
DEPARTMENT OF THE TREASURY

Since 2001, the Administration:

• Proposed and implemented three major tax relief bills to help America’s families,
strengthen the economy, and create jobs;

• Blocked $136.8 million in terrorist assets;

• Improved taxpayer services by providing free online tax filing (Free File) to millions of
Americans; and

• Safeguarded our Nation’s currency through improved measures against counter-
feiting.

The President’s Budget:

• Promotes job creation and economic growth through permanent extension of the 2001
and 2003 tax cuts;

• Deters tax evasion and fraud by increasing criminal investigations and audits; and

• Continues to fight the Financial War on Terror by freezing terrorist assets.

Secretary Snow promoting President Bush’s Jobs and Growth package.

Department of the Treasury

John W. Snow, Secretary

www.treasury.gov 202–622–2000

Number of Employees: 115,897

2005 Discretionary Budget Authority:
$10.8 billion

Organization: Alcohol and Tobacco Tax
and Trade Bureau; Bureau of Engraving and
Printing; Bureau of Public Debt; Financial
Crimes Enforcement Network; Financial
Management Service; Internal Revenue
Service; Office of the Comptroller of the
Currency; Office of Thrift Supervision; and
U.S. Mint.
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272 DEPARTMENT OF THE TREASURY

OVERVIEW

Established in 1789, the Department of the Treasury oversees and administers the Nation’s
finances. Treasury collects taxes and enforces the tax code, oversees currency production, regulates
national banks, blocks terrorist assets, and advises the President on domestic and international
economic policy. Treasury is on the forefront of the Administration’s efforts to strengthen the
economy. The President has helped Americans keep more of the money they earn by implementing
three major tax cuts since 2001. The Department will continue to implement the President’s agenda
to promote job growth and prosperity in the coming years.

The 2005 Budget supports Treasury’s efforts to update the Internal Revenue Service’s (IRS)
outdated information systems. Further, the Budget supports IRS efforts at deterring tax fraud
by building up its enforcement resources and ensuring that tax evaders and promoters of abusive
tax shelters are properly targeted. The Budget also provides funding for improved information
sharing between law enforcement and financial institutions, helping to better target and freeze
terrorist assets. Finally, Treasury is continuing its effort to safeguard our Nation’s currency through
improved anti-counterfeiting measures.

PROMOTING AMERICA’S PROSPERITY

Surrounded by Members of Congress who
supported the legislation, President Bush signs
EGTRRA on June 7, 2001.

Since 2001, the President has signed three tax bills to boost
the economy. In combination, the Economic Growth and Tax
Relief Reconciliation Act of 2001 (EGTRRA) and the Jobs and
Growth Tax Relief Reconciliation Act of 2003 (JGTRRA) pro-
vided substantial tax relief and immediate stimulus to the econ-
omy, improving the potential for economic growth in the long-
run. These Acts reduced taxes by an average of $1,544 for 109
million taxpayers in 2003. In addition, the Job Creation and
Worker Assistance Act (JCWAA) of 2002 provided businesses
investment incentives as well as extended unemployment in-
surance benefits.

Treasury acted swiftly to ensure that the tax relief presented
by both EGTRRA and JGTRRA was quickly delivered to
taxpayers, thus providing stimulus to the economy. The
reductions in tax rates enacted under EGTRRA above the
15-percent rate were reflected in lower withholding effective
in July 2001. Most workers received the full benefit of the tax
rate reductions through the change in withholding during the
second half of the year.

In addition, the benefit of the new 10-percent tax rate bracket
was provided in 2001 through rebate checks mailed out between
July and September 2001. About $36 billion in rate reduction
rebate checks were sent to 85 million taxpayers. Stimulus was also provided in 2001 through reduc-
tions in estimated tax payments.

After the enactment of JGTRRA in 2003, the Department acted again, immediately announcing
reductions in wage and salary withholding. Employers were requested to implement the withholding
changes no later than July 1, 2003. The withholding reductions reflected the reduction in tax rates
higher than 15 percent, the widening of the 10-percent tax bracket, and the expansion of the 15-per-
cent tax bracket and the standard deduction for married taxpayers. In addition, many families with

2005



THE BUDGET FOR FISCAL YEAR 2005 273

children received $400 per child in advance child tax credit checks that were promptly sent out by
Treasury in 2003.

MANAGING FEDERAL FINANCES

President Bush delivers remarks about printing and mailing tax relief
checks at the Department of the Treasury’s Philadelphia Financial
Management Service Facility on July 24, 2003.

By collecting revenue, making payments,
and administering the Government’s finances,
Treasury acts as the Government’s financial
manager. IRS is the main revenue collector
for the Government, collecting $1.7 trillion
(93 percent of total collections) in 2003.
IRS continues to modernize both its work
processes and technology to improve customer
service and make sure that all taxpayers meet
their legal obligation to pay their fair share.
In 2003, IRS answered 80 percent of taxpayer
calls, up from only 59 percent in 2000.

The Budget also provides $285 million
in continued investments in technology
modernization as IRS works to improve
management and accelerate implementation
of the modernization program.

Treasury administers the Government’s payments through the Financial Management Service
(FMS). FMS issues over 930 million non-Defense payments annually, valued at $1.6 trillion. So-
cial Security benefits, tax refunds, and veterans’ benefits are all issued through FMS. In 2003, FMS
issued over 684 million electronic payments and 244 million paper checks. FMS also manages the
Government’s non-tax delinquent debt portfolio by providing central debt collection operation ser-
vices to Federal agencies and States. FMS collected $3.1 billion in non-tax delinquent debt in 2003,
up 9.2 percent from 2002. For 2005, the Budget proposes legislation to increase and enhance debt
collection opportunities.

IRS is Using the Web to Help Taxpayers

2003 Accomplishments:

• IRS’s website had 4.4 billion hits, an increase of 40 percent over 2002. Taxpayers downloaded 560
million forms, an increase of 28 percent over 2002.

• 2.8 million taxpayers prepared and electronically filed their taxes for free using the new Free File link
on IRS’s website. Electronic filing is quick, easy and far less prone to error than paper returns. Free
File is available to 6 out of 10 taxpayers. It is provided by the Free File Alliance, a consortium of private
sector services, under a public service agreement with the IRS.

• 18 million taxpayers used the “Where’s my refund” link to verify that IRS had received and processed
their returns and find out when their refund would be mailed or direct deposited. Further, 15 million
taxpayers used this same feature to find out when they would receive their special advanced child tax
credit check in the summer of 2003.

Try www.firstgov.gov or www.irs.gov to check out these services.
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274 DEPARTMENT OF THE TREASURY

Directing the Earned Income Tax Credit (EITC) to
Hard-working Low-income Families

IRS is simplifying EITC instructions and enhancing out-
reach to ensure that eligible taxpayers apply for the credit.
The EITC rewards work and lifts families out of poverty. In
2003, 20 million Americans received $36 billion in earned
income credits. Unfortunately, due to mistakes and fraud,
more than one EITC dollar in four is paid in error. The Bud-
get proposes legislative changes to reduce errors by sim-
plifying the EITC’s overly complex rules. The 2004 Bud-
get funded a new test program to fight EITC mistakes and
fraud by asking high-risk claimants to certify their eligibility
and by investing in new technology and work processes to
more effectively target enforcement efforts. IRS’s National
Taxpayer Advocate, an independent internal voice for tax-
payer rights, endorsed this program in her June 30, 2003
annual report to the Congress because it focuses on the
twin problems of reducing erroneous payments and ensur-
ing participation. By 2005, much of the 2004 technology
and process investments will have been completed.

Treasury manages the Nation’s debt
through the Bureau of Public Debt
(BPD). BPD manages the issuance of
the Federal Government’s securities
portfolio. Last year, BPD issued ap-
proximately $4.1 trillion by auctioning
marketable Treasury securities and
selling savings bonds. BPD continues
to develop its TreasuryDirect sys-
tem, which offers retail investors an
online, user-friendly method to buy
and redeem Treasury securities. In
addition, and as a result of a 2004
Program Assessment Rating Tool
(PART) evaluation, BPD has developed
long-term performance measures and
is setting interim targets to evaluate
the success of TreasuryDirect.

The Alcohol and Tobacco Tax and
Trade Bureau (TTB) is responsible
for the administration of alcohol and
tobacco laws and the regulation of the
alcohol and tobacco industries. TTB

also collects approximately $15 billion annually in alcohol, tobacco, firearms, and ammunition excise
taxes and enforces the provisions of the Federal Alcohol Administration Act, which mandates that a
Government warning label appear on all alcohol beverages for sale and distribution in the United
States. In 2005, TTB anticipates that it will receive over 100,000 label applications and expects to
process 70 percent of these applications within nine calendar days of receipt.

Tax Enforcement

The IRS is continuing its effort to improve enforcement of tax laws. IRS does not have current
information on tax compliance to show the effectiveness of its programs. Through its National Re-
search Program it is collecting compliance information to allow it to determine how well its programs
work and to allow it to target enforcement efforts on the least compliant taxpayers. IRS is also en-
hancing its enforcement efforts by focusing on prosecuting promoters of abusive tax schemes and

Targeting Promoters of Abusive Tax Shelters

Billions of dollars are lost to the Government each year due to the promotion of illegal tax shelters. In 2002,
IRS started a new program to fight this problem by shutting down promoters of these schemes. Most tax
professionals are honest, but a few prey on both taxpayers and the Government by selling abusive shelters.
For example, in 2002 alone, a promoter and 44 franchisees sold a sham Tax Toolbox to an estimated 3,500
taxpayers. This set of pamphlets, workbooks, CD-ROM and record-keeping aids falsely promises taxpayers
they can legally reduce or eliminate Federal income taxes by setting up phony home-based businesses.
Thanks to IRS and Department of Justice efforts, on June 10, 2003, the United States District Court, Middle
District of Tennessee ordered a permanent injunction to stop this promoter from presenting himself as a tax
attorney and guaranteeing refunds.
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pursuing taxpayers illegally sheltering income through offshore accounts. The Budget supports fair
tax enforcement by:

• Providing an increase of $300 million for efforts to investigate and seek criminal prosecution of
tax fraud and to examine more returns, particularly those involving abusive tax schemes (see
accompanying vignette).

• Proposing legislation in 2004 to allow IRS to employ private collection agents (PCAs) to help
collect known Federal tax debts and to pay PCAs from receipts. This legislation will help raise
$1.5 billion over the next 10 years and includes strong protections for taxpayer rights. Many
States and Federal agencies already use PCAs. For example, Treasury’s FMS used PCAs to
collect $73 million in non-tax debt in 2003.

REGULATING FINANCIAL INSTITUTIONS

The Office of the Comptroller of the Currency charters, regulates, and examines approximately
2,150 national banks and 53 Federal branches of foreign banks in the United States, accounting for
more than 56 percent of the Nation’s commercial banking assets. Likewise, the Office of Thrift Super-
vision charters, regulates, and examines approximately 936 thrifts with approximately $1 trillion in
assets. The mission of both agencies is to ensure a safe and sound and competitive national banking
and thrift system that supports the citizens, communities, and economy of the United States.

Supervising the Market for Housing Finance

The Administration has proposed broad reform of the supervisory system for Government-spon-
sored enterprises (GSEs) in the mortgage market: Fannie Mae, Freddie Mac, and the Federal Home
Loan Bank System. Part of this reform includes establishing a new safety and soundness regu-
lator for the housing GSEs in the Department of the Treasury, and providing this new regulator
and the Secretary with the appropriate authority to oversee effectively these large and complex
enterprises. The Administration’s proposal promotes both a strong, resilient financial system and
increased opportunities for affordable homeownership. (See the Credit and Insurance chapter in
Analytical Perspectives for a background discussion.)

FIGHTING THE FINANCIAL WAR ON TERROR

We will lead by example. We will work with the world against terrorism. Money is the lifeblood of terrorist
operations. Today, we’re asking the world to stop payment.

President George W. Bush
September 2001

Many Treasury offices combine their forces to combat terrorist financing. The Executive Office
for Terrorist Financing and Financial Crimes coordinates the U.S. process for designating and block-
ing the accounts of terrorists and those associated with financing terrorist activity, administers U.S.
sanctions policy, and helps strengthen U.S. and international anti-money laundering and counter ter-
rorist financing standards. The Terrorist Financing Unit of the Office of International Affairs works
to maintain the international coalition against the financing of terrorism, especially by working with
the Group of 7 Industrialized Nations (G-7) and International Financial Institutions (World Bank,
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International Monetary Fund, etc.). The Internal Revenue Service-Criminal Investigation Division,
the Financial Crimes Enforcement Network (FinCEN), and the Office of Foreign Assets Control all
help detect, disrupt, dismantle, and block terrorist financing operations.

IRS’s Special Agents are experts at gathering and analyzing complex financial information from
numerous sources and applying the evidence to tax, money laundering, and Bank Secrecy Act (BSA)
violations. They apply their training, skills, and expertise to support the national effort to combat
terrorism and participate in the Joint Terrorism Task Forces and similar interagency efforts focused
on disrupting and dismantling terrorist financing.

Locating and Returning Assets to the Citizens of Iraq

Since March of 2003, Treasury’s Executive Office for Terrorist Financing and Financial Crimes (EOTF/FC)
has led an interagency effort to identify, freeze, and repatriate assets held by or on behalf of Saddam Hussein
and his Ba’ath party supporters. To date, Treasury has frozen $1.9 billion in funds domestically that belonged
to the former Iraqi regime. Under EOTF/FC’s stewardship and with authority provided by the USA PATRIOT
Act, the United States was able to take title to these assets and return over $1.7 billion directly to Iraq for
reconstruction, administration, and humanitarian assistance and $207 million to the Development Fund for
Iraq (DFI). In addition, over $3 billion has been frozen outside the United States, with Treasury’s active
direction and involvement, of which over $500 million has been transferred to the DFI. All of this is part of the
larger effort to ensure that such funds are returned to the Iraqi people and not otherwise used to destabilize
Iraq, attack coalition forces, or support terrorists.

Perhaps the most visible and effective tactic of the comprehensive strategy has been public des-
ignation of terrorists and terrorist organizations. Since September 2001, the United States and our
allies have designated 345 terrorist related entities and frozen $139 million in terrorist assets in over
1,400 accounts worldwide. In addition, FinCEN’s unique role in linking the law enforcement and in-
telligence communities with financial institutions and regulators helps these entities uncover illegal
activities and schemes. The President’s Budget proposal provides FinCEN with resources to improve
information sharing between the financial services and law enforcement communities. FinCEN is
also enhancing its information systems to increase access to records filed under the BSA. Finally,
the bureau is educating and assisting industries not previously regulated under the BSA, including
precious metal, stone, and jewelry dealers and life insurance companies.

SAFEGUARDING OUR NATION’S CURRENCY

The United States Mint (Mint) and the Bureau of Engraving and Printing (BEP) are responsible
for ensuring that our Nation continues to produce the world’s most accepted currency. In commemo-
ration of the Louisiana Purchase and the Lewis and Clark expedition, the Mint will produce two new
designs on the nickel in 2004 and 2005. It is the first time in 65 years that the design of the five-cent
coin has been changed. One new design will feature a rendition of the original Indian Peace Medal
commissioned for Lewis and Clark’s expedition. The second will feature the boat that transported
members of the Lewis and Clark expedition through the rivers of the Louisiana Territory. Monticello
will return to the nickel in 2006. During 2005, the Mint will also roll out the next installment of the
popular 50 State quarters program, with quarters for California, Minnesota, Oregon, Kansas, and
West Virginia.
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United States Mint Director Henrietta Holsman Fore with Gerard Baker,
Superintendent, Lewis and Clark National Historic Trail, following the
unveiling of the Peace Medal design for the spring 2004 nickel.

During 2005, BEP will continue its efforts
to redesign our Nation’s currency to deter
counterfeiting efforts. BEP introduced the
new $20 note in October 2003, and will
introduce redesigned $50 and $100 notes
in late 2004 and 2005, respectively. These
notes will remain the same size and use
similar portraits and images to maintain their
unique and accepted appearance. BEP’s New
Currency program was rated effective by the
PART.

In 2004, the Administration will begin work
on a plan to merge some or all of Mint and BEP
functions to achieve significant cost savings
for taxpayers. The Treasury Department will
issue a merger plan that outlines these cost
savings by July 1, 2004.

PERFORMANCE EVALUATION OF SELECT PROGRAMS

The Budget continues to focus on improving program performance. Four Treasury programs were
reviewed for performance effectiveness using the Program Assessment Rating Tool (PART), which
evaluated the programs’ design and purpose, strategic planning efforts, how well they are managed,
and whether they are generating positive results for taxpayers. Below are some of the highlights
and recommendations from the PART evaluations. For further details on Treasury’s performance
assessments, see the White House budget website at www.whitehouse.gov/omb/budget/.

Program Rating Explanation Recommendation

Bureau of Public Debt
(BPD), Administering
the Public Debt

Effective The PART found that BPD
meets its annual performance
goals and improves its targets
for subsequent fiscal years, but
lacks long-term performance
goals.

As a result of the PART’s
conclusions, BPD developed
long-term performance goals
and established interim targets.

Bureau of Engraving
and Printing (BEP), New
Currency Manufacturing

Effective BEP’s New Currency
Manufacturing Program seeks
to efficiently produce a safe
and secure U.S. Currency. The
New Currency Program met
initial production and timeline
goals with the production of
the $20 note. The program has
adequate long-term targets
and timeframes and meets or
exceeds its annual goals.

BEP will closely monitor its
design and overhead costs
related to the manufacturing
of New Currency to ensure
the most efficient production
and distribution of future
denominations.
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Program Rating Explanation Recommendation

Financial Management
Service (FMS), Debt
Collection

Effective This program manages
the Government’s non-tax
delinquent debt portfolio by
providing central debt collection
operation services to Federal
agencies and States. The
program collected $3.1 billion
in delinquent debt in 2003. The
PART found that the program
has a clear purpose, is well
designed and managed, and
meets and exceeds its annual
performance targets.

The Budget proposes legislation
to increase and enhance debt
collection opportunities in
several areas. In addition, FMS
will develop a more ambitious
long-term performance
measure, set interim targets,
and take actions necessary to
achieve this long-term measure.

Internal Revenue
Service (IRS),
Submissions Processing

Results Not
Demonstrated

The program lacks outcome
goals and IRS does not yet have
full cost estimates for its various
activities.

Implementation of the Integrated
Financial System will allow IRS
to accurately calculate the full
costs of submissions processing
activities. IRS will develop short
and long-term outcome goals
for this activity.

UPDATE ON THE PRESIDENT’S MANAGEMENT AGENDA

The table below provides an update on Treasury’s implementation of the President’s Management
Agenda as of December 31, 2003.

Human Capital
Competitive

Sourcing
Financial

Performance E-Government
Budget and
Performance
Integration

Status

Progress

With the transfer of some of its major components to the new Department of Homeland Security in 2003,
Treasury revised its Strategic Plan and is developing a new Department-wide comprehensive human capital
strategic plan. Treasury’s near-term plan is to apply competition to roughly 4,500 positions to identify the
best service provider. Through the use of competitive sourcing the BEP has determined that a private sector
contractor is the most cost-effective choice for handling certain tour operations and the current Government
provider is best for providing machine parts support. Treasury had 60 material weaknesses in its accounting
systems at the close of 1998 and has diligently corrected these down to only nine at the close of 2003. The
Department secured an unqualified financial audit for the fourth year in a row, performed monthly three day
closes, and for the past two years, completed its accountability report in just 45 days after the end of the
year. While the Department has improved its business cases for information technology investments, the
IRS modernization effort has experienced continued delays and many systems still need to be certified and
accredited for security. The Department is also working to rationalize IRS’s budget structure and ensure that all
major programs have outcome and unit costs performance measures.
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DEPARTMENT OF THE TREASURY
(In millions of dollars)

Actual Estimate

2001 2003 2004 2005

Spending
Discretionary Budget Authority:

Internal Revenue Service .............................................. 9,003 9,845 10,200 10,674
Financial Management Service................................... 257 221 227 231
Bureau of Public Debt ..................................................... 184 190 174 175
Tax and Trade Bureau..................................................... 68 79 80 82
Financial Crimes Enforcement Network................... 38 52 57 65
Departmental Offices ...................................................... 265 253 240 240
Community Development Financial Institutions .... 118 75 61 48
Inspectors General........................................................... 132 135 140 143
Recoveries from Federal sources for settlement

of claims .......................................................................... — 279 — —
Other ..................................................................................... 267 107 — —
Subtotal, Discretionary budget authority ................. 10,332 10,678 11,179 11,658

Legislative Proposal .................................................... — — — 885
Total, Discretionary budget authority 1 .......................... 10,332 10,678 11,179 10,773

Total, Discretionary outlays ............................................... 9,823 10,517 11,124 10,850

Mandatory Outlays:
Payment where earned income credit exceeds

tax liability
Existing law .................................................................... 26,123 31,961 33,551 34,148
Legislative proposal .................................................... — — — 440

Payment where health care credit exceeds tax
liability
Existing law .................................................................... — 3 65 89
Legislative proposal .................................................... — — — 82

Payment where child credit exceeds tax liability ... 982 6,435 7,447 11,486
Treasury Forfeiture Fund

Existing law .................................................................... 282 222 248 251
Legislative proposal .................................................... — — — 251

All other ................................................................................ 3,051 5,310 2,906 3,983
Total, Mandatory outlays .................................................... 24,336 43,931 44,217 41,382

Total, Outlays (excluding Interest on the Debt) .......... 34,159 54,448 55,341 52,232

Credit activity
Direct Loan Disbursements:

Community Development Financial Institutions .... 9 10 10 10
Total, Direct loan disbursements ..................................... 9 10 10 10

Guaranteed Loan Commitments:
Air Transportation Stabilization Board....................... — 1,433 30 —

Total, Guaranteed loan commitments............................ — 1,433 30 —
1 For comparability, 2001 data reflect transfers related to the creation of the Department of Homeland Security.
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AT A GLANCE:

2006 Discretionary Budget Authority: $11.6 billion
(Increase from 2005: 4 percent)

Major Programs:

• Collecting taxes

• Managing and accounting for the public debt

• Administering Federal finances

• Combating financial crime and terrorist financing

• Regulating and supervising financial institutions

• Producing coins and currency

MEETING PRESIDENTIAL GOALS

Promoting Economic Opportunity and Ownership

• Reforming the tax code to make it simpler and fairer for average taxpayers.

• Ensuring a safe and sound banking system through regulation and supervision of banks and
thrifts.

• Promoting and coordinating efforts of Federal agencies and the private sector to increase finan-
cial literacy for all Americans.

Protecting America

• Combating terrorist financing and financial crime, especially through efforts of the new Office
of Terrorism and Financial Intelligence, which will provide a comprehensive approach to
Treasury’s contribution to the War on Terror.

Agency-specific Goals

• Producing the world’s most accepted coins and currency and ensuring the integrity of the U.S.
dollar.

Making Government More Effective

• Providing new tax enforcement initiatives to promote fair and equitable tax enforcement and
increase revenue.

249
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MEETING PRESIDENTIAL GOALS—Continued

• Reducing paper processing as more people file electronically with the Internal Revenue Service.

• Consolidating the Community Development Financial Institutions Fund with other community
and economic development programs.

• Focusing Internal Revenue Service customer service on telephone and Internet and away from
walk-in service centers.
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PROMOTING ECONOMIC OPPORTUNITY AND OWNERSHIP

President Bush has brought tax relief to Americans in each year since 2001 and is working on mak-
ing this tax relief permanent while reforming the complex tax system. The President has appointed
a bipartisan panel to advise the Secretary of the Treasury on options to reform the tax code. The re-
port that the panel will present this year should help move the Nation toward a simpler, fairer, more
pro-growth system, which recognizes the importance of home ownership and charity to American
society. Meanwhile, the Internal Revenue Service (IRS) is working to make it easier for taxpayers
to comply with Federal income tax rules. Taxpayers used the IRS.gov website 739 million times in
2004 to download forms and publications, up 32 percent from 2003. Electronic filing, which is faster,
easier, and far less prone to error than paper filing, increased by 16 percent in 2004 to more than 61
million individual tax returns. IRS estimates that 68 million, or half of all individual returns will be
electronically filed in 2005.

Need Customer Assistance?

Treasury’s Office of the Comptroller of the Currency (OCC) as-
sists consumers in resolving complaints about national banks and
the credit cards issued by those banks. By resolving consumer
complaints, OCC returned $4.4 million in fees and charges to
national bank customers last year. You can contact OCC’s Cus-
tomer Assistance Group toll-free by telephone, 1–800–613–6743,
or by e-mail at Customer.Assistance@occ.treas.gov. For more
information about the OCC’s Customer Assistance Group,
including information on how to file a formal complaint against
a national bank, visit OCC’s Customer Assistance web page at
www.occ.gov/customer.htm.

A healthy banking system is fundamental to a strong national economy. Treasury maintains the
health of the national banking and thrift system through the Office of the Comptroller of the Cur-
rency (OCC) and the Office of Thrift Supervision (OTS). OCC and OTS conduct on-site examinations
and regulate financial institutions to ensure that institutions are properly capitalized and soundly
managed. In addition, OCC and OTS ensure that bank and thrift customers have fair access to
financial services by examining banks and thrifts for compliance with consumer banking laws. Fi-
nally, OCC and OTS act in conjunction with the Financial Crimes Enforcement Network (FinCEN)
to enforce laws and regulations that prevent banks and thrifts from allowing criminals to launder
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PROMOTING ECONOMIC OPPORTUNITY AND OWNERSHIP—Continued

money through their institutions. In the next few years, the banking regulators will work on updat-
ing international uniform safety and soundness standards for banking institutions.

The Administration will again propose broad reform of the supervisory system for Government-
sponsored enterprises (GSEs) in the mortgage market: Fannie Mae, Freddie Mac, and the Federal
Home Loan Bank System. Part of this reform includes establishing a new safety and soundness
regulator for the housing GSEs with powers comparable to other world-class financial regulators,
and with the stature and resources necessary to carry out its responsibilities. The Budget places this
new regulator in the Department of the Treasury. The Administration’s proposal promotes a strong,
resilient financial system and increased opportunities for affordable homeownership. (See the Credit
and Insurance chapter in the Analytical Perspectives volume for a background discussion.)

Treasury’s Office of Financial Education contributes to the Administration’s pro-growth agenda
by equipping Americans with the knowledge needed to improve management of their finances. The
2006 Budget continues its commitment to the Office of Financial Education, which facilitates private
sector efforts to raise the level of financial literacy of Americans. Treasury coordinates the financial
education efforts of 20 Federal agencies.
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PROTECTING AMERICA

The Power of Sanctions: The Commercial Bank of Syria

In 2004, analysts and investigators from the Financial
Crimes Enforcement Network, the Office of Foreign
Asset Control, and the Internal Revenue Service Criminal
Investigation division identified the Commercial Bank of
Syria as an acute financial threat. The Commercial Bank
of Syria served as a haven for the laundering of proceeds
generated from violations of United Nations (UN)
sanctions against the Saddam Hussein regime in Iraq
and the UN’s Oil For Food program in Iraq, and retained
these proceeds in contravention of international law.
Moreover, terrorists and their supporters used the bank
and suspicious transactions were processed without
oversight. On May 11, 2004, Treasury designated the
Commercial Bank of Syria a “primary money laundering
concern” under the USA PATRIOT Act. This designation
exposed the bank to potentially serious countermea-
sures, including cutting the bank off entirely from the U.S.
financial system. Since May, the Government of Syria
has sought to avert such countermeasures by entering
into negotiations with Treasury aimed at bringing the
country into compliance with international anti-money
laundering standards.

The President’s Budget commits over $100 million to Treasury’s efforts to protect America through
detecting and stopping financial crimes, money laundering, and terrorist financing. The Office of
Terrorism and Financial Intelligence (TFI) fully integrates the operations and assets of the Office
of Terrorist Financing and Financial Crime (TF/FC), the Office of Foreign Assets Control (OFAC),
the Financial Crimes Enforcement Network (FinCEN), the Office of Intelligence and Analysis (OIA),
and the Treasury Executive Office for Asset Forfeiture (TEOAF). The aims of the consolidated TFI
organization are safeguarding the financial system against illicit use and wielding Treasury’s array
of economic tools against rogue nations, terrorist facilitators, money launderers, drug kingpins, and
other national security threats. TFI is divided into two functional areas: intelligence and enforce-
ment. OIA provides focused and operable intelligence in support of the Department’s mission and
policies. TFI’s enforcement responsibilities—executed by the TF/FC, OFAC, and FinCEN—include
designating and freezing the accounts of terrorists, drug kingpins, and their support networks; im-
plementing U.S. sanctions policy; administering and enforcing the Bank Secrecy Act (BSA); linking
law enforcement agencies with financial institutions to uncover illegal activities and schemes; and
helping strengthen U.S. and international standards to prevent money laundering and terrorist fi-
nancing. Finally, TFI provides policy guidance for IRS’ Criminal Investigation’s expert investigators
in their anti-money laundering, terrorist financing, and financial crimes cases.

2006



254 DEPARTMENT OF THE TREASURY

PROTECTING AMERICA—Continued

Internal Revenue Service Criminal Investigation (IRS-CI) division
special agents display possible hawala symbols found stamped on U.S.
currency seized from Saddam Hussein upon his capture. Hawala is an
informal funds-transfer system sometimes used by money launderers
and terrorist financiers.

One of the most visible and effective tactics
of the comprehensive strategy has been
public designation of terrorists and terrorist
organizations. Since September 2001, the
United States and our allies have designated
397 terrorist-related entities and frozen nearly
$147 million in terrorist assets worldwide.

IRS’ special agents are experts at gathering
and analyzing complex financial information
from numerous sources and applying the
evidence to tax, money laundering, and BSA
violations. These agents apply their training,
skills, and expertise to support the national
effort to combat terrorism and participate in
the Joint Terrorism Task Forces and similar
interagency efforts focused on disrupting and
dismantling terrorist financing.
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AGENCY-SPECIFIC GOALS

In 2005, there will be a new face on the
Nation’s nickel. It will still be President
Thomas Jefferson, but unlike we have
ever seen him before.

The U.S. Mint (Mint) and the Bureau of Engraving and Printing
(BEP) are responsible for ensuring that our Nation continues to pro-
duce the world’s most accepted coin and currency. At the end of 2005,
the Mint will end its highly successful production of nickels in com-
memoration of the bicentennials of the Louisiana Purchase and the
Lewis and Clark expedition. All nickels issued in 2006 will bear the
likeness of Thomas Jefferson on one side, and an image of Monticello
on the other side. During 2006, the Mint will also roll out the next
installment of the popular 50 State quarters program, with quarters
for Nevada, Nebraska, Colorado, North Dakota, and South Dakota.

During 2006, BEP will continue to focus its resources on produc-
ing the most secure currency for the Nation. BEP will pursue the
redesign of the $100 note as part of its current multi-year initiative
to implement the most ambitious currency redesign in U.S. history.

The planned redesign of the $100 note follows successful redesigns of the $20 and $50 notes with
subtle background colors and other counterfeit deterrence features. A redesigned $10 note will be in
production and introduced into circulation in 2005.

2006



256 DEPARTMENT OF THE TREASURY

MAKING GOVERNMENT MORE EFFECTIVE

Treasury is working to reduce duplicative programs and maximize the efficiency of all its bureaus.
For example, IRS officials are working to increase the effectiveness of their programs by helping to
bring about fairer and more efficient tax compliance at a lower cost. The Budget invests $265 mil-
lion in new initiatives for these programs. This investment will provide additional audits, collection
efforts, and tax fraud enforcement to increase revenue and promote compliance.

Enforcement Revenue

Source: IRS.
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To attack tax evasion most effectively, IRS
is targeting its enforcement resources on
high-risk taxpayers such as those potentially
involved in abusive trusts or offshore tax
evasion schemes. This focus on higher risk
taxpayers has resulted in increased audits
on higher income individuals and businesses.
Audits of high-income taxpayers—those
earning $100,000 or more—topped 195,000 in
2004, a 40-percent increase from 2003 and a
74-percent increase from 2002. Audits of the
largest businesses—those corporations with
assets of $10 million and over—climbed to
9,560, up 34 percent from 2003. One in six of
these large corporations were audited in 2004.
One sign of the success of this crackdown on

tax evasion is the increase in revenue resulting from enforcement actions, which reached a record
$43 billion in 2004 (see accompanying chart).

The American Jobs Creation Act of 2004 included an important new tax enforcement tool. Like
many States and other Federal agencies, IRS will now be able to hire private collection contractors
to supplement its own collection staff ’s efforts to ensure that all taxpayers pay what they owe. The
legislation ensures contractors respect taxpayer rights. Treasury estimates these contractors will
increase delinquent tax collections by at least $1.4 billion over the next 10 years.

IRS has already achieved impressive successes in productivity improvements. Since 2002, IRS
has improved its productivity in tax collection (by telephone and mail) and correspondence audits
by more than 15 percent. The Budget proposes to streamline IRS’ taxpayer service programs by
reducing dependence on walk-in service centers and increasing reliance on more efficient telephone
and Internet service. This proposal was developed, in part, as a result of a 2004 Program Assessment
Rating Tool analysis of taxpayer service.

The Federal Government is working with the States to make filing taxes easier by providing more
forms that can be filed electronically. The Budget funds the Modernized E-File Project at an esti-
mated $56 million, which has demonstrated success over the past several years.

Electronic filing also benefits the Government through reduced processing costs. The Budget in-
cludes a legislative proposal to increase the Secretary of the Treasury’s authority to mandate elec-
tronic filing from businesses and tax exempt organizations. This measure will assist the IRS in
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The Number of Individuals Filing
Electronically Has Steadily Increased

Source: IRS.
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moving to its goal of receiving 80 percent of
all tax returns electronically. A corresponding
decrease in the cost of paper processing is re-
flected in the Budget. In addition to improving
efficiency, access to electronic tax data will
improve IRS’s ability to track organizations
that finance terrorism.

The IRS is also continuing its efforts to
improve operations and lower costs by adapting
best practices from the private sector. By
successfully competing against contractor
offers, teams of IRS employees found better and
cheaper ways to do their jobs, which will save
the Government and taxpayers $185 million
over five years.

In addition to easing the filing burden on taxpayers, the Department of the Treasury is improving
its payments and collections processes and moving toward an “all-electronic Treasury.” Treasury ad-
ministers the Government’s payments and collections systems through the Financial Management
Service (FMS). In 2004, FMS issued over 705 million electronic payments and 235 million paper
checks. FMS annually issues over 940 million non-Defense payments, valued at $1.5 trillion, includ-
ing Social Security benefits, tax refunds, and veterans’ benefits. Streamlining the payments and col-
lections processes and continually investing in state-of-the-art technology is integral in processing
these payments and collections accurately, timely, and more safely and securely for the taxpayer.

The high-tech laser printers (shown above) FMS uses at its Regional
Financial Centers to print benefit and tax refund checks are capable of
producing more than 60,000 checks per hour. Still, there’s no comparison
to the efficient, safe, and secure transfer of funds capable with the push
of a button, as shown in the photo on the right. The Federal Government
saves 62 cents for every check converted from paper to electronic format.
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MAKING GOVERNMENT MORE EFFECTIVE—Continued

The Budget provides funding for FMS’ electronic initiatives, such as: Pay.gov, which is a Govern-
ment-wide web portal to collect non-tax revenue electronically; Paper Check Conversion, which con-
verts checks into electronic debits thereby moving funds more quickly; and Stored Value Cards, which
directly support military operations overseas. FMS also collects the Government’s non-tax delinquent
debt such as: loans owed to the Government, fines or penalties assessed by an agency, and overpay-
ments made by Federal agencies. FMS collected $3 billion in non-tax delinquent debt in 2004.

In 2006, The Bureau of Public Debt (BPD) will continue its efforts to improve the efficiency of the
securities services it offers to retail investors. The cornerstone of this effort is BPD’s new Treasury-
Direct system, which, when fully implemented, will enable investors to purchase and manage all of
their Treasury securities holdings online through a single portfolio account. The system currently
offers both Series I and EE savings bonds in electronic form and holds more than $1.3 billion in more
than 250,000 accounts.

The Alcohol and Tobacco Tax and Trade Bureau (TTB) is responsible for the regulation of the al-
cohol and tobacco industries, and the collection of approximately $15 billion annually in alcohol,
tobacco, firearms, and ammunition excise taxes. TTB protects the consumer by ensuring that alcohol
beverages are labeled, advertised, and marketed in accordance with the law, facilitates the import
and export trade in beverage and industrial alcohols, promotes voluntary tax compliance, and en-
forces the provisions of the Federal Alcohol Administration Act. In 2006, TTB anticipates receiving
and screening more than 100,000 label applications, more than 400,000 tax returns and operational
reports, and more than 4,000 applications for permits to enter the alcohol and tobacco industries. In
2006, TTB will process an estimated 16 percent of its label applications electronically, up from just
three percent in 2003. The Budget proposes to establish user fees to cover the costs of TTB’s regula-
tory functions under its Protect the Public line-of-business. The new user fees include filing fees for
Certificate of Label Approvals, proposed formulas, and permit applications. The industry should pay
for the benefits it receives from TTB’s regulatory efforts.

The 2006 Budget proposes to consolidate the Community Development Financial Institutions Fund
into a new economic and community development program to be administered by the Department of
Commerce. The new program would be designed to achieve greater results and focus on communities
most in need of assistance. Treasury will continue to oversee the New Markets Tax Credit program.
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Update on the President’s Management Agenda

The table below provides an update on the Department of the Treasury’s implementation of the
President’s Management Agenda as of December 31, 2004.

Human Capital
Competitive

Sourcing
Financial

Performance E-Government
Budget and
Performance
Integration

Status

Progress

Arrow indicates change in status since evaluation on September 30, 2004.

Treasury has strengthened its management and is working to achieve results at all its bureaus. Treasury
implemented a new Department-wide comprehensive human capital strategic plan and accountability system,
setting the stage for continued progress in narrowing skills gaps, establishing leadership succession strategies,
and ensuring that employees are held accountable for results. As a result of competitive sourcing studies, the
Treasury Department anticipates savings of $185 million over the next five years. IRS employees developed an
efficient organization plan. The Department has a strong competitive sourcing plan to generate more savings
over the next year. In financial performance, Treasury received a clean audit opinion on its financial statements
for the fifth year in a row, performed monthly three-day closes, and for the past three years, completed its
accountability report in just 45 days after the end of the fiscal year. In addition, the Department has improved
the security of its information technology systems and is improving its capital planning process. This year the
Department will focus its efforts on developing an Enterprise Architecture and ensuring that its information
technology projects are within 10 percent of cost, schedule, and performance goals. Finally, the Department
improved its budgeting by reporting the full cost of program performance.

Initiative Status Progress

Eliminating Improper Payments

In 2005, an estimated 22 million families will receive $39 billion in Earned Income Tax Credit (EITC) payments to
reward work and lift them out of poverty. Unfortunately, due to mistakes and fraud, more than one EITC dollar in
four is paid in error. The IRS is piloting new strategies, such as qualifying child certification, to target the most
significant causes of error. (Because this is the first quarter that agency efforts in the Eliminating Improper
Payments Initiative were rated, progress scores were not given.)
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Department of the Treasury
(In millions of dollars)

Estimate2004
Actual 2005 2006

Spending
Discretionary Budget Authority:

Internal Revenue Service .................................................................................. 10,185 10,236 10,679
Financial Management Service....................................................................... 228 229 236
Departmental Offices .......................................................................................... 240 220 232
Bureau of Public Debt ......................................................................................... 174 174 177
Inspectors General............................................................................................... 140 144 150
Tax and Trade Bureau:

Existing law ........................................................................................................ 80 82 62
Legislative proposal ........................................................................................ — — 29

Financial Crimes Enforcement Network....................................................... 58 72 74
Community Development Financial Institutions Fund ............................. 63 56 8
All other .................................................................................................................... 497 6 5

Total, Discretionary budget authority ................................................................. 10,671 11,207 11,642

Total, Discretionary outlays ................................................................................... 10,591 11,412 11,755

Mandatory Outlays:
Payment where earned income exceeds liability for tax:

Existing law ........................................................................................................ 33,134 33,790 34,132
Legislative proposal ........................................................................................ — — 81

Payment where child credit exceeds liability for tax:
Existing law ........................................................................................................ 8,857 13,516 13,180
Legislative proposal ........................................................................................ — — 34

Payment where health care credit exceeds liability for tax:
Existing law ........................................................................................................ 82 91 103
Legislative proposal ........................................................................................ — — 99

Interest payments on advances to the black lung disability fund
trust fund:
Existing law ........................................................................................................ 651 675 696
Legislative proposal ........................................................................................ — — 3,343

User fees Tax and Trade Bureau:
Legislative proposal ........................................................................................ — — 29

Continued Dumping and Subsidy Offset Act:
Existing law ........................................................................................................ 214 293 1,608
Legislative proposal ........................................................................................ — — 1,608

Internal revenue collections for Puerto Rico:
Existing law ........................................................................................................ 336 404 303
Legislative proposal ........................................................................................ — — 56

All other .................................................................................................................... 2,672 2,160 2,354
Total, Mandatory outlays ........................................................................................ 44,644 45,259 41,336

Total, Outlays .............................................................................................................. 55,235 56,671 53,091

Credit activity
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Department of the Treasury—Continued
(In millions of dollars)

Estimate2004
Actual 2005 2006

Direct Loan Disbursements:
Community Development Revolving Loan Fund ....................................... 7 7 —

Total, Direct loan disbursements ......................................................................... 7 7 —

Guaranteed Loan Commitments:
Air transportation stabilization fund ............................................................... 30 — —

Total, Guaranteed loan commitments................................................................ 30 — —
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Since 2001, the Administration:

• Blocked the assets of 428 terrorist-related individuals and entities and 18 weapons of
mass destruction proliferators worldwide;

• Increased collections of delinquent tax debt from $34 billion in 2001 to $47 billion in
2005, an increase of 38 percent;

• Safeguarded our Nation’s currency through improved measures against counter-
feiting;

• Increased the percentage of Treasury payments to individuals and businesses made
electronically from 72 percent to 76 percent in 2005; and

• Facilitated increased electronic filing of tax returns from 31 percent in 2001 to 51
percent in 2005.

The President’s Budget:

• Provides the resources necessary for the Department of the Treasury to fight the War
on Terror by disrupting the support structures of terrorists and proliferators of weapons
of mass destruction;

• Promotes economic opportunity and job creation by ensuring the ability of the
Treasury to develop economic and tax policies that encourage savings, investment,
and ownership;

• Maintains the tax enforcement funding increase provided in 2006 to improve tax
compliance;

• Makes targeted changes in the tax code to improve tax enforcement; and

• Creates a new office to assess the dynamic economic effects of major tax policy
proposals.

227
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FOCUSING ON THE NATION’S PRIORITIES

Fighting the War on Terror

Overall, the budget priorities for the Treasury reflect the Department’s dedication to promoting
economic opportunity and job creation through lower, fairer taxes, strengthening natural security,
and exercising fiscal discipline, and steadily improving the Department’s operations to ensure it
remains a world-class organization. In recent years, this Nation has become sharply cognizant of
the fact that a country must be secure in order to be prosperous—the constant goal of the Treasury.
Fighting the financial war on terror is therefore a top priority of the President’s Budget.

The President’s Budget places a priority on funding Treasury’s efforts to detect and disrupt
terrorist financing, the proliferation of weapons of mass destruction (WMD), narco-trafficking,
money laundering, and other financial crimes. Through the Office of Terrorism and Financial
Intelligence (TFI), Treasury gathers, analyzes, and produces financial intelligence about these
threats and wields its economic authorities and influence to undermine these threats at home and
abroad. TFI has achieved many successes in the past year, including:

• designating and financially isolating front companies, non-governmental organizations, and
facilitators supporting terrorist organizations, such as al Qaeda, Jemaah Islamiyah, and
Egyptian Islamic Jihad;

• striking a deep blow against the illicit financial networks of North Korea;

• implementing financial sanctions against Iranian, North Korean, and Syrian facilitators of
WMD proliferation; and

• destabilizing the financial empire of the Rodriguez Orejuela drug lords in Colombia.

The 2007 Budget provides critical funding to expand the Department’s tools and efforts in the War
on Terror.

TFI’s Office of Foreign Assets Control (OFAC) administers and enforces economic and trade
sanctions based on U.S. foreign policy and national security goals against targeted foreign countries,
terrorists, international narcotics traffickers, and proliferators of WMD. Since 2001, the United
States has designated 428 terrorist-related individuals and entities; 320 of these designations have
been carried out in coordination with our allies and designated at the United Nations as well. In
addition, since June 2005, OFAC has prepared evidentiary packages related to the designations of
18 WMD-related entities worldwide. The Budget provides additional resources for OFAC to monitor
and update existing designations and track the development of new support structures and funding
sources.

TFI’s Financial Crimes Enforcement Network (FinCEN) helps to safeguard the United States’
financial system from the abuses of financial crime, including terrorist financing, money laundering,
and other illicit activity. This is accomplished primarily through the Bank Secrecy Act that requires
financial institutions to report on financial transactions such as suspicious activities that may be
indicative of financial crimes. FinCEN also supports law enforcement, intelligence, and regulatory
agencies through sharing and analysis of financial intelligence, and building global cooperation with
financial intelligence units (FIUs) in other countries. FIUs collect information on suspicious financial
activity from the financial industry in their countries and make it available to appropriate national
authorities and other FIUs for use in combating terrorist funding and other financial crime. As part
of such efforts, and as the United States’ FIU, FinCEN hosted the 10th Anniversary Plenary meeting
of the Egmont Group of FIUs, which now has 101 nations participating as members. In addition,
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Attacking Proliferators of WMD

On June 28, 2005, the President signed Executive Order 13382, authorizing Treasury to target key nodes of
WMD proliferation networks, including their suppliers and financiers. A Treasury designation cuts the target
off from access to the United States’ financial and commercial systems and puts the international community
on notice about these dangerous entities. Based on evidentiary packages prepared by OFAC, the President
designated eight entities in North Korea, Iran, and Syria for sanctions. Continuing investigations by OFAC
then resulted in the designation of eight additional North Korean entities and two additional Iranian entities.
These actions have exposed key players in the support structures of proliferation networks and impeded
their access to the world’s financial and business sectors. OFAC continues to investigate potential WMD
targets worldwide.

over the last year, FinCEN strengthened oversight of Bank Secrecy Act compliance by establishing
41 information sharing agreements, to include agreements with 35 States.

Based on findings in a Program Assessment Rating Tool (PART) analysis, FinCEN is making
efforts to improve the efficiency of its collection, retrieval, and sharing of information collected under
the Bank Secrecy Act by tracking the number of major filers of information (e.g., large banks) that
submit information electronically against ambitious targets. And in the future, FinCEN is going
to begin measuring the quality of information provided through new analysis of information filed
and by surveying users of its new online information sharing environment—BSA Direct—to ensure
users are receiving needed information in a timely manner and that the information is helpful, and
determine if there are any problems with the information and format. The 2007 Budget provides
additional resources to FinCEN to streamline data processing and enhance its e-filing capabilities
to increase the ease of compliance with regulations and improve its abilities to track users’ needs.

TFI’s Office of Intelligence and Analysis (OIA) was created to focus expert analytical resources
on the financial and other support networks of terrorists, WMD proliferators, and other key
national security threats. Over the past year, OIA has assumed an increasingly important role
in Treasury’s efforts to combat national security threats in Iran, Syria, and North Korea. OIA’s
top strategic priority is to provide policymakers with relevant intelligence and expert analysis to
support policy formulation and carry out Treasury’s role in the War on Terror. Other OIA strategic
priorities include providing intelligence support to senior Treasury officials on the full range of
economic and political issues and communicating with other members of the Nation’s Intelligence
Community. The 2007 Budget provides funding to OIA to increase its analytical capacity and for
critical infrastructure improvements, to ensure the Department has a reliable and secure system
to receive and share intelligence information and comply with applicable information sharing
directives promulgated by the Director of National Intelligence.

TFI’s Office of Terrorist Financing and Financial Crime (TFFC) develops counterterrorism
financing and anti-money laundering policy and initiatives at home and abroad. TFFC, along with
interagency counterparts, has been a driving force behind the worldwide propagation of strong
anti-money laundering standards via the Financial Action Task Force (FATF), the preeminent
international body on money laundering issues. Over the past two years, critical new coun-
tries—from North Africa to the Persian Gulf region to Eurasia—have joined FATF-style regional
bodies, and more than 150 nations have now committed themselves to adopting FATF’s standards
and to being evaluated against them. The Budget continues the Administration’s support of TFFC’s
efforts to engage foreign countries and international organizations to identify and target entities
that fund terrorist and other criminal activity.
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FOCUSING ON THE NATION’S PRIORITIES—Continued

TFI also works with the Office of International Affairs to direct overseas specialists who promote
sound and secure financial systems in countries such as Iraq, Afghanistan, and India. In addition,
TFI provides policy guidance for the Internal Revenue Service’s (IRS’) Criminal Investigation staff.
These IRS special agents are experts at gathering and analyzing complex financial information
from numerous sources and applying the evidence to tax, money laundering, and Bank Secrecy
Act violations. These agents support the national effort to combat terrorism and participate in the
Joint Terrorism Task Forces and similar interagency efforts focused on disrupting and dismantling
terrorist financing. The Budget continues to support these critical efforts.

Strengthening Financial Institutions

Treasury maintains the health of the national banking and thrift system through the Office of the
Comptroller of the Currency (OCC) and the Office of Thrift Supervision (OTS). OCC charters, regu-
lates, and examines approximately 1,930 national banks and 51 Federal branches of foreign banks
in the United States, accounting for more than $5.8 trillion in assets, or 67 percent, of the Nation’s
commercial banking assets. Likewise, OTS charters, regulates, and examines approximately 866
thrifts with approximately $1.43 trillion in assets. OTS also provides for the registration, exam-
ination, and regulation of approximately 486 savings and loan holding company enterprises with
consolidated assets of over $7 trillion. The mission of both agencies is to ensure a safe, sound, and
competitive national banking and thrift system that supports the citizens, communities, and econ-
omy of the United States. On-site examinations ensure that institutions are properly capitalized and
soundly managed; customers have fair access to financial services through institutional compliance
with consumer banking laws; and institutions are complying with the Bank Secrecy Act and other
laws that prevent banks and thrifts from allowing criminals to launder money or provide terrorists
with financing through financial institutions. PART analyses of OCC’s and OTS’ oversight of banks
and thrifts have shown that they contribute to the safety and soundness of the banking and thrift
industry. In response to the PART, they are working with other Federal financial regulators to better
align outcome goals to allow for greater comparison of program performance in the industry.

In coordination with other regulatory agencies, OCC and OTS issued interagency guidance in
2005 on a wide variety of specific topics, such as customer identification program requirements;
the provision of services to foreign embassies and foreign political figures; and information sharing
requirements under the USA PATRIOT Act. To address the specific issue of examination consistency,
the agencies issued examination procedures that provide valuable guidance to both examiners and
the banking industry. Additionally, in furtherance of their commitment to the efficient and effective
management of their agencies and the tenets of the President’s Management Agenda, in 2006, OCC
and OTS will implement a performance measure to gauge the total cost of supervision relative to
each $100,000 in assets regulated.

During 2007, OCC and OTS will continue to monitor the health of the banking industry and ensure
it is sufficiently capitalized through risk-based examinations of institutions, and will also strive to
reduce regulatory burden on institutions. OCC and OTS will continue to combat fraud and money
laundering and protect the integrity of the financial system by building upon the success of the com-
mon examination procedures, guidance, and outreach programs. In addition, they will help address
the banking industry’s needs and issues brought about by Hurricanes Katrina and Rita and will
work with other Federal agencies to monitor the long-term economic impact of the hurricanes and
take appropriate bank supervisory actions. The work of OCC and OTS will continue to be funded by
the entities they regulate, without appropriations from the Congress. In 2007, OCC will spend an
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estimated $605 million and OTS will spend an estimated $221 million on the supervision, regulation,
and chartering of banks and thrifts.

Response to Hurricane Katrina

The Treasury Department assisted victims of Hurricane Katrina in a number of ways. The IRS granted tax
filing and payment relief to all affected taxpayers, provided nearly 5,000 IRS employees to help the Federal
Emergency Management Agency (FEMA) register hurricane victims on a dedicated toll-free disaster phone
line, and provided a special information section on the IRS website. The Financial Management Service also
responded by issuing 1.3 million FEMA disaster assistance payments valued at $2.6 billion, establishing a
debit card program that issued 11,374 FEMA Assistance Cards valued at $22.7 million to evacuees in three
Texas cities, and by providing guidance and relief to financial institutions in cashing Treasury checks for
hurricane victims.

The Budget supports the Administration’s continuing efforts to make multilateral development
banks more efficient and effective and to improve the ability of debt-vulnerable poor countries to
manage their debt. For more information, see the Department of State and Other International Pro-
grams Chapter.

Securing the Nation’s Currency

The 2006 Return to Monticello nickel bears a
forward-facing President Thomas Jefferson.

The United States Mint and the Bureau of Engraving
and Printing (BEP) are responsible for ensuring that our
Nation continues to produce the world’s most accepted coin
and currency. In 2006, the United States Mint will introduce
new 24-karat gold bullion coins. These gold bullion coins
will complement the popular 22-karat American Eagle gold
bullion coins, and will give investors a second U.S.-produced
option in the global precious metal market. In 2007, the
popular 50 State Quarters® Program will introduce quarters
representing Montana, Washington, Idaho, Wyoming, and
Utah.

During 2007, BEP will continue its efforts to design and
manufacture the most secure currency for the Nation. The
current plan includes introducing the new design of the $100
note in 2007, as part of its ambitious multi-year initiative to
redesign and enhance the security of U.S. currency. The re-
design of the $100 note follows the introduction of the redesigned $10 note in 2006. A PART review
of the New Currency program found that the BEP was successful in meeting its production and time-
line goals for the rollout of the new $20 note. BEP also will continue to work with the Advanced
Counterfeit Deterrent Steering Committee to assess the impact of new currency on counterfeiting
performance measures across Government.

2007



232 DEPARTMENT OF THE TREASURY

RESTRAINING SPENDING AND MANAGING FOR RESULTS
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Percent of Taxpayers Filing ElectronicallyIn recent years, IRS has seen a significant
shift in the ways Americans seek service.
Fewer taxpayers are choosing to write or
call, and even fewer taxpayers are using
the walk-in taxpayer service centers, down
28 percent since 2003. Instead, more and
more Americans are using electronic services,
especially the IRS internet site. In 2007, IRS
will continue focusing efforts on providing
taxpayer service through these more effi-
cient automated methods. This approach is
consistent with the follow-up actions of the
2004 PART analysis of this program. Thanks
to investments in technology, taxpayers can
now access a vast amount of information
on the IRS website (www.irs.gov), including
frequently asked tax law questions and tax publications. For example, in 2005, 22 million taxpayers
checked on their refund status using the IRS’ internet based Where’s My Refund? tool. They also
can use automated features found at 1–800–829–1040 to answer tax questions. In addition, IRS
has deployed a nationwide Internet Employer Identification Number to reduce the burden for
businesses that file electronically and reduce total processing time required for processing accurate
tax information.

The 2007 Budget funds continued investments in IRS technology modernization that support im-
provements in electronic filing options for taxpayers, tools to help IRS manage private debt collectors,
and continued work to replace IRS’ antiquated core taxpayer databases. IRS is revising its modern-
ization strategy to emphasize incremental release of projects to deliver business value sooner and at
lower risk.

IRS continues to achieve savings and improve service through increased electronic filing (see ac-
companying chart). The free e-filing website, www.irs.gov/app/freefile/welcome.jsp, reduces burden
and costs to taxpayers. Electronic filing is fast, easy, and far less prone to error than paper-filed
returns. In addition, electronic filing saves the Government on average more than $2 per return.

In response to PART assessments on several tax enforcement programs, IRS is setting a long-term
goal for improving tax compliance. IRS will improve voluntary compliance from the 83.5-percent
level found in its 2001 study to 85 percent by 2009. IRS will achieve this improvement through

IRS Partners with Volunteer Organizations to Produce Better Service for the American Taxpayer

IRS outreach programs, conducted under the Volunteer Income Tax Assistance and Tax Counseling for
the Elderly grant programs, offer free tax preparation services for low-income, elderly, and limited English
proficient individuals and families, and persons with disabilities. There are currently 14,000 volunteer tax
preparation sites nationwide. In the past five years, IRS has doubled the number of volunteer-prepared tax
returns to more than two million. In 2005, IRS received the Connect America Partner of the Year Award,
presented each year at the National Conference on Community Volunteering and National Service. IRS is
the first Federal agency to receive the award.
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targeted changes in the tax code, emphasizing tax enforcement and, as described earlier, focusing on
automated taxpayer service tools and technology investments to increase productivity.
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The Budget proposes improvements in the
tax law to help address the tax gap, which is the
gap between taxes voluntarily paid on time and
total taxes owed. These improvements include
expanding third-party information reporting
to include Government payments for goods
and services, as well as debit and credit card
reimbursements paid to merchants; clarifying
joint liability for employee leasing companies
and their clients; expanding IRS’ authority to
impose penalties on paid tax return preparers
who help facilitate the filing of improper
returns; and expanding IRS’ authority to issue
levies to collect employment tax debts prior to
completing all administrative hearings. These
changes are carefully targeted to areas where

research shows significant compliance problems and where improvements can be made with as
little burden on taxpayers as possible. The changes are part of the Administration’s broader focus
on finding appropriate ways to address the tax gap.
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Enforcement Revenue
Billions of dollars

IRS continues its emphasis on increasing
tax enforcement revenues, and has increased
the collections of delinquent tax debt by 38
percent, from $34 billion in 2001 to $47 billion
in 2005 (see accompanying chart). The Budget
maintains the enforcement funding increase
provided in 2006 to continue this success. The
effort includes an aggressive campaign to stop
promoters and taxpayers from marketing and
buying abusive tax shelters, transactions that
serve no purpose other than to reduce taxes.
This has included a tough but balanced series
of settlement initiatives to close illegal tax
shelters, which, in the case of one type of tax
shelter, brought in close to $4 billion in taxes,
interest, and penalties.

IRS had also targeted unprofessional and unethical behavior by tax practitioners with a revitalized
oversight program by its Office of Professional Responsibility. Partnering with the Department of
Justice, the IRS’ aggressive promoter examination program has produced a goldmine of information
on abusive tax shelters, particularly lists of investor/taxpayers that have engaged in abusive deals.

The Department of the Treasury is also improving its payments and collections processes and
moving toward an all-electronic Treasury. Treasury administers the Government’s payments and
collections systems through the Financial Management Service (FMS). FMS issues 85 percent of
the Government’s payments, valued at $1.5 trillion annually, including Social Security benefits, tax
refunds, and veterans’ benefits. In 2005, FMS issued 725 million electronic payments (20 million
more than in 2004) and 227 million paper checks.
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RESTRAINING SPENDING AND MANAGING FOR RESULTS—Continued

To increase the use of direct deposit, FMS began a nationwide campaign called Go Direct to
encourage current Federal check recipients to switch to direct deposit. Direct deposit represents a
significant savings over paper checks; each check converted from paper to electronic format saves
the taxpayer about 75 cents and is more secure for recipients. A six-month Go Direct pilot campaign
was extremely successful in convincing tens of thousands of Social Security and Supplemental
Security Income recipients to switch to direct deposit. Go Direct was launched nationwide in the
summer of 2005 and will continue through mid-2006, at which point it will be evaluated for future
continuation and expansion.

Electronic collections increased 10 percent over last year, including over 76 million tax payments
valued at $1.7 trillion collected through the Electronic Federal Tax Payment System. Streamlining
the payments and collections processes and continually investing in state of the art technology is
integral to processing these payments and collections accurately, timely, and more safely and securely
for the taxpayer. The Budget provides funding for FMS electronic initiatives including: Pay.gov, a
Government-wide web portal to collect non-tax revenue electronically; Paper Check Conversion, a
system that converts checks into electronic debits, thereby moving funds more quickly; and Stored
Value Cards, smart cards with electronic money that directly support military operations overseas.

FMS also serves as the Government’s central debt collection agency, managing a portfolio of
non-tax delinquent debt such as overdue or defaulted loans owed to the Government, penalties or
fines assessed by Federal agencies, and overpayments made by Federal agencies. FMS collected a
record $3.25 billion in delinquent debts in 2005. A PART analysis on this program found that it was
effective at collecting delinquent debts and that it is capable of taking on additional debt collection
responsibilities. As a result, the Budget proposes legislation to increase and enhance debt collection
opportunities.

In 2007, the Bureau of the Public Debt (BPD) will continue its efforts to improve the efficiency of
the securities services it offers to retail investors. BPD developed TreasuryDirect as the centerpiece
of Treasury’s effort to achieve all-electronic issuance of retail securities, allowing investors to conduct
their investment and account management activities online through a single portfolio account. The
system currently offers both Series I and EE savings bonds and marketable Treasury securities for
purchase. TreasuryDirect holds more than $3.1 billion in 464,000 accounts. A PART review of BPD
found that the program meets its annual performance goals, such as reducing the time it takes to
release auction results from one hour in 2001, to two minutes, plus or minus 30 seconds, in 2005.

The Alcohol and Tobacco Tax and Trade Bureau (TTB) is responsible for the regulation of the
alcohol and tobacco industries, and the collection of approximately $15 billion annually in alcohol,
tobacco, firearms, and ammunition excise taxes. TTB protects the consumer by ensuring that
alcohol beverages are labeled, advertised, and marketed in accordance with the law; facilitates the
import and export trade in beverage and industrial alcohols; promotes voluntary tax compliance;
and enforces the provisions of the Federal Alcohol Administration Act. In 2007, TTB anticipates
receiving and screening more than 100,000 label applications, more than 400,000 tax returns and
operational reports, and more than 4,000 applications for permits to enter the alcohol and tobacco
industries. In 2007, TTB will process an estimated 30 percent of its label applications electronically,
up from just three percent in 2003.
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Update on the President’s Management Agenda

The table below provides an update on the Department of the Treasury’s implementation of the
President’s Management Agenda as of December 31, 2005.

Human Capital
Competitive

Sourcing
Financial

Performance
E-Government

Budget and
Performance
Integration

Status

Progress

Arrows indicate change in status rating since prior evaluation as of September 30, 2005.

Treasury has demonstrated that it is effectively managing its human capital programs by closing skill gaps,
shortening hiring timelines, addressing and sustaining diversity, strengthening its performance management
programs, and using its accountability system to drive continuous improvement. As a result of competitive
sourcing studies, the Treasury Department anticipates more than $200 million in savings over the next five
years, and it has studies underway to produce additional savings in the future. In financial performance,
Treasury received a clean audit opinion on its financial statements for the sixth year in a row, closed its monthly
accounting in just three days, and for the past three years completed its accountability report by November 15,
2005. In addition, Treasury again issued the Government-wide Consolidated Financial Report on December 15,
2005, 75 days after the close of the fiscal year. The Department is still working to correct significant material
weaknesses in its financial accounting systems.

In 2005, the Department made progress in its capital planning process including developing its Enterprise
Architecture and improving the security of its information technology systems. In 2006, the Department will
focus on both ensuring and demonstrating that its information technology projects are within 10 percent of
cost, schedule, and performance goals. Finally, the Department improved its budgeting and performance
management by reporting the full cost of program performance, and by implementing a Treasury Performance
Dashboard of program performance “vital signs.”

Initiative Status Progress

Eliminating Improper Payments

In 2006, an estimated 22 million families will receive $40 billion in Earned Income Tax Credit (EITC) payments
to reward work and help lift them out of poverty. Unfortunately, due to mistakes and fraud, about one EITC
dollar in four is paid in error. IRS is piloting new strategies, such as qualifying child certification, to target the
most significant causes of error.

The Budget introduces a new initiative to improve the management of the Federal Government’s credit portfolios.
Treasury’s FMS is included in this initiative as the Government’s primary collector of $45 billion in delinquent
debt at the end of 2005. This initiative will be included in the scorecard beginning in the second quarter of 2006.
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Department of the Treasury
(In millions of dollars)

Estimate2005
Actual 2006 2007

Spending
Discretionary Budget Authority:

Internal Revenue Service .................................................................................. 10,236 10,545 10,591
Financial Management Service....................................................................... 229 234 234
Departmental Offices .......................................................................................... 220 231 258
Bureau of Public Debt ......................................................................................... 176 175 178
Inspectors General............................................................................................... 144 149 153
Alcohol and Tobacco Tax and Trade Bureau .............................................. 82 90 64

Legislative proposal ........................................................................................ — — 29
Financial Crimes Enforcement Network....................................................... 72 73 90
Community Development Financial Institutions Fund ............................. 55 54 8
All other .................................................................................................................... 225 7 5

Total, Discretionary budget authority ................................................................. 10,989 11,544 11,600

Total, Discretionary outlays ................................................................................... 10,662 11,529 11,617

Mandatory Outlays:
Payment where earned income exceeds liability for tax ........................ 34,559 35,098 35,645

Legislative proposal ........................................................................................ — — 188
Payment where child credit exceeds liability for tax................................. 14,624 14,113 13,538
Payment where health care credit exceeds liability for tax.................... 90 94 109

Legislative proposal ........................................................................................ — — 720
Interest payments on advances to the black lung disability fund trust

fund ....................................................................................................................... 675 695 717
Legislative proposal ........................................................................................ — — 2,282

Alcohol and Tobacco Tax and Trade Bureau User Fees
Legislative proposal ........................................................................................ — — 29

Continued dumping subsidy offset act.......................................................... 296 249 1,928
Internal revenue collections for Puerto Rico............................................... 421 372 362

Legislative proposal ........................................................................................ — 69 95
All other .................................................................................................................... 3,373 3,261 2,215

Total, Mandatory outlays ........................................................................................ 45,942 46,039 46,966

Total, Outlays .............................................................................................................. 56,604 57,568 58,583

Credit activity
Direct Loan Disbursements:

Community Development Revolving Loan Fund ....................................... 8 7 —
Total, Direct loan disbursements ......................................................................... 8 7 —
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Since 2001, the Administration:

• Implemented a series of major economic policy changes—including the Economic Growth
and Tax Relief Reconciliation Act in 2001 and the Jobs and Growth Tax Relief Reconciliation
Act in 2003—which have helped the economy generate more than seven million new jobs.
Since early 2003, real GDP has grown at an average annual rate of 3.6 percent;

• Improved taxpayer service by increasing the percentage of calls answered by the Internal
Revenue Service from just 56 percent in 2001 to 82 percent in 2006, and by providing a new
web-based service, which 25 million people use to easily check the status of their refunds;

• Helped protect the financial markets and their critical infrastructure following the attacks on
September 11th;

• Led the international community in fighting the financial War on Terror, including efforts to
safeguard the financial system from illicit abuse by North Korea and Iran; and

• Promoted knowledge about each of the 50 States, their history and geography, and the rich
diversity of the national heritage through the 50 State Quarters® Program and the newly
launched Presidential $1 Coins Program.

The President’s 2008 Budget:

• Supports Treasury’s efforts to maintain the strength and competitiveness of the U.S. economy,
including U.S. financial markets and institutions;

• Invests in increased tax enforcement and makes targeted changes in the tax code to improve
tax compliance—reducing the “tax gap”;

• Continues to improve taxpayer service by expanding volunteer tax assistance and increasing
funds for research to determine the most effective means to help taxpayers;

• Provides additional funding to support Treasury’s efforts to address critical economic
challenges and opportunities with foreign countries, including China; and

• Provides the resources necessary to continue fighting the financial War on Terror by disrupting
the support structures of terrorists, narcotics smugglers, and proliferators of weapons of mass
destruction.
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FOCUSING ON THE NATION’S PRIORITIES

Leading the Charge for a Strong Economy

The Department of the Treasury promotes global economic growth and stability and advocates for
greater economic opportunity and prosperity for U.S. citizens and people around the world. Treasury
has taken the lead in reducing the tax burden on working Americans and ensuring that financial
regulatory regimes are flexible and effective. Treasury is also leading efforts to reform the major
entitlement programs, Medicare and Social Security, to ensure they continue to meet their missions
without placing undue burden on future generations of Americans. Treasury supports trade liber-
alization and fiscal discipline by negotiating and implementing international agreements that open
markets and create new opportunities for U.S. exporters.

Improving Tax Fairness through Better Compliance
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Source: Internal Revenue Service.

Most taxpayers comply with the law by
filing and paying their taxes on time, resulting
in a compliance rate of approximately 86
percent. In total, those who do not comply
with the law underpay their taxes by $290
billion per year (based on 2001 data). While
this tax gap can never be entirely eliminated,
the current compliance level is too low and
non-compliant taxpayers impose an unac-
ceptable burden on the rest of the taxpayers
and on the economy. Treasury published
an ambitious strategy in 2006 to reduce the
tax gap while recognizing that this should
not impose unacceptable burdens on tax-
payers or hurt our economic competitiveness
(www.ustreas.gov/press/releases/hp111.htm).

The President’s 2008 Budget:
• Proposes 16 legislative changes to implement this plan, such as expanding third party infor-

mation reporting and requiring brokers to report the cost basis for stock sales, which will raise
an estimated $29 billion over the next 10 years through improved compliance with existing tax
laws (see the Stewardship chapter of the Analytical Perspectives volume of the Budget for more
information); and

• Invests an additional $410 million in programs at the Internal Revenue Service to reduce the
tax gap including research, technology, enforcement, and taxpayer service. These investments
will help the bureau increase revenue, determine and implement new ways to help taxpayers,
and improve compliance among the minority of taxpayers who do not willingly pay their fair
share.

Maintaining the Competitiveness of U.S. Capital Markets

The challenge facing U.S. regulators today is preserving the public interest while preventing
excessive regulatory burden on financial markets and institutions. In an effort to encourage
a responsible and measured approach, Treasury initiated a review of the issues affecting the
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In 2007, Treasury will release the George
Washington, John Adams, Thomas Jefferson,
and James Madison $1 Coins.

competitiveness of the U.S. capital markets. Treasury
advocated for the Financial Services Regulatory
Relief Act of 2006, which reduced regulatory burdens
for a number of financial institutions, and has begun
implementing the Basel II capital accords, which will
allow U.S. banks to continue to compete effectively in
the global marketplace. Treasury has also worked to
implement the Bank Secrecy Act in ways that reduce
the burden of compliance for financial institutions
while maintaining robust controls to prevent money
laundering. Treasury will host a conference on capital
markets and economic competitiveness in early 2007.

Furthering International Economic
Dialogue

The United States encourages other countries to
build consumer-driven economies rooted in open
markets, to foster freedom, democracy and free
enterprise, and to promote free trade. For example, in
September 2006, President Bush and the President
of China agreed to create a bilateral Strategic Economic Dialogue. The Dialogue is a forum for
addressing issues such as maintaining sustainable growth without large trade surpluses, continued
opening of China’s markets, and environmental policy. President Bush has designated the Secretary
of the Treasury to lead the Dialogue for the United States. The 2008 Budget provides resources
to support Treasury’s role in furthering U.S. discussions with foreign countries, including China.
Treasury also provides resources for other international programs, including the U.S. contribution
to international financial institutions and multilateral development banks.

Combating Terrorist Financing

The President’s Budget places a priority on detecting and disrupting terrorist financing, the pro-
liferation of weapons of mass destruction, drug-trafficking, money laundering, and other financial
crimes. In 2006, the Treasury Department worked closely with the Departments of State and Justice
and the intelligence community to disrupt targets related to al Qaeda, Hizballah, Jemaah Islamiyah,
as well as to disrupt state sponsorship of terror. Treasury has also been a driving force in influencing
more than 170 nations to commit themselves to adopt and implement strict anti-money laundering
standards and to be evaluated against them.

Creating an All-Electronic Treasury for the 21st Century

Treasury issues 85 percent of the Government’s payments, valued at nearly $1.5 trillion
annually, including Social Security benefits, tax refunds, and veterans’ benefits. In 2006, the
Financial Management Service at Treasury continued the transition from paper checks to electronic
transactions by issuing 77 percent of its 964 million civilian payments electronically, up from 72
percent in 2001. Each check converted from paper to electronic format saves taxpayers 80 cents. The
Department is also collecting more of the $2.9 trillion in payments to the Government electronically,
saving 19 cents for each $1,000 collected. The Budget continues investments in technology at
Treasury that will increase electronic payments and collections.
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Department of the Treasury
(In millions of dollars)

Estimate2006
Actual 2007 2008

Spending

Discretionary Budget Authority:

Internal Revenue Service .................................................................................. 10,546 10,438 11,095

Financial Management Service....................................................................... 234 233 235

Departmental Offices .......................................................................................... 228 228 269

Bureau of the Public Debt ................................................................................. 175 176 173

Inspectors General............................................................................................... 149 149 159

Alcohol and Tobacco Tax and Trade Bureau .............................................. 90 90 94

Financial Crimes Enforcement Network....................................................... 73 71 86

Community Development Financial Institutions Fund ............................. 54 41 29

All other .................................................................................................................... 133 — 4

Total, Discretionary budget authority ................................................................. 11,416 11,426 12,136

Memorandum:

Budget authority from enacted supplementals .......................................... 2 — —

Additional funding requirements .................................................................... — 3 —

Total, Discretionary outlays ................................................................................... 11,359 11,299 12,010

Mandatory Outlays:

Payment where earned income exceeds liability for tax ........................ 36,166 36,461 37,573

Legislative proposal ........................................................................................ — — 337

Payment where child credit exceeds liability for tax................................. 15,473 14,931 14,367

Legislative proposal ........................................................................................ — — 55

Payment where health care credit exceeds liability for tax.................... 94 102 110

Legislative proposal ........................................................................................ — — 4

Payment where alternative minimum tax credit exceeds liability for
tax .......................................................................................................................... — — 349

Interest payments on advances to the black lung disability fund trust
fund ....................................................................................................................... 695 717 739

Legislative proposal ........................................................................................ — — 2,315

Continued Dumping Subsidy Offset Act....................................................... 226 452 440

Internal revenue collections for Puerto Rico............................................... 360 448 408

Legislative proposal ........................................................................................ — — 76

All other .................................................................................................................... 2,229 1,213 632

Total, Mandatory outlays ........................................................................................ 49,395 50,464 49,249

Total, Outlays .............................................................................................................. 60,754 61,763 61,259

Credit activity

Direct Loan Disbursements:

Community Development Revolving Loan Fund ....................................... 7 5 5
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The President’s 2009 Budget will:
• Help maintain healthy and competitive U.S. capital markets;
• Increase revenues through more effective tax collection;
• Promote global economic security; and
• Use technology to improve the Government’s financial management.

Helping Maintain Healthy and Competitive U.S. Capital Markets

• Provides economic leadership. Supports the analysis of, and coordinates appropriate responses
to, economic challenges and opportunities.

• Responds to troubled mortgage markets. Partners with the private sector to assemble a group of
lenders, loan servicers, mortgage counselors, and investors (the HOPE NOW Alliance) to identify
troubled borrowers and help them refinance or modify their mortgages, so more families can stay
in their homes.

• Strengthens U.S. capital market competitiveness. Continues the study of U.S. financial
regulations and the Nation’s regulatory structure to ensure that the United States continues to
have the world’s pre-eminent financial markets.
¡¡¡ Treasury will work to strengthen financial reporting and auditing and will consider a

modernized regulatory structure that improves oversight, reduces overlap, and adapts to
market innovation.

• Promotes financial literacy. Supports the newly-formed President’s Advisory Council on
Financial Literacy and launches new activities, such as an exam and award program for high
school students, to improve financial literacy in the United States.

• Enhances financial market surveillance. Enhances the Department’s capability to provide a
robust response to economic and financial crises through improvements to Treasury’s crisis
management infrastructure.

Increasing Revenues through More Effective Tax Collection

• Reduces the tax gap. Proposes 16 changes to existing tax law to help decrease the tax gap, which
is the gap between taxes voluntarily paid on time and total taxes owed. These measures are
estimated to generate $36 billion in new revenues over 10 years.
¡¡¡ A new tax gap reduction initiative will require the reporting of automated payments to

support business income claims. Taxpayer errors are reduced and compliance rates improve
when the Internal Revenue Service (IRS) can compare information provided in returns with
information provided by third parties.
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Revenue from IRS Enforcement Action
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• Collects revenues through law enforce-
ment initiatives. $7.5 bllion is provided
for enforcement in 2009, an increase
of 7 percent over 2008, including new
initiatives with an expected return
on investment of $6.5 to $1 once fully
implemented.
¡¡¡ New enforcement initiatives will

improve revenue reporting of small
businesses and the self-employed—esti-
mated to be the largest component
of the tax gap, increase reporting
compliance of domestic taxpayers with
offshore financial transactions, and
increase audits of large corporations.

¡¡¡ In 2007, the IRS collected $2.7 trillion in Federal tax revenue, with a record $59 billion
collected through enforcement activities, an increase of 20 percent over 2006. This represents
a return on investment for enforcement-related activities of $8.6 to $1.

Furthering Global Economic Security

• Strengthens global anti-money laundering efforts. Improves anti-money laundering and law
enforcement initiatives through increased sharing of financial intelligence throughout the U.S.
intelligence community and with the Nation’s international partners.

• Modernizes money laundering information collection and analysis. Retools Treasury’s money
laundering information technology system to increase the number of banks filing electronic
Currency Transaction Reports and thereby reduce the cost of compliance with reporting require-
ments. This change will improve the quality and timeliness of data submitted, resulting in more
accurate analyses.

• Facilitates industry compliance with anti-money laundering initiatives. Streamlines reporting
requirements for the industry, tailors reporting requirements to industry segments that are
newly covered by Federal regulations, and expands outreach to other regulators and the industry
to ensure that requirements are applied consistently.

• Supports international dialogue and partnerships. Promotes continued outreach and coopera-
tion with major trading partners and emerging economies, such as Europe, India, and Latin
America, and supports the Strategic Economic Dialogue with China.

Using Technology to Improve the Government’s Financial Management

• Processes electronic tax returns more efficiently. $25 million to improve the ability of the IRS to
receive and process electronically-filed tax Form 1040s.

• Improves debt management. Funds new investments in risk and portfolio management systems
to better manage Treasury’s $9 trillion debt portfolio, ensuring that the U.S. Treasury market
remains the pre-eminent sovereign debt market in the world.

• Saves money through electronic Federal payments and collections. $47 million for new technology
to increase electronic Federal payments and collections.
¡¡¡ Each Federal payment converted from paper to electronic format saves the taxpayer 80 cents,

and 19 cents is saved for each additional $1,000 collected by the Government electronically.
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Source: Bureau of Engraving and Printing

In 2008, Treasury will begin printing the re-designed $5 bill, incorporating
several new anti-money laundering security features.

Since 2001, the Department
of the Treasury has:

• Implemented a series of major
economic policy changes that
have helped the economy
generate approximately 8.3
million new jobs since 2003
and 2.8 percent average
annual growth in gross
domestic product.

• Responded to turbulence in
the credit markets and the
mortgage market, in partic-
ular, by aggressively working
with other Federal agencies
and the private sector to help
homeowners avoid foreclosure.

• Increased electronic Federal
payments to individuals and
businesses from 72 percent to
78 percent in 2007, an increase
of 90 million payments worth
$221 billion.

• Increased electronic filings of tax returns of individuals from 31 to 57 percent and businesses
from 9 to 19 percent.

• Improved taxpayer service by increasing the percentage of calls answered by a live assistor from
56 percent to 82 percent in 2007 and by providing a new web-based service, which 31 million
people used in 2007 to easily check the status of their refunds.

• Protected the financial markets and their critical infrastructure following the attacks on
September 11th.

• Led the international community in efforts to safeguard the financial system from illicit abuse
by North Korea and Iran.

• Promoted knowledge about the history and geography of the United States and the U.S.
Presidents, and the rich diversity of the national heritage, through the 50 State Quarters
Program and the Presidential Dollar Coins program.
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Increased Oversight of Elections, Improved Voter Systems

The Help America Vote Act of 2002 (HAVA) instituted new voting system and election oversight requirements
and election administration standards. Over $3 billion in Federal grants to States was authorized by HAVA
and distributed to States and local governments since 2003, to improve the administration of elections and
to replace antiquated voting equipment with systems that have robust security and accessibility features.
In 2009, $17 million is provided for the Election Assistance Commission (EAC) to develop, review, and
publish a new set of voluntary voting system guidelines, which States use to determine their own voting
system requirements. New guidelines will likely address wireless components of voting machines, software
independence, and voter-verified paper audit trails, among other issues. EAC will also enhance its existing
voting system certification program by incorporating the first Federal inspection program of voting machine
manufacturers.

The financing of Federal election campaigns has also changed significantly during this Administration with
increasing amounts of funds being raised and spent by Federal candidates in an expanding campaign
activity period. To help meet the challenges posed by this growth, $64 million is provided for the Fed-
eral Election Commission (FEC) in 2009 to enforce Federal campaign finance laws and to help bring
transparency to the Federal campaign process. In 2009, FEC will make enhancements to its campaign
finance disclosure database and website, and continue to increase the efficiency of its campaign finance
enforcement and audit programs.

Department of the Treasury
(In millions of dollars)

Estimate2007
Actual 2008 2009

Spending

Discretionary Budget Authority:

Internal Revenue Service .................................................................................. 10,597 10,892 11,362

Financial Management Service....................................................................... 235 234 239

Departmental Offices .......................................................................................... 247 267 301

Bureau of Public Debt ......................................................................................... 176 173 177

Inspectors General............................................................................................... 150 159 165

Alcohol and Tobacco Tax and Trade Bureau .............................................. 91 94 97

Financial Crimes Enforcement Network....................................................... 73 86 91

Community Development Financial Institutions Fund ............................. 55 94 29

All other .................................................................................................................... 145 4 —

Total, Discretionary budget authority ................................................................. 11,479 11,995 12,461

Total, Discretionary outlays ................................................................................... 11,335 11,868 12,485

Mandatory Outlays:

Payment where Earned Income Exceeds Liability for Tax..................... 38,274 39,463 41,022

Legislative proposal ........................................................................................ — — 40
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Department of the Treasury—Continued
(In millions of dollars)

Estimate2007
Actual 2008 2009

Payment where Child Credit Exceeds Liability for Tax............................ 16,159 16,321 16,780
Legislative proposal ........................................................................................ — — 3

Payment where Alternative Minimum Tax Credit Exceeds Liability
for Tax................................................................................................................... — 357 306

Interest Payments on Advances to the Black Lung Disability Fund
Trust Fund ........................................................................................................... 717 737 758
Legislative proposal ........................................................................................ — — 2,288

Internal Revenue Collections for Puerto Rico ............................................ 462 404 389
Legislative proposal ........................................................................................ — 75 102

Terrorism Insurance Program .......................................................................... 2 152 426
Presidential Election Campaign Fund........................................................... 32 208 2
All other .................................................................................................................... 990 1,367 1,143

Total, Mandatory outlays ........................................................................................ 53,222 54,876 54,801

Total, Outlays .............................................................................................................. 64,557 66,744 67,286

Credit activity

Direct Loan Disbursements:

Community Development Revolving Loan Fund ....................................... 1 5 5
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