetting receipts and collections as negative
budget authority.

Budgetary resources—Budgetary resources com-
prise new budget authority, unobligated balances of
budget authority, direct spending authority, and obliga-
tion limitations.

Budget totals—The budget includes totals for budg-
et authority, outlays, and receipts. Some presentations
in the budget distinguish on-budget totals from off-
budget totals. On-budget totals reflect the transactions
of all Federal Government entities except those ex-
cluded from the budget totals by law. Off-budget totals
reflect the transactions of Government entities that are
excluded from the on-budget totals by law. Currently
excluded are the social security trust funds (Federal
Old-Age and Survivors Insurance and Federal Disabil-
ity Insurance Trust Funds) and the Postal Service
Fund. The on- and off-budget totals are combined to
derive a total for Federal activity.

Cap—This is the term commonly used to refer to
legal limits on the budget authority and outlays for
each fiscal year provided in by discretionary appropria-
tions. A sequester is required if an appropriation for
a category causes a breach in the cap.

Credit program account—A credit program ac-
count receives an appropriation for the subsidy cost
of a direct loan or loan guarantee program, disburses
such cost to a financing account for the program.

Deficit—A deficit is the amount by which outlays
exceed receipts.

Direct loan—A direct loan is a disbursement of
funds by the Government to a non-Federal borrower
under a contract that requires the repayment of such
funds with or without interest. The term includes the
purchase of, or participation in, a loan made by another
lender. The term does not include the acquisition of
a federally guaranteed loan in satisfaction of default
claims or the price support loans of the Commodity
Credit Corporation. (Cf. loan guarantee.)

Direct spending—Direct spending, sometimes called
mandatory spending, is a category of outlays from budg-
et authority provided in law other than appropriations
acts, entitlement authority, and the budget authority
for the food stamp program. (Cf. discretionary appro-
priations.)

Discretionary appropriations—Discretionary ap-
propriations is a category of budget authority that com-
prises budgetary resources (except those provided to
fund direct-spending programs) provided in appropria-
tions acts. (Cf. direct spending.)

Emergency spending—Emergency spending is
spending that the President and the Congress have des-
ignated as an emergency requirement. Such spending
is not subject to the limits on discretionary spending,
if it is discretionary spending, or the pay-as-you-go
rules, if it is direct spending.

Entitlement authority—A provision of law that le-
gally obligates the Federal government to make speci-
fied payments to any person or government that meets
the eligibility requirements established by that law.
Section 250(18) of the Balanced Budget and Emergency
Deficit Control Act of 1985 specifies that the term in-
cludes, for the purposes of defining direct spending
under the Act, a list of so-called mandatory appropria-
tions in the joint explanatory statement of managers
accompanying the Omnibus Reconciliation Act of 1990.

Federal funds—Federal funds are the moneys col-
lected and spent by the Government other than those
designated as trust funds. Federal funds include gen-
eral, special, public enterprise, and intragovernmental
funds. (Cf. trust funds.)
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Financing account—A financing account receives
the cost payments from a credit program account and
includes other cash flows to and from the Government
resulting from direct loan obligations or loan guarantee
commitments made on or after October 1, 1991. At
least one financing account is associated with each cred-
it program account. For programs with direct and guar-
anteed loans, there are separate financing accounts for
direct loans and guaranteed loans. The transactions of
the financing accounts are not included in the budget
totals. (Cf. liquidating account.)

Fiscal year—The fiscal year is the Government’s ac-
counting period. It begins on October 1st and ends on
September 30th, and is designated by the calendar year
in which it ends. Before 1976, the fiscal year began
on July 1 and ended on June 30.

General fund—The general fund consists of ac-
counts for receipts not earmarked by law for a specific
purpose, the proceeds of general borrowing, and the
expenditure of these moneys.

Governmental receipts—These are collections from
the public that result primarily from the exercise of
the Government’s sovereign or governmental powers.
Governmental receipts consist mostly of individual and
corporate income taxes and social insurance taxes, but
also include excise taxes, compulsory user charges, cus-
toms duties, court fines, certain license fees, and depos-
its of earnings by the Federal Reserve System. Gifts
and donations are also counted as governmental re-
ceipts. They are compared to outlays in calculating a
surplus or deficit. (Cf. offsetting collections.)

Liquidating account—A liquidating account in-
cludes all cash flows to and from the Government re-
sulting from direct loan obligations and loan guarantee
commitments prior to October 1, 1991. (Cf. financing
account.)

Loan guarantee—A loan guarantee is any guaran-
tee, insurance, or other pledge with respect to the pay-
ment of all or a part of the principal or interest on
any debt obligation of a non-Federal borrower to a non-
Federal lender. The term does not include the insurance
of deposits, shares, or other withdrawable accounts in
financial institutions. (Cf. direct loan.)

Mandatory spending—See direct spending.

Intragovernmental funds—Intragovernmental
funds are accounts for business-type or market-oriented
activities conducted primarily within and between Gov-
ernment agencies and financed by offsetting collections
that are credited directly to the fund.

Obligations—Obligations are binding agreements
that will result in outlays, immediately or in the future.
Budgetary resources must be available before obliga-
tions can be incurred legally.

Off-budget—See budget totals.

Offsetting collections—Offsetting collections are
collections from the public that result from business-
type or market-oriented activities and collections from
other Government accounts. These collections are de-
ducted from gross disbursements in calculating outlays,
rather than counted in Governmental receipt totals.
Some offsetting collections are credited directly to ap-
propriation or fund accounts; others, called offsetting
receipts, are credited to receipt accounts. The authority
to spend offsetting collections is a form of budget au-
thority. (Cf. governmental receipts.)

Offsetting receipts—See offsetting collections.

On-budget—See budget totals.

Outlays—Outlays are the measure of Government
spending. They are payments to liquidate obligations
(other than the repayment of debt), net of refunds and
offsetting collections. Outlays generally are recorded on
a cash basis, but also include cash-equivalent trans-
actions, the subsidy cost of direct loans and loan guar-
antees, and interest accrued on public issues of Treas-
ury debt.

Pay-as-you-go (PAYGO)—This term refers to re-
quirements in law that result in a sequester if the
estimated combined result of legislation affecting direct
spending or receipts is an increase in the deficit for
a fiscal year.

Public enterprise funds—Public enterprise funds
are revolving accounts for business or market-oriented
activities conducted primarily with the public and fi-
nanced by offsetting collections that are credited di-
rectly to the fund.

Receipts—See governmental receipts and offsetting
collections.

Sequester—A sequester is the cancellation of budg-
etary resources provided by discretionary appropria-
tions or direct spending legislation, following various
procedures prescribed in law. A sequester may occur
in response to a discretionary appropriation that causes
a breach or in response to increases in the deficit re-
sulting from the combined result of legislation affecting
direct spending or receipts (referred to as a ‘‘pay-as-
you-go’’ sequester).

Special funds—Special funds are Federal fund ac-
counts for receipts earmarked for specific purposes and
the associated expenditure of those receipts. (Cf. trust
funds.)

Subsidy—This term means the same as cost when
it is used in connection with Federal credit programs.

Surplus—A surplus is the amount by which receipts
exceed outlays.

Supplemental appropriation—A supplemental ap-
propriation is one enacted subsequent to a regular an-
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nual appropriations act when the need for funds is
too urgent to be postponed until the next regular an-
nual appropriations act.

Trust funds—Trust funds are accounts, designated
by law as trust funds, for receipts earmarked for spe-
cific purposes and the associated expenditure of those
receipts. (Cf. special funds.)
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The budget system of the United States Government
provides the means by which the Government decides
how much money to spend and what to spend it on,
and how to raise the money it has decided to spend.
Once these decisions are made, the budget system en-
sures they are carried out. The Government uses the
budget system to determine the allocation of resources
among its major functions—such as ensuring the na-
tional defense, promoting commerce, and providing
health care—as well as to determine the objectives and
scope of individual programs, projects, and activities.
While the focus of the budget system is on dollars,
other resources, such as Federal employment, are also
controlled through the budget system. The decisions
made in the budget process affect the nation as a whole,

state and local governments, and individual Americans.
Many budget decisions have worldwide significance.

This chapter provides an overview of the budget sys-
tem and explains some of the more important budget
concepts. A glossary of budget terms is provided at
the end of the chapter. Summary dollar amounts illus-
trate major concepts. These figures and more detailed
amounts are discussed in more depth in other chapters
of the budget documents.

The budget system is governed by various laws that
have been enacted to carry out requirements of the
Constitution. The principal laws pertaining to the budg-
et system are referred to by title throughout the text,
and complete citations are given later in the chapter.

THE BUDGET PROCESS

The budget process has three main phases, each of
which is interrelated with the others:

(1) formulation of the President’s budget;
(2) congressional action on the budget; and
(3) budget execution.

Formulation of the President’s Budget

The Budget of the United States Government consists
of several volumes that set forth the President’s finan-
cial proposal with recommended priorities for the allo-
cation of resources by the Federal Government. The
primary focus of the budget is on the budget year—
the next fiscal year for which Congress needs to make
appropriations. However, the budget may propose
changes to funding levels already provided for the cur-
rent year, and it covers at least the four years following
the budget year in order to reflect the effect of budget
decisions over the longer term. The 1997 budget covers
five years beyond the budget year because budget nego-
tiations concerning the 1996 budget addressed the
years through 2002. The budget includes data on the
most recently completed fiscal year so that the budget
estimates can be compared to actual accounting data.

The process of formulating the budget begins not
later than the spring of each year, at least nine months
before the budget is transmitted and at least 18 months
before the fiscal year begins. (See the Budget Calendar
below.) The President establishes general budget and
fiscal policy guidelines. Based on these guidelines, the
Office of Management and Budget (OMB) works with
the Federal agencies to establish specific policy direc-
tions and planning levels for the agencies, both for the
budget year and for the following four years, at least,
to guide the preparation of their budget requests.

During the formulation of the budget, there is a con-
tinual exchange of information, proposals, evaluations,
and policy decisions among the President, the Director
of OMB, other officials in the Executive Office of the
President, the Secretaries of the departments, and the
heads of the Government agencies. Decisions concerning
the upcoming budget are influenced by the results of
previously enacted budgets, including the one for the
fiscal year in progress, and reactions to the last pro-
posed budget, which is being considered by Congress.
Decisions also are influenced by projections of the eco-
nomic outlook that are prepared jointly by the Council
of Economic Advisers, OMB, and the Treasury Depart-
ment.

In the fall, agencies submit budget requests to OMB,
where analysts review them and identify for OMB offi-
cials issues that need to be discussed with agencies.
Many issues are resolved between OMB and the agen-
cy. Others require the involvement of the President
and White House policy officials. This decision-making
process is usually completed by late December. At that
time, the final stage of developing detailed budget data
and the preparation of the budget documents begins.

The decision-makers must consider the effects of
economic and technical assumptions on the budget esti-
mates. Interest rates, economic growth, the rate of in-
flation, employment levels, and the size of the bene-
ficiary populations are some of the assumptions that
must be made. Small changes in these assumptions
can affect budget estimates by billions of dollars. (Chap-
ter 1, ‘‘Economic Assumptions,’’ in the Analytical Per-
spectives volume of the 1997 budget provides more in-
formation on this subject.)
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1 The transmittal date was changed in 1990 from the first Monday after January 3rd.
The report submitted on February 17, 1993, was entitled, ‘‘A Vision of Change for America.’’

2 For a fuller discussion of the congressional budget process, see Allen Schick, Robert
Keith, and Edward Davis, Manual on the Federal Budget Process (Congressional Research
Service Report 91-902 GOV, December 24, 1991) and Davis and Keith, Budget Process
Changes Adopted in August 1993 (CRS Report 93-778 GOV, December 6, 1993).

Budget decisions must also take into account any
statutory limitations on receipts, outlays, and the defi-
cit (see Budget Enforcement below).

Thus, the budget formulation process involves the si-
multaneous consideration of the resource needs of indi-
vidual programs, the allocation of resources among the
functions of the Government, the total outlays and re-
ceipts that are appropriate in relation to current and
prospective economic conditions, and statutory con-
straints.

The transmittal of the President’s budget to Congress
is scheduled in law to occur on or after the first Monday
in January but not later than the first Monday in Feb-
ruary of each year. This is eight to nine months before
the beginning of the next fiscal year on October first.

For various reasons, some parts or all of the budget
documents have been transmitted after the scheduled
date. One reason is that the current timing does not
require an outgoing President to transmit a budget,
and it is impractical for an incoming President to com-
plete a budget within a few days of taking office on
January 20th. President Clinton, the first President
subject to the current requirement, submitted a report
to Congress on February 17, 1993, describing the com-
prehensive economic plan he proposed for the Nation
and containing summary budget information. He trans-
mitted the Budget of the United States for 1994 on
April 8, 1993.1

In some years, the late or pending enactment of ap-
propriations acts, other spending legislation, and tax
laws considered in the previous budget cycle have de-
layed preparation and transmittal of complete budgets.
For this reason, President Reagan submitted his budget
for 1988 forty-five days after the date specified in law.
In other years, Presidents have submitted abbreviated
budget documents on the due date, sending the more
detailed documents weeks later. This is the case for
the 1997 budget. President Clinton transmitted a budg-
et document to Congress on February 5, 1996. It pro-
vided a thematic overview of his priorities and the Ad-
ministration’s latest assumptions about the economy.
Because of uncertainty over 1996 appropriations as well
as possible changes in mandatory programs and tax
policy, OMB was unable to provide by that date all
of the material normally contained in the President’s
budget. That material is being transmitted in mid-
March 1996.

Congressional Action2

Congress considers the President’s budget proposals
and approves, modifies, or disapproves them. It can
change funding levels, eliminate programs, or add pro-
grams not requested by the President. It can add or
eliminate taxes and other sources of receipts, or make
other changes that affect the amount of receipts col-
lected.

Congressional review of the budget begins shortly
after the President transmits the budget to Congress.
Under the procedures established by the Congressional
Budget Act of 1974, Congress considers budget totals
before completing action on individual appropriations.
The Act requires each standing committee of the House
and Senate to recommend budget levels and report leg-
islative plans concerning matters within the commit-
tee’s jurisdiction to the Budget Committee in each body.
The Budget Committees then initiate the concurrent
resolution on the budget. The budget resolution sets
appropriate levels for total receipts and for budget au-
thority and outlays, in total and by functional category
(see Functional Classification below). It also sets appro-
priate levels for the budget deficit (or surplus) and debt.

The explanatory statement that accompanies the
budget resolution allocates amounts of budget authority
and outlays within the functional category totals to the
committees that have jurisdiction over the programs
in the functions. The House and Senate Appropriations
Committees are required, in turn, to allocate amounts
of budget authority and outlays among its respective
subcommittees. Other committees may make allocations
among their subcommittees but are not required to.
There is no allocation at the program level. However,
the functional allocations are based on certain assump-
tions about the level of funding for major programs.
These assumptions may be included in the explanatory
statement, but they are not binding on the committees
of jurisdiction. The budget resolution may contain ‘‘rec-
onciliation directives,’’ which are discussed below.

The budget resolution is scheduled to be adopted by
the whole Congress by April 15 of each year, but pas-
sage is often delayed. After passage of the budget reso-
lution, a point of order can be raised to block consider-
ation of bills that would cause a committee’s allocation
to be exceeded. Like the President’s budget, the budget
resolution is subject to spending limitations imposed
in law through 1998.

Budget resolutions are not laws and, therefore, do
not require the President’s approval. However, Con-
gress considers the Administration’s views, because leg-
islation developed to meet congressional budget alloca-
tions does require the President’s approval. In some
years, the President and the joint leadership of Con-
gress have formally agreed on the framework of a defi-
cit reduction plan. These agreements were reflected in
the budget resolution and legislation passed for those
years.

Congress does not enact a budget as such. It provides
spending authority for specified purposes in several ap-
propriations acts each year (usually thirteen). It also
enacts changes each year in permanent laws that affect
spending and receipts.

In making appropriations, Congress does not vote on
the level of outlays (spending) directly, but rather on
budget authority, which is the authority to incur legally
binding obligations of the Government that will result
in immediate or future outlays. In a separate process,
prior to making appropriations, Congress usually enacts
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legislation that authorizes an agency to carry out a
particular program and, in some cases, includes limits
on the amount that can be appropriated for the pro-
gram. Some programs require annual authorizing legis-
lation, some are authorized for a specified number of
years, and others are authorized indefinitely. Congress
may enact appropriations for a program even though
there is no specific authorization for it.

Appropriations bills are initiated in the House. The
Appropriations Committee in each body has jurisdiction
over annual appropriations. Those committees are di-
vided into subcommittees that hold hearings and review
detailed budget justification materials prepared by the
agencies within the subcommittee’s jurisdiction. After
a bill has been approved by the committee and by the
whole House, usually with amendments to the original
version, it is forwarded to the Senate, where a similar
review follows. In case of disagreement between the
two Houses of Congress, a conference committee (con-
sisting of Members of both bodies) meets to resolve
the differences. The report of the conference committee
is returned to both Houses for approval. When the
measure is agreed to, first in the House and then in
the Senate, it is ready to be transmitted to the Presi-
dent as an enrolled bill, for approval or veto.

If action on one or more appropriations bills is not
completed by the beginning of the fiscal year, Congress
enacts a joint continuing resolution to provide authority
for the affected agencies to continue operations at some
specified level up to a specific date or until their regular
appropriations are enacted. In some years, a portion
or all of the Government has been funded for the entire
year by a continuing resolution. Continuing resolutions
must be presented to the President for approval or veto.

Congress provides spending authority in permanent
laws as well as in appropriations acts. These are laws
that do not need to be reenacted each year. In fact,
while spending authority for the majority of Federal
programs is provided each year in appropriations acts,
most of the total spending authority available in a year
is provided by permanent laws. This is because the
budget authority for interest on the public debt ($332
billion in 1995) and a few programs with large amounts
of obligations each year, such as social security ($333
billion in 1995), are funded by permanent law. The
outlays from permanent budget authority, together with
the outlays from obligations incurred with budget au-
thority provided in previous years, account for the ma-
jority of the outlay total for any year. Therefore, the
majority of outlays in a year are not controlled through
appropriations actions for that year. The types of budg-
et authority, their control by Congress, and the relation
of outlays to budget authority are discussed in more
detail in later in the chapter.

Almost all taxes and most other receipts result from
permanent laws. Tax bills are initiated in the House.
The House Ways and Means Committee and the Senate
Finance Committee have jurisdiction over tax laws.

The budget resolution often includes reconciliation di-
rectives, which require authorizing committees to

change permanent laws. They instruct each designated
committee to make changes in the laws under the com-
mittee’s jurisdiction that will change the levels of re-
ceipts and spending controlled by the laws. The instruc-
tions specify the dollar amount of changes that each
designated committee is expected to achieve through
changes in law, but do not specify the laws to be
changed or the changes to be made. However, the
changes in receipt and outlay amounts are based on
certain assumptions about how laws would be changed,
and these assumptions may be included in the explana-
tory statement accompanying the budget resolution.
Like other assumptions included in the explanatory
statement, these are not binding on the committees
of jurisdiction.

The committees that are subject to reconciliation di-
rectives are expected to prepare implementing legisla-
tion. Such legislation may, for example, change the tax
code, change benefit formulas or eligibility require-
ments for entitlement programs, or authorize Govern-
ment agencies to charge fees to cover some of their
costs. In some years, Congress has enacted an omnibus
budget reconciliation act, which combines the amend-
ments to implement reconciliation directives in a single
act. These acts, together with appropriations acts for
the year, often implement agreements between the
President and the Congress. They may include other
matters, such as laws providing the means for enforcing
these agreements, as described below.

Budget Enforcement

The Budget Enforcement Act of 1990 (BEA) signifi-
cantly amended the laws pertaining to the budget proc-
ess, including the Congressional Budget Act, the Bal-
anced Budget and Emergency Deficit Control Act, and
the law pertaining to the President’s budget (see PRIN-
CIPAL BUDGET LAWS, later in the chapter). The BEA
constrains legislation that would increase spending or
decrease receipts through 1998. As this budget was
being prepared, the Administration and Congress were
considering the extension of the BEA through 2002.

The BEA divides spending into two types—discre-
tionary spending and direct spending. Direct spend-
ing is more commonly called mandatory spending.
Discretionary spending is controlled through annual ap-
propriations acts. Funding for salaries and other oper-
ating expenses of Government agencies, for example,
is usually discretionary because it is usually provided
by appropriations acts. Mandatory spending is con-
trolled by permanent laws. Medicare and medicaid pay-
ments, unemployment insurance benefits, and farm
price supports are examples of mandatory spending,
because payments for those purposes are authorized
in permanent laws. The BEA specifically defines fund-
ing for the Food Stamp program as mandatory spend-
ing, even though funding for the program is provided
in appropriations acts. The BEA includes receipts under
the same rules that apply to mandatory spending, be-
cause receipts are generally controlled by permanent
laws.
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The BEA constrains discretionary spending dif-
ferently from mandatory spending and receipts. Discre-
tionary spending is constrained by dollar limits (‘‘caps’’)
on total budget authority and outlays for this category
for each fiscal year through 1998. The caps are adjusted
when the budget is transmitted each year for the dif-
ference between the inflation rates assumed when the
caps were enacted and the actual inflation rates. The
BEA also requires the caps to be adjusted for certain
other reasons, such as to reflect the enactment of emer-
gency appropriations. The caps for this budget, adjusted
to reflect proposed changes, are shown in the following
table:

DISCRETIONARY SPENDING LIMITS
(In billions of dollars)

1996 1997 1998

Budget authority ............................................... 495.8 496.8 501.5
Outlays ............................................................... 539.1 538.6 534.2

If the amount of budget authority provided in appro-
priations acts for the year exceeds the discretionary
cap on budget authority, or the amount of outlays esti-
mated to result from this budget authority is estimated
to exceed the discretionary cap on outlays, the BEA
specifies a procedure, called sequestration, for reduc-
ing discretionary spending. Under a sequester, spending
for most discretionary programs is reduced by a uni-
form percentage. Special rules apply in reducing some
programs, and some programs are exempt from seques-
ter by law.

The Violent Crime Control and Law Enforcement Act
of 1994 created the Violent Crime Reduction Trust
Fund to earmark funding for specified programs. It ap-
propriated a specified amount to the Fund for each
year from 1995 through 2000. Spending from the Fund
is controlled by annual appropriations acts, but it is
not subject to the general purpose discretionary caps.
Instead, the Act specified outlay caps, which are not
adjustable, and effectively capped budget authority, as
shown in the following table:

VIOLENT CRIME REDUCTION LIMITS
(In billions of dollars)

1996 1997 1998

Budget authority ......................................... 4.3 5.0 5.5
Outlays ......................................................... 2.3 3.9 4.9

A separate sequester procedure, similar to the one
required for general purpose discretionary spending, ap-
plies to amounts appropriated from the Trust Fund if
the Violent Crime Reduction caps are exceeded.

The BEA constrains mandatory spending and receipts
differently. Laws that would increase mandatory spend-
ing or decrease receipts are constrained through ‘‘pay-
as-you-go’’ (PAYGO) rules. Under these rules, the cu-
mulative effects of legislation affecting mandatory
spending or receipts must not increase the deficit. Leg-
islated increases in benefit payments, for example, have

to be offset by legislated reductions in other mandatory
spending or increases in receipts. Following the end
of a session of Congress, OMB estimates the net effect
on the deficit of laws enacted since the BEA was passed
that affect mandatory spending and receipts. If there
is an estimated net increase in the deficit for the cur-
rent fiscal year and the budget year combined, the BEA
specifies sequester procedures for the uniform reduction
of most non-exempt mandatory spending programs.
Special rules apply in reducing some non-exempt pro-
grams. Less than 3 percent of all mandatory spending
is sequesterable by either uniform reduction or special
rule; the rest is exempt from sequester by law.

The PAYGO rules do not apply to increases in man-
datory spending or decreases in receipts that are not
the result of new laws. For example, mandatory spend-
ing for benefit programs, such as unemployment insur-
ance, rises when the population of eligible beneficiaries
rises, and many benefit payments are automatically in-
creased for inflation under existing laws. Tax receipts
decrease when the profits of private businesses decline
as the result of economic conditions. To address the
problem of rising mandatory spending, President Clin-
ton issued Executive Order No. 12857, which estab-
lished targets for mandatory spending (excluding de-
posit insurance and interest on the public debt) for
1994 through 1997. The targets were based on esti-
mates made in 1994 and may be adjusted for unantici-
pated increases in the number of beneficiaries. If there
is an actual or projected overage in any year, the Presi-
dent must submit a message to Congress, explaining
the cause. Depending on the economic circumstances
at the time, the President may recommend recouping
or eliminating all, some, or none of the overage. If
the President recommends reducing the overage, he
must specify how. The House has instituted rules to
expedite its response to such a message. (Chapter 13,
‘‘Review of Direct Spending and Receipts,’’ in the Ana-
lytical Perspectives volume of the 1997 budget provides
more information on this subject.)

The BEA requires OMB to make the estimates and
calculations that determine whether there is to be a
sequester and report them to the President and Con-
gress. The Congressional Budget Office (CBO) is re-
quired to make the same estimates and calculations,
and the Director of OMB is required to explain any
differences between the OMB and CBO estimates. The
estimates and calculations by OMB are the basis for
sequester orders issued by the President. The Presi-
dent’s orders may not change any of the particulars
of the OMB report. The General Accounting Office is
required to prepare compliance reports.

OMB and CBO are required to publish three seques-
tration reports—a ‘‘preview’’ report at the time the
President submits the budget, an ‘‘update’’ report in
August, and a ‘‘final’’ report at the end of a session
of Congress (usually in the fall of each year). The pre-
view report discusses the status of discretionary and
PAYGO sequestration, based on current law. This re-
port also explains the adjustments that are required
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by law to the discretionary caps and publishes the re-
vised caps. The preview report estimates are revised
in the update and final reports to reflect the effects
of laws enacted since the preview report. In addition
to these reports, OMB and CBO are required to esti-
mate the effects of appropriations acts and PAYGO
laws immediately after each one is enacted. The esti-
mates in the OMB final report trigger a sequester if
the appropriations enacted for the current year exceed
the caps or if the cumulative effect of PAYGO legisla-
tion is estimated to increase the deficit.

From the end of a session of Congress through the
following June 30th, discretionary sequesters take place
whenever an appropriations act for the current fiscal
year causes a cap to be exceeded. Because a sequester
in the last quarter of a fiscal year might be too disrup-
tive, the BEA specifies that a sequester that otherwise
would be required then is to be accomplished by reduc-
ing the limit for the next fiscal year. These require-
ments ensure that supplemental appropriations enacted
during the fiscal year are covered by the budget en-
forcement provisions.

Budget Execution

Government officials are generally required to spend
no more and no less than has been appropriated, and
they may use funds only for purposes specified in law.
The Antideficiency Act prohibits government officials
from spending or obligating the government to spend
in advance of an appropriation, unless specific authority
to do so has been provided in law. Additionally, the
Act requires the President to apportion the funds avail-
able to most executive branch agencies. The President
has delegated this authority to OMB, which usually
apportions by time periods (usually by quarter of the

fiscal year) and sometimes by activities. Agencies may
request that an account be reapportioned during the
year to accommodate changing circumstances. This sys-
tem helps to ensure that funds are available to cover
operations for the entire year.

If changes in laws or other factors make it necessary,
Congress may enact supplemental appropriations.
For example, a supplemental appropriation might be
required to respond to an unusually severe natural dis-
aster.

On the other hand, changing circumstances may re-
duce the need for certain spending for which funds
have been appropriated. The President may withhold
appropriated amounts from obligation only under cer-
tain limited circumstances—to provide for contin-
gencies, to achieve savings made possible through
changes in requirements or greater efficiency of oper-
ations, or as otherwise specifically provided in law. The
Impoundment Control Act of 1974 specifies the proce-
dures that must be followed if funds are withheld. De-
ferrals, which are temporary withholdings, take effect
immediately unless overturned by an act of Congress.
In 1995, a total of $17.8 billion in deferrals was re-
ported to Congress and none was overturned. Rescis-
sions, which permanently cancel budget authority, do
not take effect unless Congress passes a law rescinding
them. If such a law is not passed within 45 days of
continuous session, the withheld funds must be made
available for spending. In total, Congress has rescinded
less than one-third of the amount of funds that Presi-
dents have proposed for rescission since enactment of
the Impoundment Control Act. In 1995, the President
proposed rescissions totalling $1.2 billion, and Congress
rescinded a total of $0.8 billion.

Budget Calendar

The following timetable highlights the scheduled dates for significant budget events during the year.

Between the 1st Monday
in January and the 1st
Monday in February ..... President transmits the budget, including a sequester preview report.

Six weeks later .................. Congressional committees report budget estimates to Budget Committees.

April 15 .............................. Action to be completed on congressional budget resolution.

May 15 ............................... House consideration of annual appropriations bills may begin.

June 15 .............................. Action to be completed on reconciliation.

June 30 .............................. Action on appropriations to be completed by House.

July 15 ............................... President transmits Mid-Session Review of the budget.

August 20 .......................... OMB updates the sequester preview.

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

15 days after the end of a
session of Congress ....... OMB issues final sequester report, and the President issues a sequester order, if necessary.
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COVERAGE OF THE BUDGET

Federal Government and Budget Totals

The budget documents provide information on all
Federal agencies and programs. The total receipts and
outlays of the Federal Government are composed of
both on-budget receipts and outlays and receipts and
outlays that, by law, are designated as off-budget. By
law, the receipts and outlays of social security (the
Federal Old-Age and Survivors Insurance and the Fed-
eral Disability Insurance trust funds) and the Postal
Service Fund are excluded from the budget totals and
from the calculation of the deficit for Budget Enforce-
ment Act purposes. The off-budget transactions are sep-
arately identified in the budget. The on-budget and off-
budget amounts are added together to derive the uni-
fied totals for the Federal Government. These are some-
times referred to as the unified or consolidated budget
totals.

TOTALS FOR THE BUDGET AND THE FEDERAL
GOVERNMENT
(In billions of dollars)

1995
actual

1996
esti-
mate

1997
esti-
mate

On-budget:
Budget authority ...................................... 1,253 1,263 1,319
Outlays ..................................................... 1,230 1,270 1,318
Receipts .................................................... 1,004 1,059 1,107

Deficit .................................................... –226 –211 –210
Off-budget:

Budget authority ...................................... 291 308 320
Outlays ..................................................... 289 302 318
Receipts .................................................... 351 367 388

Surplus .................................................. 62 65 70
Federal Government:

Budget authority ...................................... 1,543 1,572 1,638
Outlays ..................................................... 1,519 1,572 1,635
Receipts .................................................... 1,355 1,427 1,495

Deficit .................................................... –164 –146 –140

Neither the on-budget nor the off-budget totals in-
clude transactions of Government-sponsored enter-
prises, such as the Federal National Mortgage Associa-
tion (Fannie Mae) and the Student Loan Marketing
Association (Sallie Mae). These enterprises were estab-
lished by Federal law for public policy purposes but
are privately owned and operated corporations. Because
of their close relationship to the Government, these
enterprises are discussed in several parts of the budget,
and their financial data are reported in the Appendix
to the Budget of the United States Government and
some detailed tables.

A presentation for the Board of Governors of the Fed-
eral Reserve System is included in the Appendix for
information only. The amounts are not included in ei-
ther the on-budget or off-budget totals because of the
independent status of the System. However, the Federal

Reserve System’s net earnings are transferred annually
to the Treasury and are recorded in the budget as re-
ceipts.

Functional Classification

The functional classification arrays budget authority,
outlays, and other budget data according to the major
purpose served—such as agriculture, income security,
and national defense. There are nineteen major func-
tions, most of which are divided into subfunctions. For
example, the Agriculture function is divided into
Farm Income Stabilization and Agricultural Re-
search and Services. The functional classification is
an integral part of the congressional budget process,
and the functional array meets the Congressional Budg-
et Act requirement for a presentation in the budget
by national needs and agency missions and programs.

The following criteria are used in the establishment
of functional categories and the assignment of activities
to them:

• A function comprises activities with similar pur-
poses addressing an important national need. The
emphasis is on what the Federal Government
seeks to accomplish rather than the means of ac-
complishment, the objects purchased, or the clien-
tele or geographic area served.

• A function must be of continuing national impor-
tance, and the amounts attributable to it must
be significant.

• Each basic unit being classified (generally the ap-
propriation or fund account) usually is classified
according to its predominant purpose and assigned
to only one subfunction. However, some large ac-
counts that serve more than one major purpose
are subdivided into two or more subfunctions.

• Activities and programs are normally classified ac-
cording to their primary purpose (or function) re-
gardless of which agencies conduct the activities.

Chapter 25, ‘‘Federal Spending by Function, Subfunc-
tion, and Major Program’’ in the Analytical Perspectives
volume of the 1997 budget provides information on
budget authority and outlays by function and subfunc-
tion.

Agencies, Accounts, Programs, Projects, and
Activities

Various summary tables in the Analytical Perspec-
tives volume of the 1997 budget provide information
on budget authority, outlays, and receipts arrayed by
Federal agency. Chapter 27 of that volume, ‘‘Federal
Programs by Agency and Account,’’ consists of a table
that lists budget authority and outlays by budget ac-
count within each agency and the totals for each agency
of budget authority, outlays, and receipts that offset
the agency spending totals. The Appendix to the Budget
of the United States Government provides budgetary,
financial, and descriptive information about programs,
projects, and activities by account within each agency.
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That volume of the budget also presents the most re-
cently enacted appropriation language for an account
and any changes that are proposed to be made for
the budget year.

Types of Funds

Agency activities are financed through Federal funds
and trust funds.

Federal funds comprise several types of funds. The
general fund, which is the greater part of the budget,
is credited with receipts not earmarked by law for a
specific purpose, such as almost all income tax receipts,
and is also credited with the proceeds of general bor-
rowing. General fund appropriation accounts record
general fund expenditures. General fund appropriations
are drawn from general fund receipts collectively and,
therefore, are not specifically linked to receipt accounts.
Special funds consist of receipt accounts for Federal
fund receipts that are earmarked by law for specific
purposes and associated appropriation accounts for the
expenditure of the earmarked receipts. Public enter-
prise (revolving) funds are used for programs author-
ized by law to conduct a cycle of business-type oper-
ations, primarily with the public, in which outlays
generate collections. The collections and the outlays of
the fund are recorded in the same account. Intragov-
ernmental funds are revolving funds that conduct
business-type operations primarily within and between
Government agencies.

Trust funds are established to account for the re-
ceipt and expenditure of monies by the Government
for carrying out specific purposes and programs in ac-
cordance with the terms of a statute that designates
the fund as a trust fund (such as the Highway Trust

Fund) or for carrying out the stipulations of a trust
agreement (such as any of several trust funds for gifts
and donations for specific purposes). Trust revolving
funds are trust funds credited with collections ear-
marked by law to carry out a cycle of business-type
operations.

The Federal budget meaning of the term ‘‘trust’’ dif-
fers significantly from its private sector usage. In the
private sector, the beneficiary of a trust usually owns
the trust’s assets, which are managed by a trustee who
must follow the stipulations of the trust. In contrast,
the Federal Government owns the assets of most Fed-
eral trust funds, and it can raise or lower future trust
fund collections and payments, or change the purposes
for which the collections are used, by changing existing
laws. There is no substantive difference between a trust
fund and a special fund or between a trust revolving
fund and a public enterprise revolving fund. (Chapter
16, ‘‘Trust Funds and Federal Funds,’’ in the Analytical
Perspectives volume of the 1997 budget provides more
information on this subject.)

Current Operating Expenditures and Capital
Investment

The budget includes all types of spending, including
both current operating expenditures and capital invest-
ment. Capital investment includes direct purchases of
land, structures, and equipment. It also includes sub-
sidies for capital investment provided by direct loans
and loan guarantees; the purchase of other financial
assets; grants to state and local governments for the
purchase of physical assets; and the conduct of re-
search, development, education, and training. (Chapter
6, ‘‘Federal Investment Spending and Capital Budgets,’’
in the Analytical Perspectives volume of the 1997 budg-
et provides more information on capital investment.)

COLLECTIONS

In General

Money collected by the Government is classified into
two major categories:

• Governmental receipts, which are compared in
total to outlays (net of offsetting collections) in
calculating the surplus or deficit.

• Offsetting collections, which are deducted from
gross outlays to produce net outlay figures.

Governmental Receipts

These are collections from the public that result pri-
marily from the exercise of the Government’s sovereign
or governmental powers. Governmental receipts consist
mostly of individual and corporation income taxes and
social insurance taxes, but also include excise taxes,
compulsory user charges, customs duties, court fines,
certain license fees, and deposits of earnings by the
Federal Reserve System. Gifts and donations are usu-
ally counted as governmental receipts. Total receipts
for the Federal Government include both on-budget and

off-budget receipts (see the table, ‘‘Totals for the Budget
and Federal Government,’’ which appears earlier in this
chapter.)

Offsetting Collections

These are amounts received from the public as a
result of business-like or market-oriented activities (for
example, proceeds from the sale of postage stamps or
electricity, fees for admittance to recreation areas, or
the proceeds from the sale of Government-owned land)
and amounts collected by one Government account from
another. Offsetting collections from the public are de-
ducted from gross budget authority and outlays, rather
than combined with governmental receipts. The purpose
of this treatment is to produce budget totals for re-
ceipts, budget authority, and outlays that represent
governmental rather than market activity. Intragovern-
mental offsetting collections are deducted from gross
budget authority and outlays so that the budget totals
measure the transactions of the Government with the
public.
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Offsetting collections are classified into two major
categories: offsetting collections credited to expend-
iture accounts, and offsetting receipts. The account-
ing for each type differs.

Offsetting Collections Credited to Expenditure
Accounts

Some laws authorize collections to be credited directly
to the account from which they will be expended and,
usually, to be spent for the purpose of the account
without further action by Congress. This is the case
for most revolving funds and many expenditure ac-
counts of other types. These collections may be from
either the public or other expenditure accounts. For
example, a permanent law authorizes the Postal Service
to use collections from the sale of stamps to finance
its operations without a requirement for annual appro-
priations. The offsetting collections that are authorized
to be spent are recorded as budget authority. Some-
times this is not the full amount of the offsetting collec-
tions, because appropriations acts may contain limita-
tions on the obligations that can be financed by budget
authority from offsetting collections. In those cases, the
recorded budget authority is adjusted to reflect the
amount available to incur obligations. The budget au-
thority and outlays of the appropriation or fund account
are shown both gross (that is, before deducting offset-
ting collections) and net (that is, after deducting offset-
ting collections). Totals for the agency, subfunction, and
budget are net of offsetting collections.

While most offsetting collections credited to expendi-
ture accounts result from business-like activity or are
collected from other Government accounts, some are
governmental in nature but are required by law to be
treated as offsetting. These are labeled as ‘‘offsetting
governmental collections.’’

Offsetting Receipts

Offsetting collections that are not authorized to be
credited to expenditure accounts are credited to general
fund, special fund, or trust fund receipt accounts and
are called offsetting receipts. Offsetting receipts are de-
ducted from budget authority and outlays in arriving
at total budget authority and outlays. In most cases,
such deductions are made at the subfunction and agen-
cy levels. Unlike offsetting collections credited to ex-
penditure accounts, offsetting receipts do not offset
budget authority and outlays at the account level. Off-
setting receipts are subdivided into three categories,
as follows:

• Proprietary receipts from the public.—These
are collections from the public, deposited in receipt
accounts, that arise out of the business-type or
market-oriented activities of the Government.
Most proprietary receipts are deducted from the
budget authority and outlay totals of the agency

that conducts the activity generating the receipt
and of the subfunction to which the activity is
assigned. For example, fees for using National
Parks are deducted from the totals for the Depart-
ment of Interior, which has responsibility for the
parks, and the Recreational Resources subfunc-
tion. A limited number of proprietary receipts,
however, are not offset against any specific agency
or function and are classified as undistributed off-
setting receipts. They are deducted from the Gov-
ernment-wide totals for budget authority and out-
lays. For example, the collections of rents and roy-
alties from Outer Continental Shelf lands are un-
distributed because the amounts are large and for
the most part are not related to the spending of
the agency and subfunction that administers the
transactions.

• Intragovernmental transactions.—These are
collections from expenditure accounts that are de-
posited into receipt accounts. Most intragovern-
mental transactions are deducted from the budget
authority and outlays of the agency that conducts
the activity generating the receipts and of the sub-
function to which the activity is assigned. In two
cases, however, intragovernmental transactions
appear as special deductions in computing total
budget authority and outlays for the Government
rather than as offsets at the agency level—agen-
cies’ payments as employers into employee retire-
ment trust funds and interest received by trust
funds. The special treatment for these receipts is
necessary because the amounts are large and
would distort the agency totals, as measures of
the agency’s activities, if they were attributed to
the agency.

• Offsetting governmental receipts.—These are
collections that are governmental in nature but
are required by law to be treated as offsetting.

There are several categories of intragovernmental
transactions. Intrabudgetary transactions include all
payments from on-budget expenditure accounts to on-
budget receipt accounts. These are subdivided into
three categories: (1) interfund transactions, where
the payment is from an expenditure account in one
fund group (either Federal funds or trust funds) to a
receipt account in the other fund group; (2) Federal
intrafund transactions, where the payment and re-
ceipt both occur within the Federal fund group; and
(3) trust intrafund transactions, where the payment
and receipt both occur within the trust fund group.
In addition, there are intragovernmental transactions
that are not intrabudgetary—payments from on-budget
expenditure accounts to off-budget receipt accounts, and
from off-budget expenditure accounts to on-budget re-
ceipt accounts.
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BUDGET AUTHORITY AND OTHER BUDGETARY RESOURCES, OBLIGATIONS, AND OUTLAYS

Budget Authority and Other Budgetary
Resources

Budget authority is the authority becoming available
during the year to enter into obligations that will result
in immediate or future outlays of Government funds.
Government officials may obligate the Government to
make outlays only to the extent they have been granted
budget authority. Budget authority is recorded as a
dollar amount in the year that it first becomes avail-
able. Under circumstances described below, unobligated
balances of budget authority may be carried over into
the next year. These balances are not recorded as budg-
et authority again. They do, however, constitute a budg-
etary resource that is available for obligation. In some
cases, a provision of law (such as a limitation on obliga-
tions or a benefit formula) precludes the obligation of
funds that would otherwise be available for obligation
and recorded as budget authority. In such cases, gen-
erally, the amount of budget authority recorded is equal
to the amount of obligations that can be incurred. There
are a few exceptions where the amount of budget au-
thority recorded is equal to the amounts otherwise
available even though a limitation precludes the obliga-
tion of the full amount.

In deciding the amount of budget authority to request
for a program, project, or activity, Government officials
estimate the total amount of obligations that will need
to be incurred to achieve desired goals and subtract
the amounts of unobligated balances available for these
purposes. The amount of budget authority requested
is influenced by the nature of the programs, projects,
or activities being financed. For current operating ex-
penditures, the amount requested usually is the
amount estimated to be needed for the year. For major
procurement programs and construction projects, a full
funding policy generally applies. Under this policy, an
amount that is estimated to be adequate to complete
the procurement or project must be requested to be
appropriated in the first year, even though it may be
obligated over several years. This policy is intended
to avoid piecemeal funding of programs and projects
that cannot be used until they have been completed.

Budget authority takes several forms:
• appropriations, which may be provided in appro-

priations acts or other laws, permit obligations
to be incurred and payments to be made;

• authority to borrow, permits obligations to be
incurred but requires that funds be borrowed, usu-
ally from the general fund of the Treasury, to
make payment;

• contract authority, permits obligations in ad-
vance of a separate appropriation of the cash for
payment or in anticipation of the collection of re-
ceipts that can be used for payment; and

• spending authority from offsetting collections,
permits offsetting collections to be credited to an
expenditure account and obligations and payments
to be made using the offsetting collections.

Because offsetting collections (offsetting receipts and
offsetting collections credited to expenditure accounts)
are deducted from gross budget authority, they are re-
ferred to as negative budget authority for some pur-
poses, such as Congressional Budget Act provisions that
pertain to budget authority.

The form of budget authority is usually determined
in the authorizing statute for a program. The authoriz-
ing statute may authorize a particular type of budget
authority to be provided in annual appropriations acts,
or it may actually provide the budget authority in one
of its forms. Most programs are funded by appropria-
tions. An appropriation may make funds available from
the general fund, special funds, trust funds, or author-
ize the spending of offsetting collections credited to ex-
penditure accounts, including revolving funds. Borrow-
ing authority is usually authorized for business-like ac-
tivities where the activity being financed is expected
to produce income over time with which to repay the
borrowing with interest. Contract authority is a tradi-
tional form of budget authority for certain programs,
particularly transportation programs.

Budget authority that is provided in an annual appro-
priations act is available for obligation only during the
fiscal year to which the appropriations act applies, un-
less the appropriation language providing the budget
authority specifies that it is to remain available for
a longer period. Typically, budget authority for current
operations is made available for obligation in only one
year. Some budget authority is made available for a
specified number of years. Other budget authority, in-
cluding most provided for construction, some for re-
search, and many appropriations of trust fund receipts,
is made available for obligation until the amount appro-
priated has been expended or until the program objec-
tives have been attained. When budget authority is
made available by law for a specific period of time,
any part that is not obligated during that period expires
and cannot be used later, unless the period of availabil-
ity is extended in law (see Reappropriation below).
Budget authority provided in authorizing statutes usu-
ally remains available until expended.

Budget authority that is available for more than one
year and that is not obligated in the year it becomes
available is carried forward for obligation in a following
year. The sum of such amounts is an account’s unobli-
gated balance. The obligated balance is that portion
of the budget authority that has been obligated but
not paid. For example, in the case of salaries and
wages, one to three weeks elapse between the time
of obligation and the time of payment. In the case of
major procurement and construction, payments may
occur over a period of several years after the obligation
is made. Obligated balances of budget authority are
carried forward until the obligations are paid. Due to
such flows, a change in the amount of obligations in-
curred from one year to the next is not necessarily
accompanied by an equal change in either the budget
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3 Additional information is provided in a separate report, ‘‘Balances of Budget Authority,’’
which is available from the National Technical Information Service, Department of Com-
merce, shortly after the budget is transmitted.

authority or the outlays of that same year. Conversely,
a change in budget authority in any one year may
cause changes in the level of obligations and outlays
for several years.3

Congress usually makes budget authority available
on the first day of the fiscal year for which the appro-
priations act is passed. Occasionally, the appropriations
language specifies a different timing. The language may
provide an advance appropriation—budget authority
that does not become available until one year or more
beyond the fiscal year for which the appropriations act
is passed. Forward funding refers to budget authority
that is made available for obligation beginning in the
last quarter of the fiscal year (beginning on July 1st)
for the financing of ongoing grant programs during the
next fiscal year. This kind of funding is used mostly
for education programs, so that obligations for grants
can be made prior to the beginning of the next school
year. For certain benefit programs funded by annual
appropriations, the appropriation provides for advance
funding—budget authority that is to be charged to
the appropriation in the succeeding year but which au-
thorizes obligations to be incurred in the last quarter
of the fiscal year if necessary to meet benefit payments
in excess of the specific amount appropriated for the
year.

Provisions of law that extend the availability of unob-
ligated amounts that have expired or would otherwise
expire are called reappropriations. Reappropriations
are counted as new budget authority in the fiscal year
in which the balances become newly available. For ex-
ample, if a 1996 appropriations act extends the avail-
ability of unobligated budget authority that otherwise
would expire at the end of 1995, new budget authority
would be recorded for 1996.

Budget authority is classified as current or perma-
nent. Generally, it is current if it is provided by annual
appropriations acts and permanent if it becomes avail-
able pursuant to standing authorizing legislation. Ad-
vance appropriations of budget authority are classified
as permanent, even though they are provided in annual
appropriations acts, because they become available a
year or more following the year to which the act per-
tains. The authority to spend offsetting collections cred-
ited to expenditure accounts usually is provided by au-
thorizing legislation and, therefore, is usually a form
of permanent budget authority.

Obligations and outlays resulting from permanent
budget authority, including the authority to spend off-
setting collections credited to expenditure accounts, ac-
count for more than half of the budget totals. Put an-
other way, less than half of the obligations and outlays
in the budget result from annual appropriations acts.
Most permanent budget authority, other than the au-
thority to spend offsetting collections, arises from the
authority to spend trust fund receipts and the authority
to pay interest on the public debt. Most authority to

spend offsetting collections applies to public enterprise
revolving funds.

Budget authority also is classified as definite or in-
definite. It is definite if the legislation that provides
it specifies a definite dollar amount (including an
amount not to be exceeded). It is indefinite if, instead
of specifying an amount, the legislation providing it
permits the amount to be determined by subsequent
circumstances. For example, indefinite budget authority
is provided for interest on the public debt, payment
of claims and judgments awarded by the courts against
the U.S., and many entitlement programs. Many of the
laws that authorize collections to be credited to revolv-
ing, special, and trust funds make all of the collections
available for expenditure for the authorized purposes
of the fund. Such authority is considered to be indefi-
nite budget authority. In some such cases, only some
of these amounts are counted as budget authority, be-
cause they are precluded from obligation in a fiscal
year by a provision of law, such as a limitation on
obligations or a benefit formula that determines the
amounts to be paid (for example, the formula for unem-
ployment insurance benefits).

Obligations Incurred

Following the enactment of budget authority and the
completion of required apportionment action, Govern-
ment agencies incur obligations to make payments.
Such obligations include: the current liabilities for sala-
ries, wages, and interest; contracts for the purchase
of supplies and equipment, construction, and the acqui-
sition of office space, buildings, and land; and other
arrangements requiring the payment of money. For
Federal credit programs, obligations are recorded in an
amount equal to the estimated subsidy cost of direct
loans and loan guarantees (see FEDERAL CREDIT
below).

Outlays

Outlays are the measure of Government spending.
They are payments to liquidate obligations (other than
the repayment of debt), net of refunds and offsetting
collections. They are recorded when obligations are
paid, in the amount that is paid. Outlays are usually
in the form of cash (currency, checks, or electronic fund
transfers). However, obligations may be paid and out-
lays recorded even though no cash is disbursed. For
example, outlays are recorded for the full amount of
Federal employees’ salaries, even though the cash dis-
bursed to employees is net of Federal and state income
taxes, retirement contributions, life and health insur-
ance premiums, and other deductions. (Receipts are also
recorded for the deductions that represent payments
to the Government.) Outlays are recorded when debt
instruments (bonds, debentures, notes, or monetary
credits) are used to pay obligations. (An increase in
debt is also recorded when such instruments are used.)
For example, the acquisition of physical assets through
certain types of lease-purchase arrangements is treated
as though an outlay were made for an outright pur-
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4 Present value is a standard financial concept that allows for the time value of money,
that is, for the fact that a given sum of money is worth more at present than in the
future because interest can be earned on it.

chase. Because no cash is paid up front to the nominal
owner of the asset, a debt is recorded. The actual cash
payments, nominally lease payments, in such cases are
recorded as repayments of principal and interest.

The treatment of interest varies. Outlays for the in-
terest on the public issues of Treasury debt securities
are recorded as the interest accrues, not when the cash
is paid. The interest on special issues of the debt securi-
ties held by trust funds and other Government accounts
is normally stated on a cash basis. When a Government
account invests in Federal debt securities, the purchase
price is usually close or identical to the par (face) value
of the security. The budget records the investment at
par value and adjusts the interest paid by Treasury
and collected by the account by the difference between
purchase price and par, if any. However, in the case
of two trust funds in the Department of Defense, the
Military Retirement Trust Fund and the Education
Benefits Trust Fund, the differences between purchase
price and par are routinely relatively large. For these
funds, the budget records the holdings of debt at par
but records the differences between purchase price and
par as adjustments to the assets of the funds that are
amortized over the life of the security. Interest is re-
corded as the amortization occurs. The special issues
of zero-coupon bonds held by the Pension Benefit Guar-

anty Corporation are recorded at market value and the
interest is accrued.

For Federal credit programs, outlays are equal to
the subsidy cost of direct loans and loan guarantees
and are recorded as the underlying loans are disbursed
(see FEDERAL CREDIT below).

Refunds of receipts (such as income taxes in excess
of tax liabilities) are recorded as reductions of receipts,
rather than as outlays.

Outlays during a fiscal year may be for the payment
of obligations incurred in the same year or in prior
years. Obligations, in turn, may be incurred under
budget authority provided in the same or in prior years.
Outlays, therefore, flow in part from unexpended bal-
ances of prior year budget authority and in part from
budget authority provided for the year in which the
money is spent. The ratio of the outlays resulting from
budget authority enacted in any year to the amount
of that budget authority is referred to as the spendout
rate for that year.

Outlays for an account are stated both gross and
net of offsetting collections, but function, agency, and
Government-wide outlay totals are only stated net.
Total outlays for the Federal Government include both
on-budget and off-budget outlays. (See the table, ‘‘Totals
for the Budget and Federal Government,’’ which ap-
pears earlier in this chapter.)

FEDERAL CREDIT

Government programs may be carried out through
federally supported credit in the form of direct loans
or loan guarantees. A direct loan is a disbursement
of funds by the Government to a non-Federal borrower
under a contract that requires the repayment of such
funds with or without interest. The term includes
equivalent transactions such as selling a property on
credit terms in lieu of receiving cash up front. A loan
guarantee is any guarantee, insurance, or other pledge
with respect to the payment of all or a part of the
principal or interest on any debt obligation of a non-
Federal borrower to a non-Federal lender. The Federal
Credit Reform Act prescribes the budget treatment for
Federal credit programs. This treatment is designed
to measure the subsidy cost of direct loans and guaran-
teed loans in the budget, rather than the cash flows,
so they can be compared to each other and to other
methods of delivering benefits, such as grants, on an
equivalent basis.

Under credit reform, the estimated long-term cost to
the Government arising from the direct loans and loan
guarantees of a credit program must be estimated and
recorded in the budget in a credit program account.
The cost is estimated as the present value of expected
disbursements over the term of the loan less the
present value of expected collections.4 For most
programs, direct loan obligations and loan guarantee

commitments cannot be made unless Congress has ap-
propriated funds for the costs in advance in annual
appropriations acts. In addition, the appropriation lan-
guage for most credit programs includes annual limita-
tions on the amount of obligations for direct loans and
commitments for loan guarantees.

When a direct or guaranteed loan is disbursed, the
program account makes a payment equal to the cost,
which is recorded as an outlay, to a non-budgetary
credit financing account. For a few programs, the
computed cost is negative for a portion or all of the
direct loans and loan guarantees. In such cases, the
financing account makes a payment to a special fund
receipt account established for the program, where it
is recorded as an offsetting receipt.

The cost of the outstanding direct loans and loan
guarantees is reestimated each year. If the cost is esti-
mated to have increased, an additional outlay is made
from the program account to the financing account, and,
if the cost is estimated to have decreased, a payment
is made from the financing account to the program’s
special fund receipt account, where it is recorded as
an offsetting receipt. A permanent appropriation is
available to pay the increased costs resulting from
reestimates.

If the terms of an outstanding direct loan or loan
guarantee are modified in a way that increases the
cost, an outlay in the amount of the increased cost
is made from the program account to the financing
account. The additional cost is recorded as an obligation
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against the budget authority provided for the costs of
the program for that year. The requirement to record
the costs of modification applies to pre-credit reform,
as well as post-credit reform, direct loans and loan
guarantees.

Credit financing accounts record all cash flows to and
from the Government arising from direct loan obliga-
tions and loan guarantee commitments. These cash
flows consist mainly of direct loan disbursements and
repayments and loan guarantee default payments. The
cash flows of direct loans and of loan guarantees are
recorded in separate financing accounts for programs
that do both. The transactions of the financing accounts
are displayed in the budget documents for information

and analytical purposes, together with the related pro-
gram accounts, but are excluded from the budget totals
because they are not a cost to the Government. Financ-
ing account transactions are a means of financing a
budget surplus or deficit (see Credit Financing Ac-
counts below).

The transactions associated with direct loan obliga-
tions and loan guarantee commitments made prior to
1992 continue to be accounted for on a cash flow basis
and are recorded in liquidating accounts. In most
cases, the liquidating account is the account that was
used for the program prior to the enactment of credit
reform in 1990.

BUDGET DEFICIT OR SURPLUS AND MEANS OF FINANCING

A budget deficit is the amount by which outlays ex-
ceed receipts. Deficits are financed by borrowing and,
to a limited extent, the other items discussed under
this heading. The debt (debt held by the public) is the
cumulative amount of borrowing to finance deficits, less
repayments. When receipts exceed outlays, the dif-
ference is a budget surplus. Surpluses are used to re-
duce debt and, to a limited extent, may be absorbed
by the other items.

Borrowing and Repayment

Borrowing is not defined as receipts, and debt repay-
ment is not defined as outlays. If they were, the budget
would virtually be balanced by definition. This rule ap-
plies both to borrowing in the form of Treasury securi-
ties and to specialized borrowing in the form of agency
securities (including the issuance of debt securities to
liquidate an obligation and the sale of certificates rep-
resenting participation in a pool of loans). In addition
to issuing debt to the public, the Government issues
debt to Government accounts, primarily trust funds
that are required by law to invest in Treasury securi-
ties. This debt is not a means of financing deficits,
because it does not raise any additional cash. In 1995,
the Government borrowed $171 billion from the public.
Most of this amount was needed to finance the deficit
of $164 billion in that year. The rest was needed to
finance direct loans disbursed in credit financing ac-
counts, which are discussed below, and for smaller
changes in the other means of financing. At the end
of 1995, the debt held by the public was $3,603 billion.
(See Chapter 11, ‘‘Federal Borrowing and Debt,’’ in the
Analytical Perspectives volume of the 1997 budget for
a fuller discussion of this topic.)

Exercise of Monetary Power

Seigniorage is the profit from coining money. It is
the difference between the value of coins as money
and their cost of production. Seigniorage on coins arises
from the exercise of the Government’s monetary powers
but differs from receipts coming from the public, since
there is no corresponding payment by another party.
Therefore, seigniorage is excluded from receipts and

treated as a means of financing the deficit other than
borrowing from the public. The profit resulting from
the sale of gold as a monetary asset also is treated
as a means of financing, since the value of gold is
determined by its value as a monetary asset rather
than as a commodity.

Credit Financing Accounts

The net cash flows of credit programs are recorded
in credit financing accounts, which are excluded from
the budget totals and are called net financing dis-
bursements. (See FEDERAL CREDIT above.) Net fi-
nancing disbursements are defined in the same way
as the outlays of a budgetary account and may be either
positive or negative. If positive, they must be paid in
cash and increase the requirement for Treasury borrow-
ing in the same way as an increase in budget outlays
and the budget deficit; if negative, they provide cash
to the Treasury that can be used to finance the pay-
ment of the Government’s obligations. The net financing
disbursements are therefore a means of financing the
deficit other than borrowing from the public.

Deposit Fund Account Balances

Certain accounts outside the budget, known as de-
posit funds, are established to record amounts held
temporarily until ownership is determined (for example,
earnest money paid by bidders for mineral leases) or
held by the Government as agent for others (for exam-
ple, State and local income taxes withheld from Federal
employees’ salaries and payroll deductions for the pur-
chase of savings bonds by employees of the Govern-
ment). Deposit fund balances may be held in the form
of either invested or uninvested balances. Changes in
deposit fund balances affect the Treasury’s cash bal-
ances, even though the transactions are not a part of
the budget. To the extent that deposit fund balances
are not invested, changes in the balances are reflected
as a means of financing the deficit other than borrowing
from the public. To the extent that the balances are
invested in Federal debt, changes in the balances are
reflected as borrowing from the public or as a means
of financing the deficit other than borrowing from the
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public, depending on whether the deposit fund invest-
ments are classified as held by the public or the Gov-
ernment.

Exchange of Cash

The Government’s deposits with the International
Monetary Fund (IMF) are considered to be monetary
assets. Therefore, the movement of money between the
IMF and the Treasury is not considered in itself a

receipt or an outlay, borrowing, or lending. However,
interest paid by the IMF on U.S. deposits is an offset-
ting collection. In a similar manner, the holdings of
foreign currency by the Exchange Stabilization Fund
are considered to be cash assets. Changes in these hold-
ings are outlays only to the extent there is a realized
loss of dollars on the exchange and are offsetting collec-
tions only to the extent there is a realized dollar profit.

FEDERAL EMPLOYMENT

The budget includes information on civilian and mili-
tary employment and personnel compensation and ben-
efits. It also makes comparisons between the Federal
workforce, State and local government workforces, and
the United States population. Two different measures
of employment levels are provided—actual positions
filled and full-time equivalents (FTE). One FTE is equal
to one work year or 2,080 hours. For most purposes,
the FTE measure is more meaningful, because it takes
into account part-time employment, temporary employ-
ment, and vacancies during the year. For example, one
full-time employee and two half-time employees would
count as two FTE’s but three positions. (Chapter 10,

‘‘Federal Employment,’’ in the Analytical Perspectives
volume of the 1997 budget provides more information
on this subject.)

TOTAL FEDERAL EMPLOYMENT

1995
actual

1996
estimated

1997
estimated

Percent
change
1995 to

1997

Total FTE’s .................... 4,439,486 4,363,029 4,314,650 –2.8
Federal Executive

Branch civilian em-
ployees per 1000 U.S.
population .................. 10.5 10.4 10.2 –3.0

BASIS FOR BUDGET FIGURES

Data for the Past Year

The past year column (1995) generally presents the
actual transactions and balances as recorded in agency
accounts and as summarized in the central financial
reports prepared by the Treasury Department for the
most recently completed fiscal year. Occasionally the
budget reports corrections to data reported erroneously
to Treasury but not discovered in time to be reflected
in Treasury’s published data. The budget usually notes
the sources of such differences.

Data for the Current Year

The current year column (1996) includes estimates
of transactions and balances based on the amounts of
budgetary resources that were available when the budg-
et was transmitted, including amounts appropriated for
the year. This column also reflects any supplemental
appropriations or rescissions proposed in the budget.

Data for the Budget Year

The budget year column (1997) includes estimates
of transactions and balances based on the amounts of
budgetary resources that are estimated to be available,
including amounts proposed to be appropriated. The
budget generally includes the appropriations language
for the amounts proposed to be appropriated. Where
the estimates represent amounts that will be requested
under proposed legislation, the appropriation language
usually is not included; it is transmitted later, usually
after the legislation is enacted. In a few cases, proposed

language for appropriations to be requested under exist-
ing legislation is transmitted later because the exact
requirements are not known when the budget is trans-
mitted. In certain tables of the budget, the items for
later transmittal and the related outlays are identified
separately. Estimates of the total requirements for the
budget year include both the amounts requested with
the transmittal of the budget and the amounts planned
for later transmittal.

Data for the Outyears

The budget presents estimates for each of the five
years beyond the budget year (1998 through 2002) in
order to reflect the effect of budget decisions on longer
term objectives and plans.

Allowances

Lump-sum allowances may be included in the budget
to cover certain transactions that are expected to in-
crease or decrease budget authority, outlays, or receipts
but that are not for various reasons reflected in the
program details. Budget authority and outlays are
never appropriated for allowances as such. Rather, the
allowances indicate the estimated budget authority and
outlays that will be requested for specific programs.

Baseline

The budget baseline is an estimate of the receipts,
outlays, and deficits that would result from continuing
current law through the period covered by the budget.
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For receipts and mandatory spending, which generally
are authorized on a permanent basis, it assumes they
continue in the future as required by current law. For
discretionary programs, which generally are funded an-
nually, the baseline commonly assumes future funding
will be equal to the most recently enacted appropria-
tion, adjusted for inflation. Because most receipts and
mandatory programs adjust automatically for inflation,
the baseline represents the amount of real resources
that would be used by the Government over the period
covered by the budget on the basis of laws currently
enacted. (Chapter 15, ‘‘Current Services Estimates,’’ in

the Analytical Perspectives volume of the 1997 budget
provides more information on the baseline.)

The baseline is useful for several reasons. It warns
of future problems, either for Government fiscal policy
as a whole or for individual tax and spending programs.
It provides a starting point for formulating the Presi-
dent’s budget. It is a ‘‘policy-neutral’’ benchmark
against which the President’s budget and alternative
proposals can be compared to see the magnitude of
proposed changes. And it is used, under the Budget
Enforcement Act, to determine how much will be se-
questered from each account and what level of funding
will be available after sequestration.

PRINCIPAL BUDGET LAWS

The following are the basic laws pertaining to the
Federal budget process:

• Article 1, section 9, clause 7 of the Constitu-
tion, which requires appropriations in law before
money may be spent from the Treasury.

• Chapter 11 of Title 31, United States Code,
which prescribes procedures for submission of the
President’s budget and information to be con-
tained in it.

• Congressional Budget and Impoundment Con-
trol Act of 1974 (Public Law 93–344), as amend-
ed. This Act comprises the:
—Congressional Budget Act of 1974, as amended,

which prescribes the congressional budget proc-
ess; and

—Impoundment Control Act of 1974, which con-
trols certain aspects of budget execution.

• Balanced Budget and Emergency Deficit Con-
trol Act of 1985 (Public Law 99–177), as amend-
ed, which prescribes rules and procedures (includ-

ing ‘‘sequestration’’) designed to eliminate excess
spending. This Act is commonly known as the
Gramm-Rudman-Hollings Act.

• Budget Enforcement Act of 1990 (Title XIII,
Public Law 101–508), which significantly amended
the laws pertaining to the budget process, includ-
ing the Congressional Budget Act and the Bal-
anced Budget and Emergency Deficit Control Act.
The provisions of this act, which would have ex-
pired after 1995, were extended through 1998 by
the Omnibus Budget Reconciliation Act of 1993
(Public Law 103–66).

• Federal Credit Reform Act of 1990, a part of
the Budget Enforcement Act of 1990, which
amended the Congressional Budget Act to pre-
scribe the budget treatment for Federal credit pro-
grams.

• Antideficiency Act (codified in Chapters 13 and
15 of Title 31, United States Code), which pre-
scribes rules and procedures for budget execution.
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GLOSSARY OF BUDGET TERMS

Balances of budget authority—These are amounts
of budget authority provided in previous years that
have not been outlayed.

Obligated balances—These are amounts of budget
authority that have been obligated but not yet outlayed.
Unobligated balances are amounts that have not been
obligated and that remain available for obligation under
law.

Baseline—An estimate of the receipts, outlays, and
deficit that would result from continuing current law
through the period covered by the budget.

Breach—A breach is the amount by which new budg-
et authority or outlays within a category of discre-
tionary appropriations for a fiscal year is above the
cap on new budget authority or outlays for that cat-
egory for that year.

Budget—The Budget of the United States Govern-
ment sets forth the President’s comprehensive financial
plan for allocating resources and indicates the Presi-
dent’s priorities for the Federal Government.

Budget authority (BA)—Budget authority is the
authority becoming available during the year to enter
into obligations that will result in immediate or future
outlays of Government funds. (For a description of the
several forms of budget authority, see Budget Authority
and Other Budgetary Resources earlier in this chap-
ter.).

Budgetary resources—Budgetary resources com-
prise new budget authority and unobligated balances
of budget authority provided previous years.

Budget totals—The budget includes totals for budg-
et authority, outlays, and receipts. Some presentations
in the budget distinguish on-budget totals from off-
budget totals. On-budget totals reflect the transactions
of all Federal Government entities except those ex-
cluded from the budget totals by law. Off-budget totals
reflect the transactions of Government entities that are
excluded from the on-budget totals by law. Currently
excluded are the social security trust funds (Federal
Old-Age and Survivors Insurance and Federal Disabil-
ity Insurance Trust Funds) and the Postal Service
Fund. The on- and off-budget totals are combined to
derive a total for Federal activity.

Cap—This is the term commonly used to refer to
legal limits on the budget authority and outlays for
each fiscal year provided by discretionary appropria-
tions. A sequester is required if an appropriation for
a category causes a breach in the cap.

Credit program account—A credit program ac-
count receives an appropriation for the subsidy cost
of a direct loan or loan guarantee program and dis-

burses such cost to a financing account for the program
when the direct loan or guaranteed loan is disbursed.

Deficit—A deficit is the amount by which outlays
exceed receipts.

Direct loan—A direct loan is a disbursement of
funds by the Government to a non-Federal borrower
under a contract that requires the repayment of such
funds with or without interest. The term includes the
purchase of, or participation in, a loan made by another
lender. The term also includes the sale of a Government
asset on credit terms of more than 90 days duration.
The term does not include the acquisition of a federally
guaranteed loan in satisfaction of default claims or the
price support loans of the Commodity Credit Corpora-
tion. (Cf. loan guarantee.)

Direct spending—Direct spending, more commonly
called mandatory spending, is a category of outlays
from budget authority provided in law other than ap-
propriations acts, entitlement authority, and the budget
authority for the food stamp program. (Cf. discretionary
appropriations.)

Discretionary appropriations—Discretionary ap-
propriations is a category of budget authority that com-
prises budgetary resources (except those provided to
fund direct-spending programs) provided in appropria-
tions acts. (Cf. direct spending.)

Emergency spending—Emergency spending is
spending that the President and the Congress have des-
ignated as an emergency requirement. Such spending
is not subject to the limits on discretionary spending,
if it is discretionary spending, or the pay-as-you-go
rules, if it is direct spending.

Federal funds—Federal funds are the moneys col-
lected and spent by the Government other than those
designated as trust funds. Federal funds include gen-
eral, special, public enterprise, and intragovernmental
funds. (Cf. trust funds.)

Financing account—A financing account receives
the cost payments from a credit program account and
includes other cash flows to and from the Government
resulting from direct loan obligations or loan guarantee
commitments made on or after October 1, 1991. At
least one financing account is associated with each cred-
it program account. For programs that make both direct
loans and loan guarantees, there are separate financing
accounts for the direct loans and the loan guarantees.
The transactions of the financing accounts are not in-
cluded in the budget totals. (Cf. liquidating account.)

Fiscal year—The fiscal year is the Government’s ac-
counting period. It begins on October 1st and ends on
September 30th, and is designated by the calendar year
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in which it ends. Before 1976, the fiscal year began
on July 1 and ended on June 30.

General fund—The general fund consists of ac-
counts for receipts not earmarked by law for a specific
purpose, the proceeds of general borrowing, and the
expenditure of these moneys.

Governmental receipts—These are collections from
the public that result primarily from the exercise of
the Government’s sovereign or governmental powers.
Governmental receipts consist mostly of individual and
corporation income taxes and social insurance taxes,
but also include excise taxes, compulsory user charges,
customs duties, court fines, certain license fees, and
deposits of earnings by the Federal Reserve System.
Gifts and donations are also counted as governmental
receipts. They are compared to outlays in calculating
a surplus or deficit. (Cf. offsetting collections.)

Liquidating account—A liquidating account in-
cludes all cash flows to and from the Government re-
sulting from direct loan obligations and loan guarantee
commitments made prior to October 1, 1991. (Cf. fi-
nancing account.)

Loan guarantee—A loan guarantee is any guaran-
tee, insurance, or other pledge with respect to the pay-
ment of all or a part of the principal or interest on
any debt obligation of a non-Federal borrower to a non-
Federal lender. The term does not include the insurance
of deposits, shares, or other withdrawable accounts in
financial institutions. (Cf. direct loan.)

Mandatory spending—See direct spending.

Intragovernmental funds—Intragovernmental
funds are accounts for business-type or market-oriented
activities conducted primarily within and between Gov-
ernment agencies and financed by offsetting collections
that are credited directly to the fund.

Obligations—Obligations are binding agreements
that will result in outlays, immediately or in the future.
Budgetary resources must be available before obliga-
tions can be incurred legally.

Off-budget—See budget totals.

Offsetting collections—Offsetting collections are
collections from the public that result from business-
type or market-oriented activities and collections from
other Government accounts. These collections are de-
ducted from gross disbursements in calculating outlays,
rather than counted in Governmental receipt totals.
Some offsetting collections are credited directly to ex-
penditure accounts; others, called offsetting receipts,
are credited to receipt accounts. The authority to spend
offsetting collections is a form of budget authority. (Cf.
governmental receipts.)

Offsetting receipts—See offsetting collections.

On-budget—See budget totals.

Outlays—Outlays are the measure of Government
spending. They are payments to liquidate obligations
(other than the repayment of debt), net of refunds and
offsetting collections. Outlays generally are recorded on
a cash basis, but also include cash-equivalent trans-
actions, the subsidy cost of direct loans and loan guar-
antees, and interest accrued on public issues of Treas-
ury debt.

Pay-as-you-go (PAYGO)—This term refers to re-
quirements in law that result in a sequester if the
estimated combined result of legislation affecting direct
spending or receipts is an increase in the deficit for
a fiscal year.

Public enterprise funds—Public enterprise funds
are revolving accounts for business or market-oriented
activities conducted primarily with the public and fi-
nanced by offsetting collections that are credited di-
rectly to the fund.

Receipts—See governmental receipts and offsetting
collections.

Sequester—A sequester is the cancellation of budg-
etary resources provided by discretionary appropria-
tions or direct spending legislation, following various
procedures prescribed in law. A sequester may occur
in response to a discretionary appropriation that causes
a breach or in response to increases in the deficit re-
sulting from the combined result of legislation affecting
direct spending or receipts (referred to as a ‘‘pay-as-
you-go’’ sequester).

Special funds—Special funds are Federal fund ac-
counts for receipts earmarked for specific purposes and
the associated expenditure of those receipts. (Cf. trust
funds.)

Subsidy—This term means the same as cost when
it is used in connection with Federal credit programs.

Surplus—A surplus is the amount by which receipts
exceed outlays.

Supplemental appropriation—A supplemental ap-
propriation is one enacted subsequent to a regular an-
nual appropriations act when the need for funds is
too urgent to be postponed until the next regular an-
nual appropriations act.

Trust funds—Trust funds are accounts, designated
by law as trust funds, for receipts earmarked for spe-
cific purposes and the associated expenditure of those
receipts. (Cf. special funds.) 

1997



 

335

BUDGET SYSTEM AND CONCEPTS AND GLOSSARY

The budget system of the United States Government
provides the means by which the Government decides
how much money to spend and what to spend it on,
and how to raise the money it has decided to spend.
Once these decisions are made, the budget system en-
sures they are carried out. The Government uses the
budget system to determine the allocation of resources
among its major functions—such as ensuring the na-
tional defense, promoting commerce, and providing
health care—as well as to determine the objectives and
scope of individual programs, projects, and activities.
While the focus of the budget system is on dollars,
other resources, such as Federal employment, are also
controlled through the budget system. The decisions
made in the budget process affect the nation as a whole,

state and local governments, and individual Americans.
Many budget decisions have worldwide significance.

This chapter provides an overview of the budget sys-
tem and explains some of the more important budget
concepts. A glossary of budget terms is provided at
the end of the chapter. Summary dollar amounts illus-
trate major concepts. These figures and more detailed
amounts are discussed in more depth in other chapters
of the budget documents.

The budget system is governed by various laws that
have been enacted to carry out requirements of the
Constitution. The principal laws pertaining to the budg-
et system are referred to by title throughout the text,
and complete citations are given later in the chapter.

THE BUDGET PROCESS

The budget process has three main phases, each of
which is interrelated with the others:

(1) formulation of the President’s budget;
(2) congressional action on the budget; and
(3) budget execution.

Formulation of the President’s Budget

The Budget of the United States Government consists
of several volumes that set forth the President’s finan-
cial proposal with recommended priorities for the allo-
cation of resources by the Federal Government. The
primary focus of the budget is on the budget year—
the next fiscal year for which Congress needs to make
appropriations. However, the budget may propose
changes to funding levels already provided for the cur-
rent year, and it covers at least the four years following
the budget year in order to reflect the effect of budget
decisions over the longer term. The 1998 budget covers
four years beyond the budget year through 2002. The
budget includes data on the most recently completed
fiscal year so that the budget estimates can be com-
pared to actual accounting data.

The process of formulating the budget begins not
later than the spring of each year, at least nine months
before the budget is transmitted and at least 18 months
before the fiscal year begins. (See the Budget Calendar
below.) The President establishes general budget and
fiscal policy guidelines. Based on these guidelines, the
Office of Management and Budget (OMB) works with
the Federal agencies to establish specific policy direc-
tions and planning levels for the agencies, both for the
budget year and for the following four years, at least,
to guide the preparation of their budget requests.

During the formulation of the budget, there is a con-
tinual exchange of information, proposals, evaluations,

and policy decisions among the President, the Director
of OMB, other officials in the Executive Office of the
President, the Secretaries of the departments, and the
heads of the Government agencies. Decisions concerning
the upcoming budget are influenced by the results of
previously enacted budgets, including the one for the
fiscal year in progress, and reactions to the last pro-
posed budget, which is being considered by Congress.
Decisions also are influenced by projections of the eco-
nomic outlook that are prepared jointly by the Council
of Economic Advisers, OMB, and the Treasury Depart-
ment.

In the fall, agencies submit budget requests to OMB,
where analysts review them and identify for OMB offi-
cials issues that need to be discussed with agencies.
Many issues are resolved between OMB and the agen-
cy. Others require the involvement of the President
and White House policy officials. This decision-making
process is usually completed by late December. At that
time, the final stage of developing detailed budget data
and the preparation of the budget documents begins.

The decision-makers must consider the effects of eco-
nomic and technical assumptions on the budget esti-
mates. Interest rates, economic growth, the rate of in-
flation, the unemployment rate, and the size of the
beneficiary populations are some of the assumptions
that must be made. Small changes in these assump-
tions can affect budget estimates by billions of dollars.
(Chapter 1, ‘‘Economic Assumptions,’’ in the Analytical
Perspectives volume of the 1998 budget provides more
information on this subject.)

Budget decisions must also take into account any
statutory limitations on receipts, outlays, and the defi-
cit (see Budget Enforcement below).
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1 The transmittal date was changed in 1990 from the first Monday after January 3rd.
The report submitted on February 17, 1993, was entitled, ‘‘A Vision of Change for America.’’

2 For a fuller discussion of the congressional budget process, see Allen Schick, Robert
Keith, and Edward Davis, Manual on the Federal Budget Process (Congressional Research
Service Report 91–902 GOV, December 24, 1991, 218p.); Keith and Davis, Budget Process
Changes Made in the 102nd-103rd Congress (1991–1994) (Congressional Research Service
Report 95–457 GOV, March 31, 1995, 14 p.); and Keith, Budget Process Changes Made
in the 104th Congress (1995–1996) (Congressional Research Service Report 97–44 GOV,
December 27, 1996, 19 p.)

Thus, the budget formulation process involves the
simultaneous consideration of the resource needs of in-
dividual programs, the allocation of resources among
the functions of the Government, the total outlays and
receipts that are appropriate in relation to current and
prospective economic conditions, and statutory con-
straints.

The transmittal of the President’s budget to Congress
is scheduled in law to occur on or after the first Monday
in January but not later than the first Monday in Feb-
ruary of each year. This is eight to nine months before
the beginning of the next fiscal year on October first.

For various reasons, some parts or all of the budget
documents have been transmitted after the scheduled
date. One reason is that the current timing does not
require an outgoing President to transmit a budget,
and it is impractical for an incoming President to com-
plete a budget within a few days of taking office on
January 20th. President Clinton, the first President
subject to the current requirement, submitted a report
to Congress on February 17, 1993, describing the com-
prehensive economic plan he proposed for the Nation
and containing summary budget information. He trans-
mitted the Budget of the United States for 1994 on
April 8, 1993.1

In some years, the late or pending enactment of ap-
propriations acts, other spending legislation, and tax
laws considered in the previous budget cycle have de-
layed preparation and transmittal of complete budgets.
For this reason, President Reagan submitted his budget
for 1988 forty-five days after the date specified in law.
In other years, Presidents have submitted abbreviated
budget documents on the due date, sending the more
detailed documents weeks later. For example, President
Clinton transmitted an abbreviated budget document
to Congress on February 5, 1996, because of uncertainty
over 1996 appropriations as well as possible changes
in mandatory programs and tax policy. A Budget Sup-
plement and other budget volumes were transmitted
in March 1996. This budget is being transmitted on
February 6, 1997, three days after the date designated
in the law. The delay is so that the budget will not
precede the State of the Union address, which was
scheduled by the President in consultation with the
Congress for February 4th.

Congressional Action 2

Congress considers the President’s budget proposals
and approves, modifies, or disapproves them. It can
change funding levels, eliminate programs, or add pro-
grams not requested by the President. It can add or
eliminate taxes and other sources of receipts, or make
other changes that affect the amount of receipts col-
lected.

Congress does not enact a budget as such. Through
the process of adopting a budget resolution (described
below), it agrees on appropriate levels for total spend-
ing, receipts, and other matters. The budget resolution
then provides the framework within which congres-
sional committees prepare appropriations bills and
other spending and receipts legislation. Congress pro-
vides spending authority for specified purposes in sev-
eral appropriations acts each year (usually thirteen).
It also enacts changes each year in permanent laws
that affect spending and receipts.

In making appropriations, Congress does not vote on
the level of outlays (spending) directly, but rather on
budget authority, which is the authority to incur legally
binding obligations of the Government that will result
in immediate or future outlays. In a separate process,
prior to making appropriations, Congress usually enacts
legislation that authorizes an agency to carry out a
particular program and, in some cases, includes limits
on the amount that can be appropriated for the pro-
gram. Some programs require annual authorizing legis-
lation, some are authorized for a specified number of
years, and others are authorized indefinitely. Congress
may enact appropriations for a program even though
there is no specific authorization for it.

Congressional review of the budget begins shortly
after the President transmits the budget to Congress.
Under the procedures established by the Congressional
Budget Act of 1974, Congress considers budget totals
before completing action on individual appropriations.
The Act requires each standing committee of the House
and Senate to recommend budget levels and report leg-
islative plans concerning matters within the commit-
tee’s jurisdiction to the Budget Committee in each body.
The Budget Committees then initiate the concurrent
resolution on the budget. The budget resolution sets
appropriate levels for total receipts and for budget au-
thority and outlays, in total and by functional category
(see Functional Classification below). It also sets appro-
priate levels for the budget deficit (or surplus) and debt.

The explanatory statement that accompanies the
budget resolution allocates amounts of budget authority
and outlays within the functional category totals to the
committees that have jurisdiction over the programs
in the functions. The House and Senate Appropriations
Committees are required, in turn, to allocate amounts
of budget authority and outlays among their respective
subcommittees. Other committees with jurisdiction over
spending and receipts may make allocations among
their subcommittees but are not required to. There is
no allocation at the program level. However, the func-
tional allocations are based on certain assumptions
about the level of funding for major programs. These
assumptions may be included in the explanatory state-
ment, but they are not binding on the committees of
jurisdiction. The budget resolution may contain ‘‘rec-
onciliation directives,’’ which are discussed below.

The budget resolution is scheduled to be adopted by
the whole Congress by April 15 of each year, but pas-
sage is often delayed. After passage of the budget reso-
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lution, a point of order can be raised to block consider-
ation of bills that would cause a committee’s allocation
to be exceeded. Like the President’s budget, the budget
resolution is subject to spending limitations imposed
in law through 1998.

Budget resolutions are not laws and, therefore, do
not require the President’s approval. However, Con-
gress considers the Administration’s views, because leg-
islation developed to meet congressional budget alloca-
tions does require the President’s approval. In some
years, the President and the joint leadership of Con-
gress have formally agreed on the framework of a defi-
cit reduction plan. These agreements were reflected in
the budget resolution and legislation passed for those
years.

Appropriations bills are initiated in the House. The
Appropriations Committee in each body has jurisdiction
over annual appropriations. Those committees are di-
vided into subcommittees that hold hearings and review
detailed budget justification materials prepared by the
agencies within the subcommittee’s jurisdiction. After
a bill has been approved by the committee and by the
whole House, usually with amendments to the original
version, it is forwarded to the Senate, where a similar
review follows. In case of disagreement between the
two Houses of Congress, a conference committee (con-
sisting of Members of both bodies) meets to resolve
the differences. The report of the conference committee
is returned to both Houses for approval. When the
measure is agreed to, first in the House and then in
the Senate, it is ready to be transmitted to the Presi-
dent as an enrolled bill, for approval or veto (see discus-
sion on Line Item Veto below).

If action on one or more appropriations bills is not
completed by the beginning of the fiscal year, Congress
enacts a joint continuing resolution to provide authority
for the affected agencies to continue operations at some
specified level up to a specific date or until their regular
appropriations are enacted. In some years, a portion
or all of the Government has been funded for the entire
year by a continuing resolution. Continuing resolutions
must be presented to the President for approval or veto.

Congress provides spending authority in permanent
laws as well as in appropriations acts. These are laws
that do not need to be reenacted each year. In fact,
while spending authority for the majority of Federal
programs is provided each year in appropriations acts,
a majority of the total spending authority available in
a year is provided by permanent laws. This is because
the budget authority for interest on the public debt
($344 billion in 1996) and a few programs with large
amounts of obligations each year, such as social secu-
rity ($352 billion in 1996), are funded by permanent
law. The outlays from permanent budget authority, to-
gether with the outlays from obligations incurred with
budget authority provided in previous years, account
for the majority of the outlay total for any year. There-
fore, the majority of outlays in a year are not controlled
through appropriations actions for that year. The types
of budget authority, their control by Congress, and the

relation of outlays to budget authority are discussed
in more detail in later in the chapter.

Almost all taxes and most other receipts result from
permanent laws. Tax bills are initiated in the House.
The House Ways and Means Committee and the Senate
Finance Committee have jurisdiction over tax laws.

The budget resolution often includes reconciliation di-
rectives, which require authorizing committees to
change permanent laws. They instruct each designated
committee to make changes in the laws under the com-
mittee’s jurisdiction that will change the levels of re-
ceipts and spending controlled by the laws. The instruc-
tions specify the dollar amount of changes that each
designated committee is expected to achieve through
changes in law, but do not specify the laws to be
changed or the changes to be made. However, the
changes in receipt and outlay amounts are based on
certain assumptions about how laws would be changed,
and these assumptions may be included in the explana-
tory statement accompanying the budget resolution.
Like other assumptions included in the explanatory
statement, these are not binding on the committees
of jurisdiction.

The committees that are subject to reconciliation di-
rectives are expected to prepare implementing legisla-
tion. Such legislation may, for example, change the tax
code, change benefit formulas or eligibility require-
ments for entitlement programs, or authorize Govern-
ment agencies to charge fees to cover some of their
costs. In some years, Congress has enacted an omnibus
budget reconciliation act, which combines the amend-
ments to implement reconciliation directives in a single
act. These acts, together with appropriations acts for
the year, often implement agreements between the
President and the Congress. They may include other
matters, such as laws providing the means for enforcing
these agreements, as described below.

Budget Enforcement

The Budget Enforcement Act of 1990 (BEA) signifi-
cantly amended the laws pertaining to the budget proc-
ess, including the Congressional Budget Act, the Bal-
anced Budget and Emergency Deficit Control Act, and
the law pertaining to the President’s budget (see PRIN-
CIPAL BUDGET LAWS, later in the chapter). The BEA
constrains legislation that would increase spending or
decrease receipts through 1998. The Administration
and Congress are expected to consider an extension
of the BEA through 2002 in 1997.

The BEA divides spending into two types—discre-
tionary spending and direct spending. Discretionary
spending is controlled through annual appropriations
acts. Funding for salaries and other operating expenses
of Government agencies, for example, is usually discre-
tionary because it is usually provided by appropriations
acts. Direct spending is more commonly called manda-
tory spending. Mandatory spending is controlled by per-
manent laws. Medicare and medicaid payments, unem-
ployment insurance benefits, and farm price supports
are examples of mandatory spending, because payments
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for those purposes are authorized in permanent laws.
The BEA specifically defines funding for the Food
Stamp program as mandatory spending, even though
funding for the program is provided in appropriations
acts. The BEA includes receipts under the same rules
that apply to mandatory spending, because receipts are
generally controlled by permanent laws.

The BEA constrains discretionary spending dif-
ferently from mandatory spending and receipts. Discre-
tionary spending is constrained by dollar limits (‘‘caps’’)
on total budget authority and outlays for this category
for each fiscal year through 1998. The caps are adjusted
when the budget is transmitted each year for the dif-
ference between the inflation rates assumed when the
caps were enacted and the actual inflation rates. The
BEA also requires the caps to be adjusted for certain
other reasons, such as to reflect the enactment of emer-
gency appropriations. The caps for this budget, adjusted
to reflect proposed changes, are shown in the following
table:

DISCRETIONARY SPENDING LIMITS
(In billions of dollars)

1996 1997 1998

Budget authority ............................................... 522.4 527.0 528.3
Outlays ............................................................... 550.4 547.1 541.5

If the amount of budget authority provided in appro-
priations acts for the year exceeds the discretionary
cap on budget authority, or the amount of outlays esti-
mated to result from this budget authority is estimated
to exceed the discretionary cap on outlays, the BEA
specifies a procedure, called sequestration, for reducing
discretionary spending. Under a sequester, spending for
most discretionary programs is reduced by a uniform
percentage. Special rules apply in reducing some pro-
grams, and some programs are exempt from sequester
by law.

The Violent Crime Control and Law Enforcement Act
of 1994 created the Violent Crime Reduction Trust
Fund to earmark funding for specified programs. It ap-
propriated a specified amount to the Fund for each
year from 1995 through 2000. Spending from the Fund
is controlled by annual appropriations acts, but it is
not subject to the general purpose discretionary caps.
Instead, the Act specified outlay caps, which are not
adjustable, and effectively capped budget authority, as
shown in the following table:

VIOLENT CRIME REDUCTION LIMITS
(In billions of dollars)

1996 1997 1998

Budget authority ......................................... 4.3 5.0 5.5
Outlays ......................................................... 2.3 3.9 4.9

A separate sequester procedure, similar to the one
required for general purpose discretionary spending,
applies to amounts appropriated from the Trust Fund
if the Violent Crime Reduction caps are exceeded.

The BEA constrains mandatory spending and receipts
differently. Laws that would increase mandatory spend-
ing or decrease receipts are constrained through ‘‘pay-
as-you-go’’ (PAYGO) rules. Under these rules, the cu-
mulative effects of legislation affecting mandatory
spending or receipts must not increase the deficit. Leg-
islated increases in benefit payments, for example, have
to be offset by legislated reductions in other mandatory
spending or increases in receipts. Following the end
of a session of Congress, OMB estimates the net effect
on the deficit of laws enacted since the BEA was passed
that affect mandatory spending and receipts. If there
is an estimated net increase in the deficit for the cur-
rent fiscal year and the budget year combined, the BEA
specifies sequester procedures for the uniform reduction
of most non-exempt mandatory spending programs.
Special rules apply in reducing some non-exempt pro-
grams. Only 3 percent of all mandatory spending is
sequesterable by either uniform reduction or special
rule; the rest is exempt from sequester by law.

The PAYGO rules do not apply to increases in man-
datory spending or decreases in receipts that are not
the result of new laws. For example, mandatory spend-
ing for benefit programs, such as unemployment insur-
ance, rises when the population of eligible beneficiaries
rises, and many benefit payments are automatically in-
creased for inflation under existing laws. Tax receipts
decrease when the profits of private businesses decline
as the result of economic conditions. To address the
problem of rising mandatory spending, President Clin-
ton issued Executive Order No. 12857, which estab-
lished targets for mandatory spending (excluding de-
posit insurance and interest on the public debt) for
1994 through 1997. The targets were based on esti-
mates made in 1994 and may be adjusted for unantici-
pated increases in the number of beneficiaries. If there
is an actual or projected overage in any year, the Presi-
dent must submit a message to Congress, explaining
the cause. Depending on the economic circumstances
at the time, the President may recommend recouping
or eliminating all, some, or none of the overage. If
the President recommends reducing the overage, he
must specify how. The House has instituted rules to
expedite its response to such a message. (Chapter 14,
‘‘Review of Direct Spending and Receipts,’’ in the Ana-
lytical Perspectives volume of the 1998 budget provides
more information on this subject.)

The BEA requires OMB to make the estimates and
calculations that determine whether there is to be a
sequester and report them to the President and Con-
gress. The Congressional Budget Office (CBO) is re-
quired to make the same estimates and calculations,
and the Director of OMB is required to explain any
differences between the OMB and CBO estimates. The
estimates and calculations by OMB are the basis for
sequester orders issued by the President. The Presi-
dent’s orders may not change any of the particulars
of the OMB report. The General Accounting Office is
required to prepare compliance reports.
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OMB and CBO are required to publish three seques-
tration reports—a ‘‘preview’’ report at the time the
President submits the budget, an ‘‘update’’ report in
August, and a ‘‘final’’ report at the end of a session
of Congress (usually in the fall of each year). The pre-
view report discusses the status of discretionary and
PAYGO sequestration, based on current law. This re-
port also explains the adjustments that are required
by law to the discretionary caps and publishes the re-
vised caps. (See Chapter 13, ‘‘Preview Report,’’ in the
Analytical Perspectives volume of the 1998 budget.) The
preview report estimates are revised in the update and
final reports to reflect the effects of laws enacted since
the preview report. In addition to these reports, OMB
and CBO are required to estimate the effects of appro-
priations acts and PAYGO laws immediately after each
one is enacted. The estimates in the OMB final report
trigger a sequester if the appropriations enacted for
the current year exceed the caps or if the cumulative
effect of PAYGO legislation is estimated to increase
the deficit.

From the end of a session of Congress through the
following June 30th, discretionary sequesters take place
whenever an appropriations act for the current fiscal
year causes a cap to be exceeded. Because a sequester
in the last quarter of a fiscal year might be too disrup-
tive, the BEA specifies that a sequester that otherwise
would be required then is to be accomplished by reduc-
ing the limit for the next fiscal year. These require-
ments ensure that supplemental appropriations enacted
during the fiscal year are subject to the budget enforce-
ment provisions.

Line Item Veto

In 1996, Congress enacted the Line Item Veto Act,
granting the President limited authority to cancel new
spending and limited tax benefits when he signs laws
enacted by the Congress. This authority is effective for
calendar years 1997 through 2004.

The Line Item Veto Act authorizes the President to
cancel any item of discretionary or direct spending or
any limited tax benefit by sending a special message
to Congress identifying the item within 5 days of sign-
ing the act containing the item. Discretionary and di-
rect spending are described under Budget Enforcement
above. A limited tax benefit is defined in the Act. The
President may cancel whole individual amounts speci-
fied in appropriations acts, or in the congressional re-
ports that accompany such acts, but cannot reduce
amounts. The President also can cancel any provision
of a law that would increase the level of direct spending
or provide a limited tax benefit. Cancellations are effec-
tive upon receipt by Congress and remain in effect un-
less overturned by a law disapproving the cancellations.
Congress may disapprove all or only selected cancella-
tions.

The Line Item Veto Act includes provisions to ensure
that canceled items will be applied to deficit reduction.

If an item of discretionary spending is canceled, the
limits on discretionary spending under the BEA (see
Budget Enforcement) must be reduced by an equal
amount. If an item of new direct spending or a limited
tax benefit provision is canceled, the effect on the deficit
may not be used as an offset to increases in direct
spending or reductions in receipts under the PAYGO
rules. Requirements such as these are sometimes re-
ferred to as a ‘‘lockbox’’ mechanism.

Budget Execution

Government officials are generally required to spend
no more and no less than has been appropriated, and
they may use funds only for purposes specified in law.
The Antideficiency Act prohibits government officials
from spending or obligating the government to spend
in advance of an appropriation, unless specific authority
to do so has been provided in law. Additionally, the
Act requires the President to apportion the funds avail-
able to most executive branch agencies. The President
has delegated this authority to OMB, which usually
apportions by time periods (usually by quarter of the
fiscal year) and sometimes by activities. Agencies may
request that an account be reapportioned during the
year to accommodate changing circumstances. This sys-
tem helps to ensure that funds are available to cover
operations for the entire year.

If changes in laws or other factors make it necessary,
Congress may enact supplemental appropriations.
For example, a supplemental appropriation might be
required to respond to an unusually severe natural dis-
aster.

On the other hand, changing circumstances may re-
duce the need for certain spending for which funds
have been appropriated. The President may withhold
appropriated amounts from obligation only under cer-
tain limited circumstances—to provide for contin-
gencies, to achieve savings made possible through
changes in requirements or greater efficiency of oper-
ations, or as otherwise specifically provided in law. The
Impoundment Control Act of 1974 specifies the proce-
dures that must be followed if funds are withheld. De-
ferrals, which are temporary withholdings, take effect
immediately unless overturned by an act of Congress.
In 1996, a total of $3.7 billion in deferrals was reported
to Congress and none was overturned. Rescissions,
which permanently cancel budget authority, do not take
effect unless Congress passes a law rescinding them.
If such a law is not passed within 45 days of continuous
session, the withheld funds must be made available
for spending. In total, Congress has rescinded less than
one-third of the amount of funds that Presidents have
proposed for rescission since enactment of the Impound-
ment Control Act. In 1996, the President proposed re-
scissions totalling $1.4 billion, and Congress rescinded
a total of $1.0 billion.
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Budget Calendar

The following timetable highlights the scheduled dates for significant budget events during the year.

Between the 1st Monday
in January and the 1st
Monday in February ...... President transmits the budget, including a sequester preview report.

Six weeks later .................. Congressional committees report budget estimates to Budget Committees.

April 15 .............................. Action to be completed on congressional budget resolution.

May 15 ............................... House consideration of annual appropriations bills may begin.

June 15 .............................. Action to be completed on reconciliation.

June 30 .............................. Action on appropriations to be completed by House.

July 15 ............................... President transmits Mid-Session Review of the budget.

August 20 ........................... OMB updates the sequester preview.

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

15 days after the end of a
session of Congress ........ OMB issues final sequester report, and the President issues a sequester order, if necessary.

COVERAGE OF THE BUDGET

Federal Government and Budget Totals

The budget documents provide information on all
Federal agencies and programs. The total receipts and
outlays of the Federal Government are composed of
both on-budget receipts and outlays and receipts and
outlays that, by law, are designated as off-budget. By
law, the receipts and outlays of social security (the
Federal Old-Age and Survivors Insurance and the Fed-
eral Disability Insurance trust funds) and the Postal
Service Fund are excluded from the budget totals and
from the calculation of the deficit for Budget Enforce-
ment Act purposes. The off-budget transactions are sep-
arately identified in the budget. The on-budget and off-
budget amounts are added together to derive the uni-
fied totals for the Federal Government. These are some-
times referred to as the unified or consolidated budget
totals.

TOTALS FOR THE BUDGET AND THE FEDERAL
GOVERNMENT
(In billions of dollars)

1996
actual

1997
esti-
mate

1998
esti-
mate

On-budget:
Budget authority ..................................... 1,274 1,332 1,379
Outlays ..................................................... 1,260 1,316 1,359
Receipts .................................................... 1,086 1,117 1,162

Deficit .................................................... –174 –199 –197
Off-budget:

Budget authority ..................................... 307 321 331
Outlays ..................................................... 300 315 329
Receipts .................................................... 367 389 405

Surplus .................................................. 67 74 76

TOTALS FOR THE BUDGET AND THE FEDERAL
GOVERNMENT—Continued

(In billions of dollars)

1996
actual

1997
esti-
mate

1998
esti-
mate

Federal Government:
Budget authority ..................................... 1,581 1,653 1,710
Outlays ..................................................... 1,560 1,631 1,687
Receipts .................................................... 1,453 1,505 1,567

Deficit .................................................... –107 –126 –121

Neither the on-budget nor the off-budget totals in-
clude transactions of Government-sponsored enter-
prises, such as the Federal National Mortgage Associa-
tion (Fannie Mae) and the Student Loan Marketing
Association (Sallie Mae). These enterprises were estab-
lished by Federal law for public policy purposes but
are privately owned and operated corporations. Because
of their close relationship to the Government, these
enterprises are discussed in several parts of the budget,
and their financial data are reported in the Appendix
to the Budget of the United States Government and
some detailed tables.

A presentation for the Board of Governors of the Fed-
eral Reserve System is included in the Appendix for
information only. The amounts are not included in ei-
ther the on-budget or off-budget totals because of the
independent status of the System. However, the Federal
Reserve System’s net earnings are transferred annually
to the Treasury and are recorded in the budget as re-
ceipts.

Functional Classification

The functional classification arrays budget authority,
outlays, and other budget data according to the major
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purpose served—such as agriculture, income security,
and national defense. There are nineteen major func-
tions, most of which are divided into subfunctions. For
example, the Agriculture function is divided into
Farm Income Stabilization and Agricultural Re-
search and Services. The functional classification is
an integral part of the congressional budget process,
and the functional array meets the Congressional Budg-
et Act requirement for a presentation in the budget
by national needs and agency missions and programs.

The following criteria are used in the establishment
of functional categories and the assignment of activities
to them:

• A function comprises activities with similar pur-
poses addressing an important national need. The
emphasis is on what the Federal Government
seeks to accomplish rather than the means of ac-
complishment, the objects purchased, or the clien-
tele or geographic area served.

• A function must be of continuing national impor-
tance, and the amounts attributable to it must
be significant.

• Each basic unit being classified (generally the ap-
propriation or fund account) usually is classified
according to its predominant purpose and assigned
to only one subfunction. However, some large ac-
counts that serve more than one major purpose
are subdivided into two or more subfunctions.

• Activities and programs are normally classified ac-
cording to their primary purpose (or function) re-
gardless of which agencies conduct the activities.

Section VI, ‘‘Investing in the Common Good: The
Major Functions of the Federal Government’’ in the
main Budget volume of the 1998 budget provides infor-
mation on government activities by function and sub-
function.

Agencies, Accounts, Programs, Projects, and
Activities

Various summary tables in the Analytical Perspec-
tives volume of the 1998 budget provide information
on budget authority, outlays, and receipts arrayed by
Federal agency. Chapter 26 of that volume, ‘‘Federal
Programs by Agency and Account,’’ consists of a table
that lists budget authority and outlays by budget ac-
count within each agency and the totals for each agency
of budget authority, outlays, and receipts that offset
the agency spending totals. The Appendix to the Budget
of the United States Government provides budgetary,
financial, and descriptive information about programs,
projects, and activities by account within each agency.
That volume of the budget also presents the most re-
cently enacted appropriation language for an account
and any changes that are proposed to be made for
the budget year.

Types of Funds

Agency activities are financed through Federal funds
and trust funds.

Federal funds comprise several types of funds. The
general fund, which is the greater part of the budget,
is credited with receipts not earmarked by law for a
specific purpose, such as almost all income tax receipts,
and is also credited with the proceeds of general bor-
rowing. General fund appropriation accounts record
general fund expenditures. General fund appropriations
are drawn from general fund receipts collectively and,
therefore, are not specifically linked to receipt accounts.
Special funds consist of receipt accounts for Federal
fund receipts that are earmarked by law for specific
purposes and associated appropriation accounts for the
expenditure of the earmarked receipts. Public enter-
prise (revolving) funds are used for programs author-
ized by law to conduct a cycle of business-type oper-
ations, primarily with the public, in which outlays
generate collections. Intragovernmental funds are re-
volving funds that conduct business-type operations pri-
marily within and between Government agencies. The
collections and the outlays of revolving funds are re-
corded in the same account.

Trust funds are established to account for the re-
ceipt and expenditure of monies by the Government
for carrying out specific purposes and programs in ac-
cordance with the terms of a statute that designates
the fund as a trust fund (such as the Highway Trust
Fund) or for carrying out the stipulations of a trust
agreement (such as any of several trust funds for gifts
and donations for specific purposes). Trust revolving
funds are trust funds credited with collections ear-
marked by law to carry out a cycle of business-type
operations.

The Federal budget meaning of the term ‘‘trust’’ dif-
fers significantly from its private sector usage. In the
private sector, the beneficiary of a trust usually owns
the trust’s assets, which are managed by a trustee who
must follow the stipulations of the trust. In contrast,
the Federal Government owns the assets of most Fed-
eral trust funds, and it can raise or lower future trust
fund collections and payments, or change the purposes
for which the collections are used, by changing existing
laws. There is no substantive difference between a trust
fund and a special fund or between a trust revolving
fund and a public enterprise revolving fund. (Chapter
17, ‘‘Trust Funds and Federal Funds,’’ in the Analytical
Perspectives volume of the 1998 budget provides more
information on this subject.)

Current Operating Expenditures and Capital
Investment

The budget includes all types of spending, including
both current operating expenditures and capital invest-
ment. Capital investment includes direct purchases of
land, structures, and equipment. It also includes sub-
sidies for capital investment provided by direct loans
and loan guarantees; the purchase of other financial
assets; grants to state and local governments for the
purchase of physical assets; and the conduct of re-
search, development, education, and training. (Chapter
6, ‘‘Federal Investment Spending and Capital Budget-
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ing,’’ in the Analytical Perspectives volume of the 1998
budget provides more information on capital invest-
ment.)

COLLECTIONS

In General

Money collected by the Government is classified into
two major categories:

• Governmental receipts, which are compared in
total to outlays (net of offsetting collections) in
calculating the surplus or deficit.

• Offsetting collections, which are deducted from
gross outlays to produce net outlay figures.

Governmental Receipts

These are collections from the public that result pri-
marily from the exercise of the Government’s sovereign
or governmental powers. Governmental receipts consist
mostly of individual and corporation income taxes and
social insurance taxes, but also include excise taxes,
compulsory user charges, customs duties, court fines,
certain license fees, and deposits of earnings by the
Federal Reserve System. Gifts and donations are usu-
ally counted as governmental receipts. Total receipts
for the Federal Government include both on-budget and
off-budget receipts (see the table, ‘‘Totals for the Budget
and Federal Government,’’ which appears earlier in this
chapter.)

Offsetting Collections

These are amounts received from the public as a
result of business-like or market-oriented activities (for
example, proceeds from the sale of postage stamps or
electricity, fees for admittance to recreation areas, or
the proceeds from the sale of Government-owned land)
and amounts collected by one Government account from
another. Offsetting collections from the public are de-
ducted from gross budget authority and outlays, rather
than combined with governmental receipts. The purpose
of this treatment is to produce budget totals for re-
ceipts, budget authority, and outlays that represent
governmental rather than market activity. Intragovern-
mental offsetting collections are deducted from gross
budget authority and outlays so that the budget totals
measure the transactions of the Government with the
public.

Offsetting collections are classified into two major
categories: offsetting collections credited to expend-
iture accounts, and offsetting receipts. The account-
ing for each type differs.

Offsetting Collections Credited to Expenditure
Accounts

Some laws authorize collections to be credited directly
to the account from which they will be expended and,
usually, to be spent for the purpose of the account
without further action by Congress. This is the case
for most revolving funds and many expenditure ac-

counts of other types. These collections may be from
either the public or other expenditure accounts. For
example, a permanent law authorizes the Postal Service
to use collections from the sale of stamps to finance
its operations without a requirement for annual appro-
priations. The offsetting collections that are authorized
to be spent are recorded as budget authority. Some-
times this is not the full amount of the offsetting collec-
tions, because appropriations acts may contain limita-
tions on the obligations that can be financed by budget
authority from offsetting collections. In those cases, the
recorded budget authority is adjusted to reflect the
amount available to incur obligations. The budget au-
thority and outlays of the appropriation or fund account
are shown both gross (that is, before deducting offset-
ting collections) and net (that is, after deducting offset-
ting collections). Totals for the agency, subfunction, and
budget are net of offsetting collections.

While most offsetting collections credited to expendi-
ture accounts result from business-like activity or are
collected from other Government accounts, some are
governmental in nature but are required by law to be
treated as offsetting. These are labeled as ‘‘offsetting
governmental collections.’’

Offsetting Receipts

Offsetting collections that are not authorized to be
credited to expenditure accounts are credited to general
fund, special fund, or trust fund receipt accounts and
are called offsetting receipts. Offsetting receipts are de-
ducted from budget authority and outlays in arriving
at total budget authority and outlays. In most cases,
such deductions are made at the subfunction and agen-
cy levels. Unlike offsetting collections credited to ex-
penditure accounts, offsetting receipts do not offset
budget authority and outlays at the account level. Off-
setting receipts are subdivided into three categories,
as follows:

• Proprietary receipts from the public.—These
are collections from the public, deposited in receipt
accounts, that arise out of the business-type or
market-oriented activities of the Government.
Most proprietary receipts are deducted from the
budget authority and outlay totals of the agency
that conducts the activity generating the receipt
and of the subfunction to which the activity is
assigned. For example, fees for using National
Parks are deducted from the totals for the Depart-
ment of Interior, which has responsibility for the
parks, and the Recreational Resources subfunc-
tion. A limited number of proprietary receipts,
however, are not offset against any specific agency
or function and are classified as undistributed off-
setting receipts. They are deducted from the Gov-

1998



 

343BUDGET SYSTEM AND CONCEPTS AND GLOSSARY

ernment-wide totals for budget authority and out-
lays. For example, the collections of rents and roy-
alties from Outer Continental Shelf lands are un-
distributed because the amounts are large and for
the most part are not related to the spending of
the agency and subfunction that administers the
transactions.

• Intragovernmental transactions.—These are
collections from expenditure accounts that are de-
posited into receipt accounts. Most intragovern-
mental transactions are deducted from the budget
authority and outlays of the agency that conducts
the activity generating the receipts and of the sub-
function to which the activity is assigned. In two
cases, however, intragovernmental transactions
appear as special deductions in computing total
budget authority and outlays for the Government
rather than as offsets at the agency level—agen-
cies’ payments as employers into employee retire-
ment trust funds and interest received by trust
funds. The special treatment for these receipts is
necessary because the amounts are large and
would distort the agency totals, as measures of
the agency’s activities, if they were attributed to
the agency.

• Offsetting governmental receipts.—These are
collections that are governmental in nature but
are required by law to be treated as offsetting
and are not authorized to be credited to expendi-
ture accounts.

There are several categories of intragovernmental
transactions. Intrabudgetary transactions include all
payments from on-budget expenditure accounts to on-
budget receipt accounts. These are subdivided into
three categories: (1) interfund transactions, where
the payment is from an expenditure account in one
fund group (either Federal funds or trust funds) to a
receipt account in the other fund group; (2) Federal
intrafund transactions, where the payment and re-
ceipt both occur within the Federal fund group; and
(3) trust intrafund transactions, where the payment
and receipt both occur within the trust fund group.
In addition, there are intragovernmental transactions
that are not intrabudgetary—payments from on-budget
expenditure accounts to off-budget receipt accounts, and
from off-budget expenditure accounts to on-budget re-
ceipt accounts.

User Fee

User fee is a general term that refers to fees charged
to users directly availing themselves of, or subject to,
a government service, program, or activity, in order
to cover the government’s costs. It does not refer to
a separate budget category for collections. User fees
are classified as governmental receipts or offsetting col-
lections, depending on whether the fee results primarily
from the exercise of governmental powers or from busi-
ness-like activity. (User fees are discussed in more de-
tail in Chapter 4, ‘‘User Fees and Other Collections,’’
in the Analytical Perspectives volume of the 1998 budg-
et.)

BUDGET AUTHORITY AND OTHER BUDGETARY RESOURCES, OBLIGATIONS, AND OUTLAYS

Budget Authority and Other Budgetary
Resources

Budget authority is the authority becoming available
during the year to enter into obligations that will result
in immediate or future outlays of Government funds.
Government officials may obligate the Government to
make outlays only to the extent they have been granted
budget authority. Budget authority is recorded as a
dollar amount in the year that it first becomes avail-
able. Under circumstances described below, unobligated
balances of budget authority may be carried over into
the next year. These balances are not recorded as budg-
et authority again. They do, however, constitute a budg-
etary resource that is available for obligation. In some
cases, a provision of law (such as a limitation on obliga-
tions or a benefit formula) precludes the obligation of
funds that would otherwise be available for obligation
and recorded as budget authority. In such cases, gen-
erally, the amount of budget authority recorded is equal
to the amount of obligations that can be incurred. There
are a few exceptions where the amount of budget au-
thority recorded is equal to the amounts otherwise
available even though a limitation precludes the obliga-
tion of the full amount.

In deciding the amount of budget authority to request
for a program, project, or activity, Government officials
estimate the total amount of obligations that will need
to be incurred to achieve desired goals and subtract
the amounts of unobligated balances available for these
purposes. The amount of budget authority requested
is influenced by the nature of the programs, projects,
or activities being financed. For current operating ex-
penditures, the amount requested usually is the
amount estimated to be needed for the year. For major
procurement programs and construction projects, a full
funding policy generally applies. Under this policy, an
amount that is estimated to be adequate to complete
the procurement or project must be requested to be
appropriated in the first year, even though it may be
obligated over several years. This policy is intended
to avoid piecemeal funding of programs and projects
that cannot be used until they have been completed.
The 1998 budget includes a variation on this full fund-
ing policy. For certain capital asset acquisitions (capital
assets may include land, structures, equipment, and
intellectual property that are used by the Government),
the budget includes a request for a regular appropria-
tion in the budget year and advance appropriations in
subsequent years that together are sufficient to fully
fund the acquisition. This policy is intended to ensure
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3 Additional information is provided in a separate report, ‘‘Balances of Budget Authority,’’
which is available from the National Technical Information Service, Department of Com-
merce, shortly after the budget is transmitted.

full funding but avoid ‘‘spikes’’—large amounts of budg-
et authority that cannot readily be accomodated under
the discretionary caps that apply to the budget year.

Budget authority takes several forms:
• appropriations, which may be provided in appro-

priations acts or other laws, permit obligations
to be incurred and payments to be made;

• authority to borrow, permits obligations to be
incurred but requires that funds be borrowed, usu-
ally from the general fund of the Treasury, to
make payment;

• contract authority, permits obligations in ad-
vance of a separate appropriation of the cash for
payment or in anticipation of the collection of re-
ceipts that can be used for payment; and

• spending authority from offsetting collections,
permits offsetting collections to be credited to an
expenditure account and obligations and payments
to be made using the offsetting collections.

Because offsetting collections (offsetting receipts and
offsetting collections credited to expenditure accounts)
are deducted from gross budget authority, they are re-
ferred to as negative budget authority for some pur-
poses, such as Congressional Budget Act provisions that
pertain to budget authority.

The form of budget authority is usually determined
in the authorizing statute for a program. The authoriz-
ing statute may authorize a particular type of budget
authority to be provided in annual appropriations acts,
or it may actually provide the budget authority in one
of its forms. Most programs are funded by appropria-
tions. An appropriation may make funds available from
the general fund, special funds, trust funds, or author-
ize the spending of offsetting collections credited to ex-
penditure accounts, including revolving funds. Borrow-
ing authority is usually authorized for business-like ac-
tivities where the activity being financed is expected
to produce income over time with which to repay the
borrowing with interest. Contract authority is a tradi-
tional form of budget authority for certain programs,
particularly transportation programs.

Budget authority that is provided in an annual appro-
priations act is available for obligation only during the
fiscal year to which the appropriations act applies, un-
less the appropriation language providing the budget
authority specifies that it is to remain available for
a longer period. Typically, budget authority for current
operations is made available for obligation in only one
year. Some budget authority is made available for a
specified number of years. Other budget authority, in-
cluding most provided for construction, some for re-
search, and many appropriations of trust fund receipts,
is made available for obligation until the amount appro-
priated has been expended or until the program objec-
tives have been attained. When budget authority is
made available by law for a specific period of time,
any part that is not obligated during that period expires
and cannot be used later, unless the period of availabil-
ity is extended in law (see Reappropriation below).

Budget authority provided in authorizing statutes usu-
ally remains available until expended.

Budget authority that is available for more than one
year and that is not obligated in the year it becomes
available is carried forward for obligation in a following
year. The sum of such amounts is an account’s unobli-
gated balance. The obligated balance is that portion
of the budget authority that has been obligated but
not paid. For example, in the case of salaries and
wages, one to three weeks elapse between the time
of obligation and the time of payment. In the case of
major procurement and construction, payments may
occur over a period of several years after the obligation
is made. Obligated balances of budget authority are
carried forward until the obligations are paid. Due to
such flows, a change in the amount of obligations in-
curred from one year to the next is not necessarily
accompanied by an equal change in either the budget
authority or the outlays of that same year. Conversely,
a change in budget authority in any one year may
cause changes in the level of obligations and outlays
for several years.3

Congress usually makes budget authority available
on the first day of the fiscal year for which the appro-
priations act is passed. Occasionally, the appropriations
language specifies a different timing. The language may
provide an advance appropriation—budget authority
that does not become available until one year or more
beyond the fiscal year for which the appropriations act
is passed. Forward funding refers to budget authority
that is made available for obligation beginning in the
last quarter of the fiscal year (beginning on July 1st)
for the financing of ongoing grant programs during the
next fiscal year. This kind of funding is used mostly
for education programs, so that obligations for grants
can be made prior to the beginning of the next school
year. For certain benefit programs funded by annual
appropriations, the appropriation provides for advance
funding—budget authority that is to be charged to
the appropriation in the succeeding year but which au-
thorizes obligations to be incurred in the last quarter
of the fiscal year if necessary to meet benefit payments
in excess of the specific amount appropriated for the
year.

Provisions of law that extend the availability of unob-
ligated amounts that have expired or would otherwise
expire are called reappropriations. Reappropriations
are counted as new budget authority in the fiscal year
in which the balances become newly available. For ex-
ample, if a 1998 appropriations act extends the avail-
ability of unobligated budget authority that otherwise
would expire at the end of 1997, new budget authority
would be recorded for 1998.

Budget authority is classified as current or perma-
nent. Generally, it is current if it is provided by annual
appropriations acts and permanent if it becomes avail-
able pursuant to standing authorizing legislation. Ad-
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vance appropriations of budget authority are classified
as permanent, even though they are provided in annual
appropriations acts, because they become available a
year or more following the year to which the act per-
tains. The authority to spend offsetting collections cred-
ited to expenditure accounts usually is provided by
authorizing legislation and, therefore, is usually a form
of permanent budget authority.

Obligations and outlays resulting from permanent
budget authority, including the authority to spend off-
setting collections credited to expenditure accounts,
account for more than half of the budget totals. Put
another way, less than half of the obligations and out-
lays in the budget result from annual appropriations
acts. Most permanent budget authority, other than the
authority to spend offsetting collections, arises from the
authority to spend trust fund receipts and the authority
to pay interest on the public debt. Most authority to
spend offsetting collections is provided to public enter-
prise revolving funds.

Budget authority also is classified as definite or in-
definite. It is definite if the legislation that provides
it specifies a definite dollar amount (including an
amount not to be exceeded). It is indefinite if, instead
of specifying an amount, the legislation providing it
permits the amount to be determined by subsequent
circumstances. For example, indefinite budget authority
is provided for interest on the public debt, payment
of claims and judgments awarded by the courts against
the U.S., and many entitlement programs. Many of the
laws that authorize collections to be credited to revolv-
ing, special, and trust funds make all of the collections
available for expenditure for the authorized purposes
of the fund. Such authority is considered to be indefi-
nite budget authority. In some such cases, only some
of these amounts are counted as budget authority, be-
cause they are precluded from obligation in a fiscal
year by a provision of law, such as a limitation on
obligations or a benefit formula that determines the
amounts to be paid (for example, the formula for unem-
ployment insurance benefits).

Obligations Incurred

Following the enactment of budget authority and the
completion of required apportionment action, Govern-
ment agencies incur obligations to make payments. Ob-
ligations are binding agreements that will result in out-
lays, immediately or in the future. Such obligations
include: the current liabilities for salaries, wages, and
interest; contracts for the purchase of supplies and
equipment, construction, and the acquisition of office
space, buildings, and land; and other arrangements re-
quiring the payment of money. For Federal credit pro-
grams, obligations are recorded in an amount equal
to the estimated subsidy cost of direct loans and loan
guarantees (see FEDERAL CREDIT below).

Outlays

Outlays are the measure of Government spending.
They are payments to liquidate obligations (other than

the repayment of debt), net of refunds and offsetting
collections. They are recorded when obligations are
paid, in the amount that is paid. Outlays are usually
in the form of cash (currency, checks, or electronic fund
transfers). However, obligations may be paid and out-
lays recorded even though no cash is disbursed. For
example, outlays are recorded for the full amount of
Federal employees’ salaries, even though the cash dis-
bursed to employees is net of Federal and state income
taxes, retirement contributions, life and health insur-
ance premiums, and other deductions. (Receipts are also
recorded for the deductions that represent payments
to the Government.) Outlays are recorded when debt
instruments (bonds, debentures, notes, or monetary
credits) are used to pay obligations. (An increase in
debt is also recorded when such instruments are used.)
For example, the acquisition of physical assets through
certain types of lease-purchase arrangements is treated
as though an outlay were made for an outright pur-
chase. Because no cash is paid up front to the nominal
owner of the asset, a debt is recorded. In such cases,
the actual cash payments, nominally lease payments,
are recorded as repayments of principal and interest.

The measurement of interest varies. Outlays for the
interest on the public issues of Treasury debt securities
are recorded as the interest accrues, not when the cash
is paid. Treasury plans to issue a new kind of security
that will feature monthly adjustments to principal for
inflation and semiannual payments of interest on the
inflation-adjusted principal. As with fixed-rate securi-
ties, the interest payments on these securities will be
recorded as outlays as the interest accrues. The month-
ly adjustment to principal will be recorded, simulta-
neously, as an increase in debt outstanding and an
outlay of interest. The interest on special issues of the
debt securities held by trust funds and other Govern-
ment accounts is normally stated on a cash basis. When
a Government account invests in Federal debt securi-
ties, the purchase price is usually close or identical
to the par (face) value of the security. The budget
records the investment at par value and adjusts the
interest paid by Treasury and collected by the account
by the difference between purchase price and par, if
any. However, in the case of two trust funds in the
Department of Defense, the Military Retirement Trust
Fund and the Education Benefits Trust Fund, the dif-
ferences between purchase price and par are routinely
relatively large. For these funds, the budget records
the holdings of debt at par but records the differences
between purchase price and par as adjustments to the
assets of the funds that are amortized over the life
of the security. Interest is recorded as the amortization
occurs.

For Federal credit programs, outlays are equal to
the subsidy cost of direct loans and loan guarantees
and are recorded as the underlying loans are disbursed
(see FEDERAL CREDIT below).

Refunds of receipts (such as income taxes in excess
of tax liabilities) are recorded as reductions of receipts,
rather than as outlays.
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4 Present value is a standard financial concept that allows for the time value of money,
that is, for the fact that a given sum of money is worth more at present than in the
future because interest can be earned on it.

Outlays during a fiscal year may be for the payment
of obligations incurred in the same year or in prior
years. Obligations, in turn, may be incurred under
budget authority provided in the same or in prior years.
Outlays, therefore, flow in part from unexpended bal-
ances of prior year budget authority and in part from
budget authority provided for the year in which the
money is spent. The ratio of the outlays resulting from
budget authority enacted in any year to the amount

of that budget authority is referred to as the spendout
rate for that year.

Outlays for an account are stated both gross and
net of offsetting collections, but function, agency, and
Government-wide outlay totals are only stated net.
Total outlays for the Federal Government include both
on-budget and off-budget outlays. (See the table, ‘‘Totals
for the Budget and Federal Government’’ above.)

FEDERAL CREDIT

Government programs may be carried out through
federally supported credit in the form of direct loans
or loan guarantees. A direct loan is a disbursement
of funds by the Government to a non-Federal borrower
under a contract that requires the repayment of such
funds with or without interest. The term includes
equivalent transactions such as selling a property on
credit terms in lieu of receiving cash up front. A loan
guarantee is any guarantee, insurance, or other pledge
with respect to the payment of all or a part of the
principal or interest on any debt obligation of a non-
Federal borrower to a non-Federal lender. The Federal
Credit Reform Act prescribes the budget treatment for
Federal credit programs. This treatment is designed
to measure the subsidy cost of direct loans and guaran-
teed loans in the budget, rather than the cash flows,
so they can be compared to each other and to other
methods of delivering benefits, such as grants, on an
equivalent basis.

Under credit reform, the estimated long-term cost to
the Government arising from the direct loans and loan
guarantees of a credit program must be estimated and
recorded in the budget in a credit program account.
The cost is estimated as the present value of expected
disbursements over the term of the loan less the
present value of expected collections.4 For most pro-
grams, direct loan obligations and loan guarantee com-
mitments cannot be made unless Congress has appro-
priated funds for the costs in advance in annual appro-
priations acts. In addition, the appropriation language
for most credit programs includes annual limitations
on the amount of obligations for direct loans and com-
mitments for loan guarantees.

When a direct or guaranteed loan is disbursed, the
program account makes a payment equal to the cost,
which is recorded as an outlay, to a non-budgetary
credit financing account. For a few programs, the
computed cost is negative for a portion or all of the
direct loans and loan guarantees. In such cases, the
financing account makes a payment to a special fund
receipt account established for the program, where it
is recorded as an offsetting receipt.

The cost of the outstanding direct loans and loan
guarantees is reestimated normally each year. If the
cost is estimated to have increased, an additional outlay
is made from the program account to the financing
account, and, if the cost is estimated to have decreased,
a payment is made from the financing account to the
program’s special fund receipt account, where it is re-
corded as an offsetting receipt. A permanent appropria-
tion is available to pay the increased costs resulting
from reestimates.

If the terms of an outstanding direct loan or loan
guarantee are modified in a way that increases the
cost, an outlay in the amount of the increased cost
is made from the program account to the financing
account. The additional cost is recorded as an obligation
against the budget authority provided for the costs of
the program for that year. The requirement to record
the costs of modification applies to pre-credit reform,
as well as post-credit reform, direct loans and loan
guarantees.

Credit financing accounts record all cash flows to and
from the Government arising from direct loan obliga-
tions and loan guarantee commitments. These cash
flows consist mainly of direct loan disbursements and
repayments and loan guarantee default payments. The
cash flows of direct loans and of loan guarantees are
recorded in separate financing accounts for programs
that do both. The transactions of the financing accounts
are displayed in the budget documents for information
and analytical purposes, together with the related pro-
gram accounts, but are excluded from the budget totals
because they are not a cost to the Government. Financ-
ing account transactions are a means of financing a
budget surplus or deficit (see Credit Financing
Accounts in the next section).

The transactions associated with direct loan obliga-
tions and loan guarantee commitments made prior to
1992 continue to be accounted for on a cash flow basis
and are recorded in liquidating accounts. In most
cases, the liquidating account is the account that was
used for the program prior to the enactment of credit
reform in 1990.
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BUDGET DEFICIT OR SURPLUS AND MEANS OF FINANCING

A budget deficit is the amount by which outlays ex-
ceed receipts. Deficits are financed by borrowing and,
to a limited extent, the other items discussed under
this heading. The debt (debt held by the public) is the
cumulative amount of borrowing to finance deficits, less
repayments. When receipts exceed outlays, the dif-
ference is a budget surplus. Surpluses are used to re-
duce debt and, to a limited extent, may be absorbed
by the other items.

Borrowing and Repayment

Borrowing is not defined as receipts, and debt repay-
ment is not defined as outlays. If they were, the budget
would virtually be balanced by definition. This rule ap-
plies both to borrowing in the form of Treasury securi-
ties and to specialized borrowing in the form of agency
securities (including the issuance of debt securities to
liquidate an obligation and the sale of certificates rep-
resenting participation in a pool of loans). In addition
to issuing debt to the public, the Government issues
debt to Government accounts, primarily trust funds
that are required by law to invest in Treasury securi-
ties. This debt is not a means of financing deficits,
because it does not raise any cash. In 1996, the Govern-
ment borrowed $130 billion from the public. Most of
this amount was needed to finance the deficit of $107
billion in that year. The rest was needed to finance
direct loans disbursed in credit financing accounts,
which are discussed below, and for smaller changes
in the other means of financing. At the end of 1996,
the debt held by the public was $3,733 billion. (See
Chapter 12, ‘‘Federal Borrowing and Debt,’’ in the Ana-
lytical Perspectives volume of the 1998 budget for a
fuller discussion of this topic.)

Exercise of Monetary Power

Seigniorage is the profit from coining money. It is
the difference between the value of coins as money
and their cost of production. Seigniorage on coins arises
from the exercise of the Government’s monetary powers
but differs from receipts coming from the public, since
there is no corresponding payment by another party.
Therefore, seigniorage is excluded from receipts and
treated as a means of financing the deficit other than
borrowing from the public. The profit resulting from
the sale of gold as a monetary asset also is treated
as a means of financing, since the value of gold is
determined by its value as a monetary asset rather
than as a commodity.

Credit Financing Accounts

The net cash flows of credit programs are recorded
in credit financing accounts, which are excluded from

the budget totals and are called net financing dis-
bursements. (See FEDERAL CREDIT above.) Net fi-
nancing disbursements are defined in the same way
as the outlays of a budgetary account and may be either
positive or negative. If positive, they must be paid in
cash and increase the requirement for Treasury borrow-
ing in the same way as an increase in budget outlays;
if negative, they provide cash to the Treasury that can
be used to finance the payment of the Government’s
obligations. The net financing disbursements are there-
fore a means of financing the deficit other than borrow-
ing from the public.

Deposit Fund Account Balances

Certain accounts outside the budget, known as de-
posit funds, are established to record amounts held
temporarily until ownership is determined (for example,
earnest money paid by bidders for mineral leases) or
held by the Government as agent for others (for exam-
ple, State and local income taxes withheld from Federal
employees’ salaries and payroll deductions for the pur-
chase of savings bonds by employees of the Govern-
ment). Deposit fund balances may be held in the form
of either invested or uninvested balances. Changes in
deposit fund balances affect the Treasury’s cash bal-
ances, even though the transactions are not a part of
the budget. To the extent that deposit fund balances
are not invested, changes in the balances are a means
of financing the deficit other than borrowing from the
public. To the extent that the balances are invested
in Federal debt, changes in the balances are reflected
as borrowing from the public if the deposit fund invest-
ments are classified as held by the public, and as a
means of financing the deficit other than borrowing
from the public if the investments are classified as held
by Government accounts.

Exchange of Cash

The Government’s deposits with the International
Monetary Fund (IMF) are considered to be monetary
assets. Therefore, the movement of money between the
IMF and the Treasury is not considered in itself a
receipt or an outlay, borrowing, or lending. However,
interest paid by the IMF on U.S. deposits is an offset-
ting collection. In a similar manner, the holdings of
foreign currency by the Exchange Stabilization Fund
are considered to be cash assets. Changes in these hold-
ings are outlays only to the extent there is a realized
loss of dollars on the exchange and are offsetting collec-
tions only to the extent there is a realized dollar profit.
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FEDERAL EMPLOYMENT

The budget includes information on civilian and mili-
tary employment and personnel compensation and ben-
efits. It also makes comparisons between the Federal
workforce, State and local government workforces, and
the United States population. Two different measures
of employment levels are provided—actual positions
filled and full-time equivalents (FTE). One FTE is equal
to one work year or 2,080 hours. For most purposes,
the FTE measure is more meaningful, because it takes
into account part-time employment, temporary employ-
ment, and vacancies during the year. For example, one
full-time employee and two half-time employees would
count as two FTE’s but three positions. (Chapter 10,

‘‘Federal Employment,’’ in the Analytical Perspectives
volume of the 1998 budget provides more information
on this subject.)

TOTAL FEDERAL EMPLOYMENT

1996
actual

1997
estimated

1998
estimated

Percent
change
1996 to

1998

Total FTE’s ........................... 4,315,987 4,274,318 4,239,963 –1.8
Federal Executive Branch

civilian employees per
1000 U.S. population ........ 10.3 10.1 10.1 –2.9

BASIS FOR BUDGET FIGURES

Data for the Past Year

The past year column (1996) generally presents the
actual transactions and balances as recorded in agency
accounts and as summarized in the central financial
reports prepared by the Treasury Department for the
most recently completed fiscal year. Occasionally the
budget reports corrections to data reported erroneously
to Treasury but not discovered in time to be reflected
in Treasury’s published data. The budget usually notes
the sources of such differences.

Data for the Current Year

The current year column (1997) includes estimates
of transactions and balances based on the amounts of
budgetary resources that were available when the budg-
et was transmitted, including amounts appropriated for
the year. This column also reflects any supplemental
appropriations or rescissions proposed in the budget.

Data for the Budget Year

The budget year column (1998) includes estimates
of transactions and balances based on the amounts of
budgetary resources that are estimated to be available,
including amounts proposed to be appropriated, and
amounts estimated to result from changes in authoriz-
ing legislation and tax laws. The budget generally in-
cludes the appropriations language for the amounts pro-
posed to be appropriated. Where the estimates rep-
resent amounts that will be requested under proposed
legislation, the appropriation language usually is not
included; it is transmitted later, usually after the legis-
lation is enacted. In a few cases, proposed language
for appropriations to be requested under existing legis-
lation is transmitted later because the exact require-
ments are not known when the budget is transmitted.
In certain tables of the budget, the items for later
transmittal and the related outlays are identified sepa-
rately. Estimates of the total requirements for the
budget year include both the amounts requested with
the transmittal of the budget and the amounts planned
for later transmittal.

Data for the Outyears

The budget presents estimates for each of the four
years beyond the budget year (1999 through 2002) in
order to reflect the effect of budget decisions on longer
term objectives and plans.

Allowances

Lump-sum allowances may be included in the budget
to cover certain transactions that are expected to in-
crease or decrease budget authority, outlays, or receipts
but that are not, for various reasons, reflected in the
program details. Budget authority and outlays are
never appropriated for allowances as such. Rather, the
allowances indicate the estimated budget authority and
outlays that will be requested for specific programs.

Baseline

The budget baseline is an estimate of the receipts,
outlays, and deficits that would result from continuing
current law through the period covered by the budget.
For receipts and mandatory spending, which generally
are authorized on a permanent basis, it assumes they
continue in the future as required by current law. For
discretionary programs, which generally are funded an-
nually, the baseline commonly assumes future funding
will be equal to the most recently enacted appropria-
tion, adjusted for inflation. The baseline represents the
amount of real resources that would be used by the
Government over the period covered by the budget on
the basis of laws currently enacted. (Chapter 16, ‘‘Cur-
rent Services Estimates,’’ in the Analytical Perspectives
volume of the 1998 budget provides more information
on the baseline.)

The baseline is useful for several reasons. It warns
of future problems, either for Government fiscal policy
as a whole or for individual tax and spending programs.
It provides a starting point for formulating the Presi-
dent’s budget. It is a ‘‘policy-neutral’’ benchmark
against which the President’s budget and alternative
proposals can be compared to assess the magnitude
of proposed changes. And it is used, under the Budget
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Enforcement Act, to determine how much will be se-
questered from each account and what level of funding
will be available after sequestration.

PRINCIPAL BUDGET LAWS

The following are the basic laws pertaining to the
Federal budget process:

• Antideficiency Act (codified in Chapters 13
and 15 of Title 31, United States Code), which
prescribes rules and procedures for budget execu-
tion.

• Article 1, section 9, clause 7 of the Constitu-
tion, which requires appropriations in law before
money may be spent from the Treasury.

• Chapter 11 of Title 31, United States Code,
which prescribes procedures for submission of the
President’s budget and information to be con-
tained in it.

• Congressional Budget and Impoundment Con-
trol Act of 1974 (Public Law 93–344), as amend-
ed. This Act comprises the:
—Congressional Budget Act of 1974, as amended,

which prescribes the congressional budget proc-
ess; and

—Impoundment Control Act of 1974, which con-
trols certain aspects of budget execution.

• Balanced Budget and Emergency Deficit Con-
trol Act of 1985 (Public Law 99–177), as amend-

ed, which prescribes rules and procedures (includ-
ing ‘‘sequestration’’) designed to eliminate excess
spending. This Act is commonly known as the
Gramm-Rudman-Hollings Act.

• Budget Enforcement Act of 1990 (Title XIII,
Public Law 101–508), which significantly amended
the laws pertaining to the budget process, includ-
ing the Congressional Budget Act and the Bal-
anced Budget and Emergency Deficit Control Act.
The provisions of this act, which would have ex-
pired after 1995, were extended through 1998 by
the Omnibus Budget Reconciliation Act of 1993
(Public Law 103–66).

• Federal Credit Reform Act of 1990, a part of
the Budget Enforcement Act of 1990, which
amended the Congressional Budget Act to pre-
scribe the budget treatment for Federal credit pro-
grams.

• Line Item Veto Acto of 1996, which granted the
President limited authority to cancel new spend-
ing and limited tax benefits when he signs laws.

GLOSSARY OF BUDGET TERMS

Balances of budget authority—These are amounts
of budget authority provided in previous years that
have not been outlayed.

Baseline—An estimate of the receipts, outlays, and
deficit that would result from continuing current law
through the period covered by the budget.

Breach—A breach is the amount by which new budg-
et authority or outlays within a category of discre-
tionary appropriations for a fiscal year is above the
cap on new budget authority or outlays for that cat-
egory for that year.

Budget—The Budget of the United States Govern-
ment sets forth the President’s comprehensive financial
plan for allocating resources and indicates the Presi-
dent’s priorities for the Federal Government.

Budget authority (BA)—Budget authority is the
authority becoming available during the year to enter
into obligations that will result in immediate or future
outlays of Government funds. (For a description of the
several forms of budget authority, see Budget Authority
and Other Budgetary Resources earlier in this chap-
ter.).

Budgetary resources—Budgetary resources com-
prise new budget authority and unobligated balances
of budget authority provided in previous years.

Budget totals—The budget includes totals for budg-
et authority, outlays, and receipts. Some presentations
in the budget distinguish on-budget totals from off-
budget totals. On-budget totals reflect the transactions
of all Federal Government entities except those ex-
cluded from the budget totals by law. Off-budget totals
reflect the transactions of Government entities that are
excluded from the on-budget totals by law. Currently
excluded are the social security trust funds (Federal
Old-Age and Survivors Insurance and Federal Disabil-
ity Insurance Trust Funds) and the Postal Service
Fund. The on- and off-budget totals are combined to
derive a unified or consolidated total for Federal activ-
ity.

Cap—This is the term commonly used to refer to
legal limits on the budget authority and outlays for
each fiscal year provided by discretionary appropria-
tions. A sequester is required if an appropriation for
a category causes a breach in the cap.

Credit program account—A credit program ac-
count receives an appropriation for the subsidy cost
of a direct loan or loan guarantee program and dis-
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burses such cost to a financing account for the program
when the direct loan or guaranteed loan is disbursed.

Deficit—A deficit is the amount by which outlays
exceed receipts.

Direct loan—A direct loan is a disbursement of
funds by the Government to a non-Federal borrower
under a contract that requires the repayment of such
funds with or without interest. The term includes the
purchase of, or participation in, a loan made by another
lender. The term also includes the sale of a Government
asset on credit terms of more than 90 days duration
as well as financing arrangements for other trans-
actions that defer payment for more than 90 days. It
also includes loans financed by the Federal Financing
Bank (FFB) purusant to agency loan guarantee author-
ity. The term does not include the acquisition of a feder-
ally guaranteed loan in satisfaction of default or other
guarantee claims or the price support loans of the Com-
modity Credit Corporation. (Cf. loan guarantee.)

Direct spending—Direct spending, more commonly
called mandatory spending, is a category of outlays
from budget authority provided in law other than ap-
propriations acts, entitlement authority, and the budget
authority for the food stamp program. (Cf. discretionary
appropriations.)

Discretionary appropriations—Discretionary ap-
propriations is a category of budget authority that com-
prises budgetary resources (except those provided to
fund direct-spending programs) provided in appropria-
tions acts. (Cf. direct spending.)

Emergency spending—Emergency spending is
spending that the President and the Congress have des-
ignated as an emergency requirement. Such spending
is not subject to the limits on discretionary spending,
if it is discretionary spending, or the pay-as-you-go
rules, if it is direct spending.

Federal funds—Federal funds are the moneys col-
lected and spent by the Government other than those
designated as trust funds. Federal funds include gen-
eral, special, public enterprise, and intragovernmental
funds. (Cf. trust funds.)

Financing account—A financing account receives
the cost payments from a credit program account and
includes all cash flows to and from the Government
resulting from direct loan obligations or loan guarantee
commitments made on or after October 1, 1991. At
least one financing account is associated with each cred-
it program account. For programs that make both direct
loans and loan guarantees, there are separate financing
accounts for the direct loans and the loan guarantees.
The transactions of the financing accounts are non-
budgetary and not included in the budget totals. (Cf.
liquidating account.)

Fiscal year—The fiscal year is the Government’s ac-
counting period. It begins on October 1st and ends on

September 30th, and is designated by the calendar year
in which it ends. Before 1976, the fiscal year began
on July 1 and ended on June 30.

General fund—The general fund consists of ac-
counts for receipts not earmarked by law for a specific
purpose, the proceeds of general borrowing, and the
expenditure of these moneys.

Governmental receipts—These are collections from
the public that result primarily from the exercise of
the Government’s sovereign or governmental powers.
Governmental receipts consist mostly of individual and
corporation income taxes and social insurance taxes,
but also include excise taxes, compulsory user charges,
customs duties, court fines, certain license fees, and
deposits of earnings by the Federal Reserve System.
Gifts and donations are also counted as governmental
receipts. They are compared to outlays in calculating
a surplus or deficit. (Cf. offsetting collections.)

Liquidating account—A liquidating account in-
cludes all cash flows to and from the Government re-
sulting from direct loan obligations and loan guarantee
commitments made prior to October 1, 1991. (Cf. fi-
nancing account.)

Loan guarantee—A loan guarantee is any guaran-
tee, insurance, or other pledge with respect to the pay-
ment of all or a part of the principal or interest on
any debt obligation of a non-Federal borrower to a non-
Federal lender. The term does not include the insurance
of deposits, shares, or other withdrawable accounts in
financial institutions. (Cf. direct loan.)

Mandatory spending—See direct spending.

Intragovernmental funds—Intragovernmental
funds are accounts for business-type or market-oriented
activities conducted primarily within and between Gov-
ernment agencies and financed by offsetting collections
that are credited directly to the fund.

Obligations—Obligations are binding agreements
that will result in outlays, immediately or in the future.
Budgetary resources must be available before obliga-
tions can be incurred legally.

Obligated balances—These are amounts of budget
authority that have been obligated but not yet outlayed.
Unobligated balances are amounts that have not been
obligated and that remain available for obligation under
law.

Off-budget—See budget totals.

Offsetting collections—Offsetting collections are
collections from the public that result from business-
type or market-oriented activities and collections from
other Government accounts. These collections are de-
ducted from gross disbursements in calculating outlays,
rather than counted in Governmental receipt totals.
Some offsetting collections are credited directly to ex-
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penditure accounts; others, called offsetting receipts,
are credited to receipt accounts. The authority to spend
offsetting collections is a form of budget authority. (Cf.
governmental receipts.)

Offsetting receipts—See offsetting collections.

On-budget—See budget totals.

Outlays—Outlays are the measure of Government
spending. They are payments to liquidate obligations
(other than the repayment of debt), net of refunds and
offsetting collections. Outlays generally are recorded on
a cash basis, but also include cash-equivalent trans-
actions, the subsidy cost of direct loans and loan guar-
antees, and interest accrued on public issues of Treas-
ury debt.

Pay-as-you-go (PAYGO)—This term refers to re-
quirements in law that result in a sequester if the
estimated combined result of legislation affecting direct
spending or receipts is an increase in the deficit for
a fiscal year.

Outyear estimates—This term refers to estimates
presented in the budget for years beyond the budget
year (usually four).

Public enterprise funds—Public enterprise funds
are revolving accounts for business or market-oriented
activities conducted primarily with the public and fi-
nanced by offsetting collections that are credited di-
rectly to the fund.

Receipts—See governmental receipts and offsetting
collections.

Scorekeeping—This term refers to measuring the
budget effects of legislation, generally in terms of budg-

et authority, receipts, and outlays for purposes of the
Budget Enforcement Act.

Sequester—A sequester is the cancellation of budg-
etary resources provided by discretionary appropria-
tions or direct spending legislation, following various
procedures prescribed in law. A sequester may occur
in response to a discretionary appropriation that causes
a breach or in response to increases in the deficit re-
sulting from the combined result of legislation affecting
direct spending or receipts (referred to as a ‘‘pay-as-
you-go’’ sequester).

Special funds—Special funds are Federal fund ac-
counts for receipts earmarked for specific purposes and
the associated expenditure of those receipts. (Cf. trust
funds.)

Subsidy—This term means the same as cost when
it is used in connection with Federal credit programs.

Surplus—A surplus is the amount by which receipts
exceed outlays. Supplemental appropriation—A supple-
mental appropriation is one enacted subsequent to a
regular annual appropriations act when the need for
funds is too urgent to be postponed until the next regu-
lar annual appropriations act.

Trust funds—Trust funds are accounts, designated
by law as trust funds, for receipts earmarked for spe-
cific purposes and the associated expenditure of those
receipts. (Cf. special funds.)

User fee—This term refers to user, regulatory and
other fees, charges, and assessments levied on a class
directly availing itself of, or directly subject to a govern-
ment service, program, or activity, but not on the gen-
eral public, as measures to be utilized solely to support,
usually subject to annual appropriations, the service,
program or activity.
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The budget system of the United States Government
provides the means by which the Government decides
how much money to spend and what to spend it on,
and how to raise the money it has decided to spend.
Once these decisions are made, the budget system en-
sures they are carried out. The Government uses the
budget system to determine the allocation of resources
among its major functions—such as ensuring the na-
tional defense, promoting commerce, and providing
health care—as well as to determine the objectives and
scope of individual programs, projects, and activities.
While the focus of the budget system is on dollars,
other resources, such as Federal employment, are also
controlled through the budget system. The decisions
made in the budget process affect the nation as a whole,

state and local governments, and individual Americans.
Many budget decisions have worldwide significance.

This chapter provides an overview of the budget sys-
tem and explains some of the more important budget
concepts. A glossary of budget terms is provided at
the end of the chapter. Summary dollar amounts illus-
trate major concepts. These figures and more detailed
amounts are discussed in more depth in other chapters
of the budget documents.

The budget system is governed by various laws that
have been enacted to carry out requirements of the
Constitution. The principal laws pertaining to the budg-
et system are referred to by title throughout the text,
and complete citations are given later in the chapter.

THE BUDGET PROCESS

The budget process has three main phases, each of
which is interrelated with the others:

(1) formulation of the President’s budget;
(2) congressional action on the budget; and
(3) budget execution.

Formulation of the President’s Budget

The Budget of the United States Government consists
of several volumes that set forth the President’s finan-
cial proposal with recommended priorities for the allo-
cation of resources by the Federal Government. The
primary focus of the budget is on the budget year—
the next fiscal year for which Congress needs to make
appropriations. However, the budget may propose
changes to funding levels already provided for the cur-
rent year, and it covers at least the four years following
the budget year in order to reflect the effect of budget
decisions over the longer term. The 1999 budget covers
four years beyond the budget year through 2003. The
budget includes data on the most recently completed
fiscal year so that the budget estimates can be com-
pared to actual accounting data.

The process of formulating the budget begins not
later than the spring of each year, at least nine months
before the budget is transmitted and at least 18 months
before the fiscal year begins. (See the Budget Calendar
below.) The President establishes general budget and
fiscal policy guidelines. Based on these guidelines, the
Office of Management and Budget (OMB) works with
the Federal agencies to establish specific policy direc-
tions and planning levels for the agencies, both for the
budget year and for the following four years, at least,
to guide the preparation of their budget requests.

During the formulation of the budget, there is a con-
tinual exchange of information, proposals, evaluations,

and policy decisions among the President, the Director
of OMB, other officials in the Executive Office of the
President, the Secretaries of the departments, and the
heads of the Government agencies. Decisions concerning
the upcoming budget are influenced by the results of
previously enacted budgets, including the one for the
fiscal year in progress, and reactions to the last pro-
posed budget, which is being considered by Congress.
Decisions also are influenced by projections of the eco-
nomic outlook that are prepared jointly by the Council
of Economic Advisers, OMB, and the Treasury Depart-
ment.

In the fall, agencies submit budget requests to OMB,
where analysts review them and identify issues for
OMB officials that need to be discussed with agencies.
Many issues are resolved directly between OMB and
the agencies. Others require the involvement of the
President and White House policy officials. This deci-
sion-making process is usually completed by late De-
cember. At that time, the final stage of developing de-
tailed budget data and the preparation of the budget
documents begins.

The decision-makers must consider the effects of eco-
nomic and technical assumptions on the budget esti-
mates. Interest rates, economic growth, the rate of in-
flation, the unemployment rate, and the size of the
beneficiary populations are some of the assumptions
that must be made. Small changes in these assump-
tions can affect budget estimates by billions of dollars.
(Chapter 1, ‘‘Economic Assumptions,’’ in the Analytical
Perspectives volume of the 1999 budget provides more
information on this subject.)

Budget decisions must also take into account any
statutory limitations on receipts, outlays, and the defi-
cit (see Budget Enforcement below).
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1 The transmittal date was changed in 1990 from the first Monday after January 3rd.
The report submitted on February 17, 1993, was entitled, ‘‘A Vision of Change for America.’’

2 For a fuller discussion of the congressional budget process, see Allen Schick, Robert
Keith, and Edward Davis, Manual on the Federal Budget Process (Congressional Research
Service Report 91–902 GOV, December 24, 1991, 218 p. — a revised and updated report
will be issued in 1998); and Robert Keith, A Brief Introduction to the Federal Budget
Process (Congressional Research Service Report 96–912 GOV, updated October 20, 1997,
29 p.).

Thus, the budget formulation process involves the si-
multaneous consideration of the resource needs of indi-
vidual programs, the allocation of resources among the
functions of the Government, the total outlays and re-
ceipts that are appropriate in relation to current and
prospective economic conditions, and statutory con-
straints.

The transmittal of the President’s budget to Congress
is scheduled in law to occur on or after the first Monday
in January but not later than the first Monday in Feb-
ruary of each year. This is eight to nine months before
the beginning of the next fiscal year on October first.

For various reasons, some parts or all of the budget
documents have been transmitted after the scheduled
date. One reason is that the current law does not re-
quire an outgoing President to transmit a budget, and
it is impractical for an incoming President to complete
a budget within a few days of taking office on January
20th. President Clinton, the first President subject to
the current requirement, submitted a report to Con-
gress on February 17, 1993, describing the comprehen-
sive economic plan he proposed for the Nation and con-
taining summary budget information. He transmitted
the Budget of the United States for 1994 on April 8,
1993.1

In some years, the late or pending enactment of ap-
propriations acts, other spending legislation, and tax
laws considered in the previous budget cycle have de-
layed preparation and transmittal of complete budgets.
For this reason, President Reagan submitted his budget
for 1988 forty-five days after the date specified in law.
In other years, Presidents have submitted abbreviated
budget documents on the due date, sending the more
detailed documents weeks later. For example, President
Clinton transmitted an abbreviated budget document
to Congress on February 5, 1996, because of uncertainty
over 1996 appropriations as well as possible changes
in mandatory programs and tax policy. A Budget Sup-
plement and other budget volumes were transmitted
in March 1996.

Congressional Action 2

Congress considers the President’s budget proposals
and approves, modifies, or disapproves them. It can
change funding levels, eliminate programs, or add pro-
grams not requested by the President. It can add or
eliminate taxes and other sources of receipts, or make
other changes that affect the amount of receipts col-
lected.

Congress does not enact a budget as such. Through
the process of adopting a budget resolution (described
below), it agrees on levels for total spending, receipts,
and other matters. The budget resolution then provides
the framework within which congressional committees

prepare appropriations bills and other spending and
receipts legislation. Congress provides spending author-
ity for specified purposes in several appropriations acts
each year (usually thirteen). It also enacts changes each
year in permanent laws that affect spending and re-
ceipts.

In making appropriations, Congress does not vote on
the level of outlays (spending) directly, but rather on
budget authority, which is the authority to incur legally
binding obligations of the Government that will result
in immediate or future outlays. In a separate process,
prior to making appropriations, Congress usually enacts
legislation that authorizes an agency to carry out a
particular program and, in some cases, includes limits
on the amount that can be appropriated for the pro-
gram. Some programs require annual authorizing legis-
lation, some are authorized for a specified number of
years, and others are authorized indefinitely. Congress
may enact appropriations for a program even though
there is no specific authorization for it.

Congressional review of the budget begins shortly
after the President transmits the budget to Congress.
Under the procedures established by the Congressional
Budget Act of 1974, Congress considers budget totals
before completing action on individual appropriations.
The Act requires each standing committee of the House
and Senate to recommend budget levels and report leg-
islative plans concerning matters within the commit-
tee’s jurisdiction to the Budget Committee in each body.
The Budget Committees then initiate the concurrent
resolution on the budget. The budget resolution sets
levels for total receipts and for budget authority and
outlays, in total and by functional category (see Func-
tional Classification below). It also sets levels for the
budget deficit or surplus and debt.

The explanatory statement that accompanies the
budget resolution allocates amounts of budget authority
and outlays within the functional category totals to the
committees that have jurisdiction over the programs
in the functions. The House and Senate Appropriations
Committees are required, in turn, to allocate amounts
of budget authority and outlays among their respective
subcommittees. Other committees with jurisdiction over
spending and receipts may make allocations among
their subcommittees but are not required to. There is
no allocation at the program level. However, the func-
tional allocations are based on certain assumptions
about the level of funding for major programs. These
assumptions may be included in the explanatory state-
ment, but they are not binding on the committees of
jurisdiction. The budget resolution may contain ‘‘rec-
onciliation directives,’’ which are discussed below.

The budget resolution is scheduled to be adopted by
the whole Congress by April 15 of each year, but pas-
sage is often delayed. After passage of the budget reso-
lution, a point of order can be raised to block consider-
ation of bills that would cause a committee’s allocation
to be exceeded. Like the President’s budget, the budget
resolution is subject to spending limitations imposed
in law through 2002.
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Budget resolutions are not laws and, therefore, do
not require the President’s approval. However, Con-
gress considers the Administration’s views, because leg-
islation developed to meet congressional budget alloca-
tions does require the President’s approval. In some
years, the President and the joint leadership of Con-
gress have formally agreed on plans to reduce the defi-
cit or balance the budget. These agreements were re-
flected in the budget resolution and legislation passed
for those years.

Appropriations bills are initiated in the House. They
provide the budget authority for the majority of Federal
programs. The Appropriations Committee in each body
has jurisdiction over annual appropriations. Those com-
mittees are divided into subcommittees that hold hear-
ings and review detailed budget justification materials
prepared by the agencies within the subcommittee’s ju-
risdiction. After a bill has been approved by the com-
mittee and by the whole House, usually with amend-
ments to the original version, it is forwarded to the
Senate, where a similar review follows. In case of dis-
agreement between the two Houses of Congress, a con-
ference committee (consisting of Members of both bod-
ies) meets to resolve the differences. The report of the
conference committee is returned to both Houses for
approval. When the measure is agreed to, first in the
House and then in the Senate, it is ready to be trans-
mitted to the President as an enrolled bill, for approval
or veto (see discussion on Line Item Veto below).

If action on one or more appropriations bills is not
completed by the beginning of the fiscal year, Congress
enacts a joint continuing resolution to provide authority
for the affected agencies to continue operations at some
specified level up to a specific date or until their regular
appropriations are enacted. In some years, a portion
or all of the Government has been funded for the entire
year by a continuing resolution. Continuing resolutions
must be presented to the President for approval or veto.

Congress provides budget authority in permanent
laws as well as in appropriations acts. These are laws
that do not need to be reenacted each year. In fact,
while budget authority for the majority of Federal pro-
grams is provided each year in appropriations acts, a
majority of the total budget authority available in a
year is provided by permanent laws. This is because
budget authority for interest on the public debt ($356
billion in 1997) and a few programs with large amounts
of spending each year, such as social security ($366
billion in 1997), are funded by permanent law.

The outlays from permanent budget authority, to-
gether with the outlays from budget authority provided
in appropriations acts for previous years, account for
the majority of the outlay total for any year. Therefore,
the majority of outlays in a year are not controlled
through appropriations actions for that year. The types
of budget authority, their control by Congress, and the
relation of outlays to budget authority are discussed
in more detail later in the chapter.

Almost all taxes and most other receipts result from
permanent laws. Tax bills are initiated in the House.

The House Ways and Means Committee and the Senate
Finance Committee have jurisdiction over tax laws.

The budget resolution often includes reconciliation di-
rectives, which require authorizing committees to
change permanent laws. They instruct each designated
committee to report amendments to the laws under the
committee’s jurisdiction that will change the levels of
receipts and spending controlled by the laws. The in-
structions specify the dollar amount of changes that
each designated committee is expected to achieve, but
do not specify the laws to be changed or the changes
to be made. However, the changes in receipt and outlay
amounts are based on certain assumptions about how
laws would be changed, and these assumptions may
be included in the explanatory statement accompanying
the budget resolution. Like other assumptions included
in the explanatory statement, these are not binding
on the committees of jurisdiction.

The committees that are subject to reconciliation di-
rectives are expected to prepare implementing legisla-
tion. Such legislation may, for example, change the tax
code, revise benefit formulas or eligibility requirements
for entitlement programs, or authorize Government
agencies to charge fees to cover some of their costs.
In some years, Congress has enacted an omnibus budg-
et reconciliation act, which combines the amendments
to implement reconciliation directives in a single act.
These acts, together with appropriations acts for the
year, often implement agreements between the Presi-
dent and the Congress. They may include other mat-
ters, such as laws providing the means for enforcing
these agreements, as described below.

Budget Enforcement

The Budget Enforcement Act (BEA), first enacted in
1990 and extended in 1993 and 1997, significantly
amended the laws pertaining to the budget process,
including the Congressional Budget Act, the Balanced
Budget and Emergency Deficit Control Act, and the
law pertaining to the President’s budget (see PRIN-
CIPAL BUDGET LAWS, later in the chapter). The BEA
constrains legislation enacted through 2002 that would
increase spending or decrease receipts .

The BEA divides spending into two types—discre-
tionary spending and DIRECT SPENDING. Discre-
tionary spending is controlled through annual appro-
priations acts. Funding for salaries and other operating
expenses of Government agencies, for example, is usu-
ally discretionary because it is usually provided by ap-
propriations acts. Direct spending is more commonly
called mandatory spending. Mandatory spending is con-
trolled by permanent laws. Medicare and medicaid pay-
ments, unemployment insurance benefits, and farm
price supports are examples of mandatory spending,
because payments for those purposes are authorized
in permanent laws. The BEA specifically defines fund-
ing for the Food Stamp program as mandatory spend-
ing, even though funding for the program is provided
in appropriations acts. The BEA includes receipts under
the same rules that apply to mandatory spending, be-
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cause receipts are generally controlled by permanent
laws.

The BEA constrains discretionary spending dif-
ferently from mandatory spending and receipts. The
BEA defines categories of discretionary spending and
limits (‘‘caps’’) spending in each category by specifying
dollar amounts for both budget authority and outlays
for each fiscal year through 2002. The categories change
from year to year. For 1998 and 1999, they are defense,
non-defense, and violent crime reduction. For 2000,
they are violent crime reduction and all other discre-
tionary spending. For 2001 and 2002, all discretionary
spending constitutes a single category. The BEA re-
quires the caps to be adjusted for certain reasons, such
as to reflect conceptual changes or the enactment of
emergency appropriations. The adjusted caps are shown
in the following table. Further cap adjustments pro-
posed in this budget are shown in the Preview Report
described below.

DISCRETIONARY SPENDING LIMITS
(In billions of dollars)

1998 1999 2000 2001 2002

Defense:
Budget authority ................ 269.0 271.6 ......... ......... .........
Outlays ................................ 267.1 266.6 ......... ......... .........

Nondefense:
Budget authority ................ 253.5 283.7 ......... ......... .........
Outlays ................................ 285.7 289.3 ......... ......... .........

Discretionary, excluding vio-
lent crime reduction:
Budget authority ................ ......... ......... 561.4 ......... .........
Outlays ................................ ......... ......... 559.1 ......... .........

Violent crime reduction:
Budget authority ................ 5.5 5.8 4.5 ......... .........
Outlays ................................ 4.8 5.0 5.6 ......... .........

Total discretionary:
Budget authority ................ 528.0 561.1 565.9 571.3 581.0
Outlays ................................ 557.6 560.9 564.7 564.1 560.3

If the amount of budget authority provided in appro-
priations acts for the year exceeds the cap on budget
authority for a category, or the amount of outlays for
the year estimated to result from this budget authority
exceeds the cap on outlays for a category, the BEA
specifies a procedure, called sequestration, for reducing
the spending in that category. Under a sequester,
spending for most programs in the category is reduced
by a uniform percentage. Special rules apply in reduc-
ing some programs, and some programs are exempt
from sequestration

There are no caps on mandatory spending and no
required level of receipts. Instead, the BEA requires
that all laws enacted through 2002 that affect manda-
tory spending or receipts must be enacted on a ‘‘pay-
as-you-go’’ (PAYGO) basis. If a law increases the defi-
cit in the budget year or any of the four following
years, another law must be enacted with an offsetting
reduction in spending or increase in receipts for each
year that is affected. Legislated increases in benefit
payments, for example, would have to be offset by legis-

lated reductions in other mandatory spending or in-
creases in receipts. Otherwise, a sequestration would
be triggered at the end of the session of Congress in
the fiscal year in which the deficit would be increased.
The BEA sequestration procedures require a uniform
reduction of mandatory spending programs that are nei-
ther exempt nor subject to special rules. The BEA ex-
empts social security, interest on the public debt, Fed-
eral employee retirement, Medicaid, most means-tested
entitlements, deposit insurance, other prior legal obliga-
tions, and most unemployment benefits. A special rule
limits the sequestration of Medicare spending to no
more than four percent, and special rules for some
other programs limit the size of a sequestration for
those programs. As a result of exemptions and special
rules, only about three percent of all mandatory spend-
ing is subject to sequestration.

The PAYGO rules do not apply to increases in man-
datory spending or decreases in receipts that are not
the result of new laws. For example, mandatory spend-
ing for benefit programs, such as unemployment insur-
ance, rises when the population of eligible beneficiaries
rises, and many benefit payments are automatically in-
creased for inflation under existing laws. Likewise, tax
receipts decrease when the profits of private businesses
decline as the result of economic conditions.

The BEA requires OMB to make the estimates and
calculations that determine whether there is to be a
sequestration and report them to the President and
Congress. The Congressional Budget Office (CBO) is
required to make the same estimates and calculations,
and the Director of OMB is required to explain any
differences between the OMB and CBO estimates.
OMB’s estimates and calculations are the basis for se-
questration orders issued by the President. The Presi-
dent’s order may not change any of the particulars of
the OMB report. The General Accounting Office is re-
quired to prepare compliance reports.

OMB and CBO are required to publish three seques-
tration reports—a ‘‘preview’’ report at the time the
President submits the budget, an ‘‘update’’ report in
August, and a ‘‘final’’ report at the end of a session
of Congress (usually in the fall of each year). The pre-
view report discusses the status of discretionary and
PAYGO sequestration, based on current law. This re-
port also explains the adjustments that are required
by law to the discretionary caps and publishes the re-
vised caps. (See Chapter 14, ‘‘Preview Report,’’ in the
Analytical Perspectives volume of the 1999 budget.) The
preview report estimates are revised in the update and
final reports to reflect the effects of newly enacted dis-
cretionary and PAYGO legislation. In addition, OMB
and CBO are required to estimate the effects of appro-
priations acts and PAYGO laws immediately after each
one is enacted and these estimates are included, with-
out change, in the update and final reports. OMB’s
final report estimates trigger a sequestration if the ap-
propriations enacted for the current year exceed the
caps or if the cumulative effect of PAYGO legislation
is estimated to increase the deficit.
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Budget Calendar

The following timetable highlights the scheduled dates for significant budget events during the year.

Between the 1st Monday
in January and the 1st
Monday in February ...... President transmits the budget, including a sequestration preview report.

Six weeks later .................. Congressional committees report budget estimates to Budget Committees.

April 15 .............................. Action to be completed on congressional budget resolution.

May 15 ............................... House consideration of annual appropriations bills may begin.

June 15 .............................. Action to be completed on reconciliation.

June 30 .............................. Action on appropriations to be completed by House.

July 15 ............................... President transmits Mid-Session Review of the budget.

August 20 ........................... OMB updates the sequestration preview.

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

15 days after the end of a
session of Congress ........ OMB issues final sequestration report, and the President issues a sequestration order, if necessary.

From the end of a session of Congress through the
following June 30th, discretionary sequestrations take
place whenever an appropriations act for the current
fiscal year causes a cap to be exceeded. Because a se-
questration in the last quarter of a fiscal year might
be too disruptive, the BEA specifies that a sequestra-
tion that otherwise would be required then is to be
accomplished by reducing the cap for the next fiscal
year. These requirements ensure that supplemental ap-
propriations enacted during the fiscal year are subject
to the budget enforcement provisions.

Line Item Veto

In 1996, Congress enacted the Line Item Veto Act,
granting the President limited authority to cancel new
spending and limited tax benefits when he signs laws
enacted by the Congress. This authority is effective for
calendar years 1997 through 2004.

The Line Item Veto Act authorizes the President to
cancel any item of discretionary or direct spending or
any limited tax benefit by sending a special message
to Congress identifying the item within 5 days of sign-
ing the act containing the item. Discretionary and di-
rect spending are described under Budget Enforcement
above. A limited tax benefit is defined in the Act. The
President may cancel whole individual amounts speci-
fied in appropriations acts, or in the congressional re-
ports that accompany such acts, but cannot reduce
amounts partially. The President also may cancel any
provision of a law that would increase the level of direct
spending or provide a limited tax benefit. Cancellations
are effective upon receipt by Congress and remain in
effect unless overturned by a law disapproving the can-
cellations. Congress may disapprove all or only selected
cancellations.

The Line Item Veto Act includes provisions to ensure
that canceled items will be applied to deficit reduction.
If an item of discretionary spending is canceled, the
limits on discretionary spending under the BEA (see
Budget Enforcement) must be reduced by an equal

amount. If an item of new direct spending or a limited
tax benefit provision is canceled, the effect on the deficit
may not be used as an offset to increases in direct
spending or reductions in receipts under the PAYGO
rules. Requirements such as these are sometimes re-
ferred to as a ‘‘lockbox’’ mechanism.

Budget Execution

Government officials are generally required to spend
no more and no less than has been appropriated, and
they may use funds only for purposes specified in law.
The Antideficiency Act prohibits government officials
from spending or obligating the government to spend
in advance of an appropriation, unless specific authority
to do so has been provided in law. Additionally, the
Act requires the President to apportion the funds avail-
able to most executive branch agencies. The President
has delegated this authority to OMB, which usually
apportions by time periods (usually by quarter of the
fiscal year) and sometimes by activities. Agencies may
request that an account be reapportioned during the
year to accommodate changing circumstances. This sys-
tem helps to ensure that funds are available to cover
operations for the entire year.

If changes in laws or other factors make it necessary,
Congress may enact supplemental appropriations.
For example, a supplemental appropriation might be
required to respond to an unusually severe natural dis-
aster.

On the other hand, changing circumstances may re-
duce the need for certain spending for which funds
have been appropriated. The President may withhold
appropriated amounts from obligation only under cer-
tain limited circumstances—to provide for contin-
gencies, to achieve savings made possible through
changes in requirements or greater efficiency of oper-
ations, or as otherwise specifically provided in law. The
Impoundment Control Act of 1974 specifies the proce-
dures that must be followed if funds are withheld. De-
ferrals, which are temporary withholdings, take effect
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immediately unless overturned by an act of Congress.
In 1997, a total of $3.5 billion in deferrals was reported
to Congress and none was overturned. Rescissions,
which permanently cancel budget authority, do not take
effect unless Congress passes a law rescinding them.
If such a law is not passed within 45 days of continuous
session, the withheld funds must be made available

for spending. In total, Congress has rescinded about
one-third of the amount of funds that Presidents have
proposed for rescission since enactment of the Impound-
ment Control Act. In 1997, the President proposed re-
scissions totaling $0.4 billion, and Congress rescinded
a total of $0.3 billion.

COVERAGE OF THE BUDGET

Federal Government and Budget Totals

The budget documents provide information on all
Federal agencies and programs. The total receipts and
outlays of the Federal Government are composed of
both on-budget receipts and outlays and receipts and
outlays that, by law, are designated as off-budget. By
law, the receipts and outlays of social security (the
Federal Old-Age and Survivors Insurance and the Fed-
eral Disability Insurance trust funds) and the Postal
Service Fund are excluded from the budget totals and
from the calculation of the deficit for Budget Enforce-
ment Act purposes. The off-budget transactions are sep-
arately identified in the budget. The on-budget and off-
budget amounts are added together to derive the totals
for the Federal Government. These are sometimes re-
ferred to as the unified or consolidated budget totals.

TOTALS FOR THE BUDGET AND THE FEDERAL
GOVERNMENT
(In billions of dollars)

1997
actual

1998
esti-
mate

1999
esti-
mate

On-budget:
Budget authority ..................................... 1,328 1,365 1,420
Outlays ..................................................... 1,291 1,348 1,404
Receipts .................................................... 1,187 1,242 1,309

Deficit .................................................... –103 –106 –96
Off-budget:

Budget authority ..................................... 315 322 331
Outlays ..................................................... 311 320 329
Receipts .................................................... 392 416 434

Surplus .................................................. 81 96 105
Federal Government:

Budget authority ..................................... 1,643 1,687 1,751
Outlays ..................................................... 1,601 1,668 1,733
Receipts .................................................... 1,579 1,658 1,743

Surplus/Deficit(–) ................................. –22 –10 10

Neither the on-budget nor the off-budget totals in-
clude transactions of Government-sponsored enter-
prises, such as the Federal National Mortgage Associa-
tion (Fannie Mae) and the Student Loan Marketing
Association (Sallie Mae). These enterprises were estab-
lished by Federal law for public policy purposes but
are privately owned and operated corporations. Because
of their close relationship to the Government, these
enterprises are discussed in several parts of the budget,

and their financial data are reported in the Appendix
to the Budget of the United States Government and
some detailed tables.

A presentation for the Board of Governors of the Fed-
eral Reserve System is included in the Appendix for
information only. The amounts are not included in ei-
ther the on-budget or off-budget totals because of the
independent status of the System. However, the Federal
Reserve System’s net earnings are transferred to the
Treasury and are recorded in the budget as receipts.

Functional Classification

The functional classification arrays budget authority,
outlays, and other budget data according to the major
purpose served—such as agriculture, income security,
and national defense. There are nineteen major func-
tions, most of which are divided into subfunctions. For
example, the Agriculture function is divided into
Farm Income Stabilization and Agricultural Re-
search and Services. The functional classification is
an integral part of the congressional budget process,
and the functional array meets the Congressional Budg-
et Act requirement for a presentation in the budget
by national needs and agency missions and programs.

The following criteria are used in the establishment
of functional categories and the assignment of activities
to them:

• A function encompasses activities with similar
purposes addressing an important national need.
The emphasis is on what the Federal Government
seeks to accomplish rather than the means of ac-
complishment, the objects purchased, or the clien-
tele or geographic area served.

• A function must be of continuing national impor-
tance, and the amounts attributable to it must
be significant.

• Each basic unit being classified (generally the ap-
propriation or fund account) usually is classified
according to its predominant purpose and assigned
to only one subfunction. However, some large ac-
counts that serve more than one major purpose
are subdivided into two or more subfunctions.

• Activities and programs are normally classified ac-
cording to their primary purpose (or function) re-
gardless of which agencies conduct the activities.

Section VI, ‘‘Investing in the Common Good: Program
Performance in Federal Functions,’’ in the main Budget
volume of the 1999 budget provides information on gov-
ernment activities by function and subfunction.
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Agencies, Accounts, Programs, Projects, and
Activities

Various summary tables in the Analytical Perspec-
tives volume of the 1999 budget provide information
on budget authority, outlays, and receipts arrayed by
Federal agency. Chapter 26 of that volume, ‘‘Federal
Programs by Agency and Account,’’ consists of a table
that lists budget authority and outlays by budget ac-
count within each agency and the totals for each agency
of budget authority, outlays, and receipts that offset
the agency spending totals. The Appendix to the Budget
of the United States Government provides budgetary,
financial, and descriptive information about programs,
projects, and activities by account within each agency.
That volume of the budget also presents the most re-
cently enacted appropriation language for an account
and any changes that are proposed to be made for
the budget year.

Types of Funds

Agency activities are financed through Federal funds
and trust funds.

Federal funds comprise several types of funds. The
general fund, which is the greater part of the budget,
is credited with receipts not earmarked by law for a
specific purpose, such as almost all income tax receipts,
and is also credited with the proceeds of general bor-
rowing. General fund appropriation accounts record
general fund expenditures. General fund appropriations
are drawn from general fund receipts collectively and,
therefore, are not specifically linked to receipt accounts.
Special funds consist of receipt accounts for Federal
fund receipts that are earmarked by law for specific
purposes and associated appropriation accounts for the
expenditure of the earmarked receipts. Public enter-
prise funds are revolving funds used for programs au-
thorized by law to conduct a cycle of business-type oper-
ations, primarily with the public, in which outlays gen-
erate collections. Intragovernmental funds are re-
volving funds that conduct business-type operations pri-
marily within and between Government agencies. The
collections and the outlays of revolving funds are re-
corded in the same account.

Trust funds are established to account for the re-
ceipt and expenditure of monies by the Government
for carrying out specific purposes and programs in ac-
cordance with the terms of a statute that designates
the fund as a trust fund (such as the Highway Trust
Fund) or for carrying out the stipulations of a trust
agreement (such as any of several trust funds for gifts
and donations for specific purposes). Trust revolving
funds are trust funds credited with collections ear-
marked by law to carry out a cycle of business-type
operations.

The Federal budget meaning of the term ‘‘trust’’ dif-
fers significantly from its private sector usage. In the
private sector, the beneficiary of a trust usually owns
the trust’s assets, which are managed by a trustee who
must follow the stipulations of the trust. In contrast,
the Federal Government owns the assets of most Fed-
eral trust funds, and it can raise or lower future trust
fund collections and payments, or change the purposes
for which the collections are used, by changing existing
laws. There is no substantive difference between a trust
fund and a special fund or between a trust revolving
fund and a public enterprise revolving fund. (Chapter
17, ‘‘Trust Funds and Federal Funds,’’ in the Analytical
Perspectives volume of the 1999 budget provides more
information on this subject.)

Current Operating Expenditures and Capital
Investment

The budget includes all types of spending, including
both current operating expenditures and capital invest-
ment. Capital investment includes direct purchases of
land, structures, and equipment. It also includes sub-
sidies for capital investment provided by direct loans
and loan guarantees; the purchase of other financial
assets; grants to state and local governments for the
purchase of physical assets; and the conduct of re-
search, development, education, and training. (Chapter
6, ‘‘Federal Investment Spending and Capital Budget-
ing,’’ in the Analytical Perspectives volume of the 1999
budget provides more information on capital invest-
ment.)

COLLECTIONS

In General

Money collected by the Government is classified into
two major categories:

• Governmental receipts, which are compared in
total to outlays (net of offsetting collections) in
calculating the surplus or deficit.

• Offsetting collections, which are deducted from
gross outlays to produce net outlay figures.

Governmental Receipts

These are collections from the public that result pri-
marily from the exercise of the Government’s sovereign

or governmental powers. Governmental receipts consist
mostly of individual and corporation income taxes and
social insurance taxes, but also include excise taxes,
compulsory user charges, customs duties, court fines,
certain license fees, and deposits of earnings by the
Federal Reserve System. Gifts and donations are usu-
ally counted as governmental receipts. Total receipts
for the Federal Government include both on-budget and
off-budget receipts (see the table, ‘‘Totals for the Budget
and Federal Government,’’ which appears earlier in this
chapter.)
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Offsetting Collections

These are amounts received from the public as a
result of business-like or market-oriented activities (for
example, proceeds from the sale of postage stamps or
electricity, fees for admittance to recreation areas, or
the proceeds from the sale of Government-owned land)
and amounts collected by one Government account from
another. Offsetting collections from the public are de-
ducted from gross budget authority and outlays, rather
than combined with governmental receipts. The purpose
of this treatment is to produce budget totals for re-
ceipts, budget authority, and outlays that represent
governmental rather than market activity. Intragovern-
mental offsetting collections are deducted from gross
budget authority and outlays so that the budget totals
measure the transactions of the Government with the
public.

Offsetting collections are classified into two major
categories: offsetting collections credited to expend-
iture accounts, and offsetting receipts. The account-
ing for each type differs.

Offsetting Collections Credited to Expenditure
Accounts

Some laws authorize collections to be credited directly
to the account from which they will be expended and,
usually, to be spent for the purpose of the account
without further action by Congress. This is the case
for most revolving funds and many expenditure ac-
counts of other types. These collections may be from
either the public or other expenditure accounts. For
example, a permanent law authorizes the Postal Service
to use collections from the sale of stamps to finance
its operations without a requirement for annual appro-
priations. The offsetting collections are credited to the
Postal Service Fund (a revolving fund) and budget au-
thority is recorded in an amount equal to the collec-
tions. Sometimes the budget authority recorded is not
the full amount of the offsetting collections, because
appropriations acts may contain limitations on the obli-
gations that can be financed by budget authority from
offsetting collections. In those cases, the recorded budg-
et authority is adjusted to reflect the amount available
to incur obligations. The budget authority and outlays
of the appropriation or fund account are shown both
gross (that is, before deducting offsetting collections)
and net (that is, after deducting offsetting collections).
Totals for the agency, subfunction, and budget are net
of offsetting collections.

While most offsetting collections credited to expendi-
ture accounts result from business-like activity or are
collected from other Government accounts, some are
governmental in nature but are required by law to be
treated as offsetting. These are labeled as ‘‘offsetting
governmental collections.’’

Offsetting Receipts

Offsetting collections that are not authorized to be
credited to expenditure accounts are credited to general
fund, special fund, or trust fund receipt accounts and

are called offsetting receipts. Offsetting receipts are de-
ducted from budget authority and outlays in arriving
at total budget authority and outlays. In most cases,
such deductions are made at the subfunction and agen-
cy levels. Unlike offsetting collections credited to ex-
penditure accounts, offsetting receipts do not offset
budget authority and outlays at the account level. Off-
setting receipts are subdivided into three categories,
as follows:

• Proprietary receipts from the public.—These
are collections from the public, deposited in receipt
accounts, that arise out of the business-type or
market-oriented activities of the Government.
Most proprietary receipts are deducted from the
budget authority and outlay totals of the agency
that conducts the activity generating the receipt
and of the subfunction to which the activity is
assigned. For example, fees for using National
Parks are deducted from the totals for the Depart-
ment of Interior, which has responsibility for the
parks, and the Recreational Resources subfunc-
tion. A limited number of proprietary receipts,
however, are not offset against any specific agency
or function and are classified as undistributed off-
setting receipts. They are deducted from the Gov-
ernment-wide totals for budget authority and out-
lays. For example, the collections of rents and roy-
alties from Outer Continental Shelf lands are un-
distributed because the amounts are large and for
the most part are not related to the spending of
the agency that administers the transactions and
the subfunction that records the administrative
expenses.

• Intragovernmental transactions.—These are
collections from expenditure accounts that are de-
posited into receipt accounts. Most intragovern-
mental transactions are deducted from the budget
authority and outlays of the agency that conducts
the activity generating the receipts and of the sub-
function to which the activity is assigned. In two
cases, however, intragovernmental transactions
appear as special deductions in computing total
budget authority and outlays for the Government
rather than as offsets at the agency level—agen-
cies’ payments as employers into employee retire-
ment trust funds and interest received by trust
funds. The special treatment for these receipts is
necessary because the amounts are large and
would distort the agency totals, as measures of
the agency’s activities, if they were attributed to
the agency.

• Offsetting governmental receipts.—These are
collections that are governmental in nature but
are required by law to be treated as offsetting
and are not authorized to be credited to expendi-
ture accounts.

There are several categories of intragovernmental
transactions. Intrabudgetary transactions include all
payments from on-budget expenditure accounts to on-
budget receipt accounts. These are subdivided into
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three categories: (1) interfund transactions, where
the payment is from an expenditure account in one
fund group (either Federal funds or trust funds) to a
receipt account in the other fund group; (2) Federal
intrafund transactions, where the payment and re-
ceipt both occur within the Federal fund group; and
(3) trust intrafund transactions, where the payment
and receipt both occur within the trust fund group.
In addition, there are intragovernmental transactions
that are not intrabudgetary—payments from on-budget
expenditure accounts to off-budget receipt accounts, and
from off-budget expenditure accounts to on-budget re-
ceipt accounts.

User Fee

‘‘User fee’’ is a general term that refers to fees,
charges, and assessments levied on a class directly ben-
efiting from, or subject to regulation by, government
programs or activity, to be utilized solely to support
the program or activity. It does not refer to a separate
budget category for collections. User fees are classified
as governmental receipts or offsetting collections, de-
pending on whether the fee results primarily from the
exercise of governmental powers or from business-like
activity. (User fees are discussed in more detail in
Chapter 4, ‘‘User Fees and Other Collections,’’ in the
Analytical Perspectives volume of the 1999 budget.)

BUDGET AUTHORITY AND OTHER BUDGETARY RESOURCES, OBLIGATIONS, AND OUTLAYS

Budget Authority and Other Budgetary
Resources

Budget authority is the authority becoming available
during the year to enter into obligations that will result
in immediate or future outlays of Government funds.
Government officials may obligate the Government to
make outlays only to the extent they have been granted
budget authority. Budget authority is recorded as a
dollar amount in the year when it first becomes avail-
able. Under circumstances described below, unobligated
balances of budget authority may be carried over into
the next year. These balances are not recorded as budg-
et authority again. They do, however, constitute a budg-
etary resource that is available for obligation. In some
cases, a provision of law (such as a limitation on obliga-
tions or a benefit formula) precludes the obligation of
funds that would otherwise be available for obligation
and recorded as budget authority. In such cases, the
amount of budget authority recorded is equal to the
amount of obligations that can be incurred.

In deciding the amount of budget authority to request
for a program, project, or activity, Government officials
estimate the total amount of obligations that will need
to be incurred to achieve desired goals and subtract
the amounts of unobligated balances available for these
purposes. The amount of budget authority requested
is influenced by the nature of the programs, projects,
or activities being financed. For current operating ex-
penditures, the amount requested usually is the
amount estimated to be needed for the year. For major
procurement programs and construction projects, a full
funding policy generally applies. Under this policy, an
amount that is estimated to be adequate to complete
an economically useful segment of a procurement or
project must be requested to be appropriated in the
first year, even though it may be obligated over several
years. This policy is intended to ensure that all costs
and benefits are taken into account fully at the time
decisions are made to provide resources. It also avoids
sinking money into a procurement or project without
being certain if or when future funding will be available
to complete the procurement or project.

Budget authority takes several forms:

• appropriations, which may be provided in appro-
priations acts or other laws, permit obligations
to be incurred and payments to be made;

• authority to borrow, which permits obligations
to be incurred but requires that funds be bor-
rowed, usually from the general fund of the Treas-
ury, to make payment;

• contract authority, which permits obligations in
advance of a separate appropriation of the cash
for payment or in anticipation of the collection
of receipts that can be used for payment; and

• spending authority from offsetting collections,
which permits offsetting collections to be credited
to an expenditure account and obligations and
payments to be made using the offsetting collec-
tions.

Because offsetting collections (offsetting receipts and
offsetting collections credited to expenditure accounts)
are deducted from gross budget authority, they are re-
ferred to as negative budget authority for some pur-
poses, such as Congressional Budget Act provisions that
pertain to budget authority.

The form of budget authority is usually determined
in the authorizing statute for a program. The authoriz-
ing statute may authorize a particular type of budget
authority to be provided in annual appropriations acts,
or it may provide one of the forms of budget authority
directly, without the need for further appropriations.
Most programs are funded by appropriations. An appro-
priation may make funds available from the general
fund, special funds, trust funds, or authorize the spend-
ing of offsetting collections credited to expenditure ac-
counts, including revolving funds. Borrowing authority
is usually authorized for business-like activities where
the activity being financed is expected to produce in-
come over time with which to repay the borrowing with
interest. Contract authority is a traditional form of
budget authority for certain programs, particularly
transportation programs.

Budget authority that is provided in an annual appro-
priations act is available for obligation only during the
fiscal year to which the appropriations act applies, un-
less the appropriation language providing the budget
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3 Additional information is provided in a separate report, ‘‘Balances of Budget Authority,’’
which is available from the National Technical Information Service, Department of Com-
merce, shortly after the budget is transmitted.

authority specifies that it is to remain available for
a longer period. Typically, budget authority for current
operations is made available for obligation in only one
year. Some budget authority is made available for a
specified number of years. Other budget authority, in-
cluding most provided for construction, some for re-
search, and many appropriations of trust fund receipts,
is made available for obligation until the amount appro-
priated has been expended or until the program objec-
tives have been attained. Only another law can extend
a limited period of availability (see Reappropriation
below). Budget authority provided in authorizing stat-
utes usually remains available until expended.

Budget authority that is available for more than one
year and that is not obligated in the year it becomes
available is carried forward for obligation in a following
year. The sum of such amounts is an account’s unobli-
gated balance. Budget authority that has been obli-
gated but not paid constitutes the account’s obligated
balance. For example, in the case of salaries and
wages, one to three weeks elapse between the time
of obligation and the time of payment. In the case of
major procurement and construction, payments may
occur over a period of several years after the obligation
is made. Obligated balances of budget authority are
carried forward until the obligations are paid. Due to
such flows, a change in the amount of obligations in-
curred from one year to the next is not necessarily
accompanied by an equal change in either the budget
authority or the outlays of that same year. Conversely,
a change in budget authority in any one year may
cause changes in the level of obligations and outlays
for several years.3

Congress usually makes budget authority available
on the first day of the fiscal year for which the appro-
priations act is passed. Occasionally, the appropriations
language specifies a different timing. The language may
provide an advance appropriation—budget authority
that does not become available until one year or more
beyond the fiscal year for which the appropriations act
is passed. Forward funding refers to budget authority
that is made available for obligation beginning in the
last quarter of the fiscal year (beginning on July 1st)
for the financing of ongoing grant programs during the
next fiscal year. This kind of funding is used mostly
for education programs, so that obligations for grants
can be made prior to the beginning of the next school
year. For certain benefit programs funded by annual
appropriations, the appropriation provides for advance
funding—budget authority that is to be charged to
the appropriation in the succeeding year but which au-
thorizes obligations to be incurred in the last quarter
of the current fiscal year if necessary to meet benefit
payments in excess of the specific amount appropriated
for the year.

Provisions of law that extend the availability of unob-
ligated amounts that have expired or would otherwise

expire are called reappropriations. Reappropriations
are counted as new budget authority in the fiscal year
in which the balances become newly available. For ex-
ample, if a 1999 appropriations act extends the avail-
ability of unobligated budget authority that otherwise
would expire at the end of 1998, new budget authority
would be recorded for 1999.

Budget authority is classified as current or perma-
nent. Generally, it is current if it is provided by annual
appropriations acts and permanent if it becomes avail-
able pursuant to standing authorizing legislation. Ad-
vance appropriations of budget authority are classified
as permanent, even though they are provided in annual
appropriations acts, because they become available a
year or more following the year to which the act per-
tains. The authority to spend offsetting collections cred-
ited to expenditure accounts usually is provided by au-
thorizing legislation and, therefore, is usually a form
of permanent budget authority.

Obligations and outlays resulting from permanent
budget authority, including the authority to spend off-
setting collections credited to expenditure accounts, ac-
count for more than half of the budget totals. Put an-
other way, less than half of the obligations and outlays
in the budget result from annual appropriations acts.
Most permanent budget authority, other than the au-
thority to spend offsetting collections, arises from the
authority to spend trust fund receipts and the authority
to pay interest on the public debt. Most authority to
spend offsetting collections is provided to public enter-
prise revolving funds.

Budget authority also is classified as definite or in-
definite. It is definite if the legislation that provides
it specifies a dollar amount (which may be an amount
not to be exceeded). It is indefinite if, instead of specify-
ing an amount, the legislation providing it permits the
amount to be determined by subsequent circumstances.
For example, indefinite budget authority is provided
for interest on the public debt, payment of claims and
judgments awarded by the courts against the U.S., and
many entitlement programs. Many of the laws that au-
thorize collections to be credited to revolving, special,
and trust funds make all of the collections available
for expenditure for the authorized purposes of the fund.
Such authority is considered to be indefinite budget
authority. In some such cases, only some of the amount
of collections otherwise available is counted as budget
authority, because the rest is precluded from obligation
in a fiscal year by a provision of law, such as a limita-
tion on obligations or a benefit formula that determines
the amounts to be paid (for example, the formula for
unemployment insurance benefits).

Obligations Incurred

Following the enactment of budget authority and the
completion of required apportionment action, Govern-
ment agencies incur obligations to make payments. Ob-
ligations are binding agreements that will result in out-
lays, immediately or in the future. Such obligations
include: the current liabilities for salaries, wages, and
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interest; contracts for the purchase of supplies and
equipment, construction, and the acquisition of office
space, buildings, and land; and other arrangements re-
quiring the payment of money. For Federal credit pro-
grams, obligations are recorded in an amount equal
to the estimated subsidy cost of direct loans and loan
guarantees (see FEDERAL CREDIT below).

Outlays

Outlays are the measure of Government spending.
They are payments to liquidate obligations (other than
the repayment of debt), net of refunds and offsetting
collections. They are recorded when obligations are
paid, in the amount that is paid. Outlays are usually
in the form of cash (currency, checks, or electronic fund
transfers). However, obligations may be paid and out-
lays recorded even though no cash is disbursed. For
example, outlays are recorded for the full amount of
Federal employees’ salaries, even though the cash dis-
bursed to employees is net of Federal and state income
taxes, retirement contributions, life and health insur-
ance premiums, and other deductions. (Receipts are also
recorded for the deductions that represent payments
to the Government.) Outlays are recorded when debt
instruments (bonds, debentures, notes, or monetary
credits) are used to pay obligations. (An increase in
debt is also recorded when such instruments are used.)
For example, the acquisition of physical assets through
certain types of lease-purchase arrangements is treated
as though an outlay were made for an outright pur-
chase. Because no cash is paid up front to the nominal
owner of the asset, a debt is recorded. In such cases,
the cash lease payments are recorded as repayments
of principal and interest.

The measurement of interest varies. Outlays for the
interest on the public issues of Treasury debt securities
are recorded as the interest accrues, not when the cash
is paid. Treasury last year began to issue a new kind
of security that features monthly adjustments to prin-
cipal for inflation and semiannual payments of interest
on the inflation-adjusted principal. As with fixed-rate
securities, the interest payments on these securities are
recorded as outlays as the interest accrues. The month-
ly adjustment to principal is recorded, simultaneously,
as an increase in debt outstanding and an outlay of

interest. The interest on special issues of the debt secu-
rities held by trust funds and other Government ac-
counts is normally stated on a cash basis. When a
Government account invests in Federal debt securities,
the purchase price is usually close or identical to the
par (face) value of the security. The budget records
the investment at par value and adjusts the interest
paid by Treasury and collected by the account by the
difference between purchase price and par, if any. How-
ever, in the case of two trust funds in the Department
of Defense, the Military Retirement Trust Fund and
the Education Benefits Trust Fund, the differences be-
tween purchase price and par are routinely relatively
large. For these funds, the budget records the holdings
of debt at par but records the differences between pur-
chase price and par as adjustments to the assets of
the funds that are amortized over the life of the secu-
rity. Interest is recorded as the amortization occurs.

For Federal credit programs, outlays are equal to
the subsidy cost of direct loans and loan guarantees
and are recorded as the underlying loans are disbursed
(see FEDERAL CREDIT below).

Refunds of receipts that result from overpayments
(such as income taxes withheld in excess of tax liabil-
ities) are recorded as reductions of receipts, rather than
as outlays. However, payments to tax payers for tax
credits (such as earned income tax credits) that exceed
the tax payer’s tax liability are recorded as outlays.

Outlays during a fiscal year may be for the payment
of obligations incurred in the same year or in prior
years. Obligations, in turn, may be incurred under
budget authority provided in the same year or in prior
years. Outlays, therefore, flow in part from unexpended
balances of prior year budget authority and in part
from budget authority provided for the year in which
the money is spent. The ratio of the outlays resulting
from budget authority enacted in any year to the
amount of that budget authority is referred to as the
spendout rate for that year.

Outlays for an account are stated both gross and
net of offsetting collections, but function, agency, and
Government-wide outlay totals are only stated net.
Total outlays for the Federal Government include both
on-budget and off-budget outlays. (See the table, ‘‘Totals
for the Budget and Federal Government’’ above.)

FEDERAL CREDIT

Government programs may be carried out through
federally supported credit in the form of direct loans
or loan guarantees. A direct loan is a disbursement
of funds by the Government to a non-Federal borrower
under a contract that requires the repayment of such
funds with or without interest. The term includes
equivalent transactions such as selling a property on
credit terms in lieu of receiving cash up front. A loan
guarantee is any guarantee, insurance, or other pledge
with respect to the payment of all or a part of the
principal or interest on any debt obligation of a non-
Federal borrower to a non-Federal lender. The Federal

Credit Reform Act prescribes the budget treatment for
Federal credit programs. This treatment is designed
to measure the subsidy cost of direct loans and loan
guarantees in the budget, rather than the cash flows,
so they can be compared to each other and to other
methods of delivering benefits, such as grants, on an
equivalent basis.

Under credit reform, the estimated long-term cost to
the Government arising from the direct loans and loan
guarantees of a credit program must be estimated
and recorded in the budget in a credit program
account. The cost is estimated as the present value
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4 Present value is a standard financial concept that allows for the time value of money,
that is, for the fact that a given sum of money is worth more at present than in the
future because interest can be earned on it.

of expected disbursements over the term of the loan
less the present value of expected collections.4 For most
programs, direct loan obligations and loan guarantee
commitments cannot be made unless Congress has ap-
propriated funds for the costs in advance in annual
appropriations acts. In addition, the appropriation lan-
guage for most credit programs includes annual limita-
tions on the amount of obligations for direct loans and
commitments for loan guarantees.

When a direct or guaranteed loan is disbursed, the
program account makes a payment equal to the cost,
which is recorded as an outlay, to a non-budgetary
credit financing account. For a few programs, the
computed cost is negative for a portion or all of the
direct loans and loan guarantees. In such cases, the
financing account makes a payment to a special fund
receipt account established for the program, where it
is recorded as an offsetting receipt.

The cost of the outstanding direct loans and loan
guarantees is reestimated normally each year. If the
cost is estimated to have increased, an additional outlay
is made from the program account to the financing
account, and, if the cost is estimated to have decreased,
a payment is made from the financing account to the
program’s special fund receipt account, where it is re-
corded as an offsetting receipt. A permanent indefinite
appropriation is available to pay the increased costs
resulting from reestimates.

If the terms of an outstanding direct loan or loan
guarantee are modified in a way that increases the

cost, an outlay in the amount of the increased cost
is made from the program account to the financing
account. The additional cost is recorded as an obligation
against the budget authority provided for the costs of
the program for that year. The requirement to record
the costs of modification applies to pre-credit reform,
as well as post-credit reform, direct loans and loan
guarantees.

Credit financing accounts record all cash flows to and
from the Government arising from direct loan obliga-
tions and loan guarantee commitments. These cash
flows consist mainly of direct loan disbursements and
repayments and loan guarantee default payments. The
cash flows of direct loans and of loan guarantees are
recorded in separate financing accounts for programs
that do both. The transactions of the financing accounts
are displayed in the budget documents for information
and analytical purposes, together with the related pro-
gram accounts, but are excluded from the budget totals
because they are not a cost to the Government. Financ-
ing account transactions are a means of financing a
budget surplus or deficit (see Credit Financing
Accounts in the next section).

The transactions associated with direct loan obliga-
tions and loan guarantee commitments made prior to
1992 continue to be accounted for on a cash flow basis
and are recorded in liquidating accounts. In most
cases, the liquidating account is the account that was
used for the program prior to the enactment of credit
reform in 1990.

BUDGET DEFICIT OR SURPLUS AND MEANS OF FINANCING

A budget deficit is the amount by which outlays ex-
ceed receipts. Deficits are financed by borrowing and,
to a limited extent, the other items discussed under
this heading. The debt (debt held by the public) is the
cumulative amount of borrowing to finance deficits, less
repayments. When receipts exceed outlays, the dif-
ference is a budget surplus. Surpluses are used to re-
duce debt and may be absorbed by the other items.

Borrowing and Repayment

Borrowing is not defined as receipts, and debt repay-
ment is not defined as outlays. If they were, the budget
would be virtually balanced by definition. This rule ap-
plies both to borrowing in the form of Treasury securi-
ties and to specialized borrowing in the form of agency
securities (including the issuance of debt securities to
liquidate an obligation and the sale of certificates rep-
resenting participation in a pool of loans). In addition
to issuing debt to the public, the Government issues
debt to Government accounts, primarily trust funds
that are required by law to invest in Treasury securi-
ties. This debt is not a means of financing deficits,
because it does not raise any cash. In 1997, the Govern-
ment borrowed $38 billion from the public. Most of

this amount was needed to finance the deficit of $22
billion in that year. The rest was needed to finance
direct loans disbursed in credit financing accounts,
which are discussed below, and for smaller changes
in the other means of financing. At the end of 1997,
the debt held by the public was $3,771 billion. (See
Chapter 13, ‘‘Federal Borrowing and Debt,’’ in the Ana-
lytical Perspectives volume of the 1999 budget for a
fuller discussion of this topic.)

Exercise of Monetary Power

Seigniorage is the profit from coining money. It is
the difference between the value of coins as money
and their cost of production. Seigniorage adds to the
Government’s cash balance, but unlike the payment of
taxes or other receipts, it does not involve a transfer
of financial asset from the public. Instead, it arises
from the exercise of the Government’s power to create
money. Therefore, seigniorage is excluded from receipts
and treated as a means of financing other than borrow-
ing from the public. The profit resulting from the sale
of gold as a monetary asset also is treated as a means
of financing, since the value of gold is determined by
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its value as a monetary asset rather than as a commod-
ity.

Credit Financing Accounts

The net cash flows of credit programs are recorded
in credit financing accounts, which are excluded from
the budget totals and are called net financing dis-
bursements. (See FEDERAL CREDIT above.) Net fi-
nancing disbursements are defined in the same way
as the outlays of a budgetary account and are therefore
a means of financing other than borrowing from the
public. Like outlays, they may be either positive or
negative.

The net financing disbursements are partly due to
intragovernmental transactions with budgetary ac-
counts (the receipt of subsidy payments and the receipt
or payment of interest) and partly due to transactions
with the public (disbursement and repayment of loans,
receipt of interest and fees, payment of default claims,
etc.). An intragovernmental transaction affects the defi-
cit or surplus and the means of financing in equal
amounts but with opposite signs, so there is no com-
bined effect on Treasury borrowing from the public.
On the other hand, financing account disbursements
to the public increase the requirement for Treasury
borrowing in the same way as an increase in budget
outlays. Financing account receipts from the public can
be used to finance the payment of the Government’s
obligations and therefore reduce the requirement for
Treasury borrowing from the public in the same way
as an increase in budget receipts.

Deposit Fund Account Balances

Deposit funds are non-budgetary accounts that record
amounts held temporarily until ownership is deter-
mined (for example, earnest money paid by bidders for
mineral leases) or held by the Government as agent
for others (for example, State and local income taxes
withheld from Federal employees’ salaries). Deposit
fund balances may be held in the form of either in-
vested or uninvested balances. Changes in deposit fund
balances affect the Treasury’s cash balances, even
though the transactions are not a part of the budget.
To the extent that deposit fund balances are not in-
vested, changes in the balances are a means of financ-
ing other than borrowing from the public. To the extent
that the balances are invested in Federal debt, changes
in the balances are reflected as borrowing from the
public if the deposit fund investments are classified
as held by the public, and as a means of financing
other than borrowing from the public if the investments
are classified as held by Government accounts.

Exchange of Cash

The Government’s deposits with the International
Monetary Fund (IMF) are considered to be monetary
assets. Therefore, the movement of money between the
IMF and the Treasury is not considered in itself a
receipt or an outlay, borrowing, or lending. However,
interest paid by the IMF on U.S. deposits is an offset-
ting collection. Similarly, the holdings of foreign cur-
rency by the Exchange Stabilization Fund are consid-
ered to be cash assets. Changes in these holdings are
outlays only to the extent there is a realized loss of
dollars on the exchange and are offsetting collections
only to the extent there is a realized dollar profit.

FEDERAL EMPLOYMENT

The budget includes information on civilian and mili-
tary employment and personnel compensation and ben-
efits. It also makes comparisons between the Federal
workforce, State and local government workforces, and
the United States population. Two different measures
of employment levels are provided—actual positions
filled and full-time equivalents (FTE). One FTE is equal
to one work year or 2,080 hours. For most purposes,
the FTE measure is more meaningful, because it takes
into account part-time employment, temporary employ-
ment, and vacancies during the year. For example, one
full-time employee and two half-time employees would
count as two FTE’s but three positions. (Chapter 10,

‘‘Federal Employment,’’ in the Analytical Perspectives
volume of the 1999 budget provides more information
on this subject.)

TOTAL FEDERAL EMPLOYMENT

1997
actual

1998
estimated

1999
estimated

Percent
change
1997 to

1999

Total FTE’s ........................... 4,211,136 4,201,684 4,171,785 –0.9
Federal Executive Branch

civilian employees per
1000 U.S. population ........ 9.9 9.9 9.8 –1.0

BASIS FOR BUDGET FIGURES

Data for the Past Year

The past year column (1997) generally presents the
actual transactions and balances as recorded in agency
accounts and as summarized in the central financial
reports prepared by the Treasury Department for the

most recently completed fiscal year. Occasionally the
budget reports corrections to data reported erroneously
to Treasury but not discovered in time to be reflected
in Treasury’s published data. The budget usually notes
the sources of such differences.
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Data for the Current Year

The current year column (1998) includes estimates
of transactions and balances based on the amounts of
budgetary resources that were available when the budg-
et was transmitted, including amounts appropriated for
the year. This column also reflects any supplemental
appropriations or rescissions proposed in the budget.

Data for the Budget Year

The budget year column (1999) includes estimates
of transactions and balances based on the amounts of
budgetary resources that are estimated to be available,
including amounts proposed to be appropriated, and
amounts estimated to result from changes in authoriz-
ing legislation and tax laws. The budget generally in-
cludes the appropriations language for the amounts pro-
posed to be appropriated. Where the estimates rep-
resent amounts that will be requested under proposed
legislation, the appropriation language usually is not
included; it is transmitted later, usually after the legis-
lation is enacted. In a few cases, proposed language
for appropriations to be requested under existing legis-
lation is transmitted later because the exact require-
ments are not known when the budget is transmitted.
In certain tables of the budget, the items for later
transmittal and the related outlays are identified sepa-
rately. Estimates of the total requirements for the
budget year include both the amounts requested with
the transmittal of the budget and the amounts planned
for later transmittal.

Data for the Outyears

The budget presents estimates for each of the four
years beyond the budget year (2000 through 2003) in
order to reflect the effect of budget decisions on longer
term objectives and plans.

Allowances

Lump-sum allowances may be included in the budget
to cover certain transactions that are expected to in-
crease or decrease budget authority, outlays, or receipts
but that are not, for various reasons, reflected in the
program details. Budget authority and outlays are
never appropriated for allowances as such. Rather, the
allowances indicate the estimated budget authority and
outlays that will be requested for specific programs.

Baseline

The budget baseline is an estimate of the receipts,
outlays, and deficits or surplus that would result from
continuing current law through the period covered by
the budget. For receipts and mandatory spending,
which generally are authorized on a permanent basis,
it assumes they continue in the future as required by
current law. For discretionary programs, which gen-
erally are funded annually, the baseline commonly as-
sumes future funding will be equal to the most recently
enacted appropriation, adjusted for inflation. The base-
line represents the amount of real resources that would
be used by the Government over the period covered
by the budget on the basis of laws currently enacted.
(Chapter 16, ‘‘Current Services Estimates,’’ in the Ana-
lytical Perspectives volume of the 1999 budget provides
more information on the baseline.)

The baseline is useful for several reasons. It warns
of future problems, either for Government fiscal policy
as a whole or for individual tax and spending programs.
It provides a starting point for formulating the Presi-
dent’s budget. It is a ‘‘policy-neutral’’ benchmark
against which the President’s budget and alternative
proposals can be compared to assess the magnitude
of proposed changes. And it is used, under the Budget
Enforcement Act, to determine how much will be se-
questered from each account and what level of funding
will be available after sequestration.

PRINCIPAL BUDGET LAWS

The following are the basic laws pertaining to the
Federal budget process:

• Article 1, section 8, clause 1 of the Constitu-
tion, which empowers the Congress to collect
taxes.

• Article 1, section 9, clause 7 of the Constitu-
tion, which requires appropriations in law before
money may be spent from the Treasury.

• Antideficiency Act (codified in Chapters 13
and 15 of Title 31, United States Code), which
prescribes rules and procedures for budget execu-
tion.

• Chapter 11 of Title 31, United States Code,
which prescribes procedures for submission of the
President’s budget and information to be con-
tained in it.

• Congressional Budget and Impoundment Con-
trol Act of 1974 (Public Law 93–344), as amend-
ed. This Act comprises the:
—Congressional Budget Act of 1974, as amended,

which prescribes the congressional budget proc-
ess; and

—Impoundment Control Act of 1974, which con-
trols certain aspects of budget execution.

• Balanced Budget and Emergency Deficit Con-
trol Act of 1985 (Public Law 99–177), as amend-
ed, which prescribes rules and procedures (includ-
ing ‘‘sequestration’’) designed to eliminate excess
spending. This Act is commonly known as the
Gramm-Rudman-Hollings Act.

• Budget Enforcement Act of 1990 (Title XIII,
Public Law 101–508) significantly amended key
laws pertaining to the budget process, including
the Congressional Budget Act and the Balanced
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Budget and Emergency Deficit Control Act. The
Budget Enforcement Act of 1997 (Title X, Public
Law 105–33) extended the BEA requirements
through 2002 (2006 in part) and altered some of
the requirements. The requirements generally re-
ferred to as BEA requirements (discretionary
spending limits, pay-as-you-go, sequestration, etc.)
are part of the Balanced Budget and Emergency
Deficit Control Act.

• Federal Credit Reform Act of 1990 (as amend-
ed by the Budget Enforcement Act of 1997),
a part of the Budget Enforcement Act of 1990,
which amended the Congressional Budget Act to
prescribe the budget treatment for Federal credit
programs.

• Line Item Veto Act of 1996, which granted the
President limited authority to cancel new spend-
ing and limited tax benefits when he signs laws.

GLOSSARY OF BUDGET TERMS

Balances of budget authority—These are amounts
of budget authority provided in previous years that
have not been outlayed.

Baseline—An estimate of the receipts, outlays, and
deficit or surplus that would result from continuing
current law through the period covered by the budget.

Breach—A breach is the amount by which new budg-
et authority or outlays within a category of discre-
tionary appropriations for a fiscal year is above the
cap on new budget authority or outlays for that cat-
egory for that year.

Budget—The Budget of the United States Govern-
ment sets forth the President’s comprehensive financial
plan for allocating resources and indicates the Presi-
dent’s priorities for the Federal Government.

Budget authority (BA)—Budget authority is the
authority becoming available during the year to enter
into obligations that will result in immediate or future
outlays of Government funds. (For a description of the
several forms of budget authority, see Budget Authority
and Other Budgetary Resources earlier in this chap-
ter.).

Budgetary resources—Budgetary resources com-
prise new budget authority and unobligated balances
of budget authority provided in previous years.

Budget totals—The budget includes totals for budg-
et authority, outlays, and receipts. Some presentations
in the budget distinguish on-budget totals from off-
budget totals. On-budget totals reflect the transactions
of all Federal Government entities except those ex-
cluded from the budget totals by law. Off-budget totals
reflect the transactions of Government entities that are
excluded from the on-budget totals by law. Currently
excluded are the social security trust funds (Federal
Old-Age and Survivors Insurance and Federal Disabil-
ity Insurance Trust Funds) and the Postal Service
Fund. The on- and off-budget totals are combined to
derive unified or consolidated totals for Federal activity.

Cap—This is the term commonly used to refer to
legal limits on the budget authority and outlays for
each fiscal year provided by discretionary appropria-
tions. A sequestration is required if an appropriation
for a category causes a breach in the cap.

Credit program account—A credit program ac-
count receives an appropriation for the subsidy cost
of a direct loan or loan guarantee program and dis-
burses such cost to a financing account for the program
when the direct loan or guaranteed loan is disbursed.

Deficit—A deficit is the amount by which outlays
exceed receipts.

Direct loan—A direct loan is a disbursement of
funds by the Government to a non-Federal borrower
under a contract that requires the repayment of such
funds with or without interest. The term includes the
purchase of, or participation in, a loan made by another
lender. The term also includes the sale of a Government
asset on credit terms of more than 90 days duration
as well as financing arrangements for other trans-
actions that defer payment for more than 90 days. It
also includes loans financed by the Federal Financing
Bank (FFB) pursuant to agency loan guarantee author-
ity. The term does not include the acquisition of a feder-
ally guaranteed loan in satisfaction of default or other
guarantee claims or the price support loans of the Com-
modity Credit Corporation. (Cf. loan guarantee.)

Direct spending—Direct spending, more commonly
called mandatory spending, is a category of outlays
from budget authority provided in law other than ap-
propriations acts, entitlement authority, and the budget
authority for the food stamp program. (Cf. discretionary
appropriations.)

Discretionary appropriations—Discretionary ap-
propriations is a category of budget authority that com-
prises budgetary resources (except those provided to
fund direct spending programs) provided in appropria-
tions acts. (Cf. direct spending.)

Emergency spending—Emergency spending is
spending that the President and the Congress have des-
ignated as an emergency requirement. Such spending
is not subject to the limits on discretionary spending,
if it is discretionary spending, or the pay-as-you-go
rules, if it is direct spending.

Federal funds—Federal funds are the moneys col-
lected and spent by the Government other than those
designated as trust funds. Federal funds include gen-
eral, special, public enterprise, and intragovernmental
funds. (Cf. trust funds.)
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Financing account—A financing account receives
the cost payments from a credit program account and
includes all cash flows to and from the Government
resulting from direct loan obligations or loan guarantee
commitments made on or after October 1, 1991. At
least one financing account is associated with each cred-
it program account. For programs that make both direct
loans and loan guarantees, there are separate financing
accounts for the direct loans and the loan guarantees.
The transactions of the financing accounts are non-
budgetary and not included in the budget totals. (Cf.
liquidating account.)

Fiscal year—The fiscal year is the Government’s ac-
counting period. It begins on October 1st and ends on
September 30th, and is designated by the calendar year
in which it ends. Before 1976, the fiscal year began
on July 1 and ended on June 30.

General fund—The general fund consists of ac-
counts for receipts not earmarked by law for a specific
purpose, the proceeds of general borrowing, and the
expenditure of these moneys.

Governmental receipts—These are collections from
the public that result primarily from the exercise of
the Government’s sovereign or governmental powers.
Governmental receipts consist mostly of individual and
corporation income taxes and social insurance taxes,
but also include excise taxes, compulsory user charges,
customs duties, court fines, certain license fees, and
deposits of earnings by the Federal Reserve System.
Gifts and donations are also counted as governmental
receipts. They are compared to outlays in calculating
a surplus or deficit. (Cf. offsetting collections.)

Liquidating account—A liquidating account in-
cludes all cash flows to and from the Government re-
sulting from direct loan obligations and loan guarantee
commitments made prior to October 1, 1991. (Cf. fi-
nancing account.)

Loan guarantee—A loan guarantee is any guaran-
tee, insurance, or other pledge with respect to the pay-
ment of all or a part of the principal or interest on
any debt obligation of a non-Federal borrower to a non-
Federal lender. The term does not include the insurance
of deposits, shares, or other withdrawable accounts in
financial institutions. (Cf. direct loan.)

Mandatory spending—See direct spending.

Intragovernmental funds—Intragovernmental
funds are accounts for business-type or market-oriented
activities conducted primarily within and between Gov-
ernment agencies and financed by offsetting collections
that are credited directly to the fund.

Obligations—Obligations are binding agreements
that will result in outlays, immediately or in the future.
Budgetary resources must be available before obliga-
tions can be incurred legally.

Obligated balances—These are amounts of budget
authority that have been obligated but not yet outlayed.
Unobligated balances are amounts that have not been
obligated and that remain available for obligation under
law.

Off-budget—See budget totals.

Offsetting collections—Offsetting collections are
collections from the public that result from business-
type or market-oriented activities and collections from
other Government accounts. These collections are de-
ducted from gross disbursements in calculating outlays,
rather than counted in Governmental receipt totals.
Some offsetting collections are credited directly to ex-
penditure accounts; others, called offsetting receipts,
are credited to receipt accounts. The authority to spend
offsetting collections is a form of budget authority. (Cf.
governmental receipts.)

Offsetting receipts—See offsetting collections.

On-budget—See budget totals.

Outlays—Outlays are the measure of Government
spending. They are payments to liquidate obligations
(other than the repayment of debt), net of refunds and
offsetting collections. Outlays generally are recorded on
a cash basis, but also include cash-equivalent trans-
actions, the subsidy cost of direct loans and loan guar-
antees, and interest accrued on public issues of Treas-
ury debt.

Pay-as-you-go (PAYGO)—This term refers to re-
quirements in law that result in a sequestration if the
estimated combined result of legislation affecting direct
spending or receipts is an increase in the deficit for
a fiscal year.

Outyear estimates—This term refers to estimates
presented in the budget for years beyond the budget
year (usually four).

Public enterprise funds—Public enterprise funds
are revolving accounts for business or market-oriented
activities conducted primarily with the public and
financed by offsetting collections that are credited
directly to the fund.

Receipts—See governmental receipts and offsetting
collections.

Scorekeeping—This term refers to measuring the
budget effects of legislation, generally in terms of budg-
et authority, receipts, and outlays for purposes of the
Budget Enforcement Act.

Sequestration—A sequestration is the cancellation
of budgetary resources provided by discretionary appro-
priations or direct spending legislation, following var-
ious procedures prescribed in law. A sequestration may
occur in response to a discretionary appropriation that
causes a breach or in response to increases in the defi-
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cit resulting from the combined result of legislation af-
fecting direct spending or receipts (referred to as a
‘‘pay-as-you-go’’ sequestration).

Special funds—Special funds are Federal fund ac-
counts for receipts earmarked for specific purposes and
the associated expenditure of those receipts. (Cf. trust
funds.)

Subsidy—This term means the same as cost when
it is used in connection with Federal credit programs.

Surplus—A surplus is the amount by which receipts
exceed outlays.

Supplemental appropriation—A supplemental ap-
propriation is one enacted subsequent to a regular an-
nual appropriations act when the need for funds is
too urgent to be postponed until the next regular an-
nual appropriations act.

Trust funds—Trust funds are accounts, designated
by law as trust funds, for receipts earmarked for spe-
cific purposes and the associated expenditure of those
receipts. (Cf. special funds.)

User fee—This term refers to fees, charges, and as-
sessments levied on a class directly benefiting from,
or subject to regulation by, government programs or
activity, to be utilized solely to support the program
or activity.
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