JOINT EXPLANATORY STATEMENT OF THE COMMITTEE OF
CONFERENCE
The managers on the part of the House and the Senate at the
conference on the disagreeing votes of the two Houses on the
amendments of the Senate numbered 1, 2, 3, and 4 to the joint resolution (H.J. Res. 324) increasing the statutory limit on the public
debt, submit the following joint statement to the House and the
Senate in explanation of the effect of the action agreed upon by the
managers and recommended in the accompanying conference
report:
I.

INCREASE IN PUBLIC DEBT LIMIT

Current Law
The permanent limit on the public debt is $2,111 billion. This
limitation was enacted on August 21, 1986 (Public Law 99-384). A
temporary limit of $2,352 billion is in effect through September 23,
1987, under Public Law 100-84, enacted on August 10, 1987.
House Joint Resolution
H.J. Res. 324, as passed by the House, provides for an increase of
the permanent public debt limit to $2,565.1 billion. This debt limit
level is the amount approved by the Congress in the conference
report on the budget resolution for fiscal year 1988 (H. Con. Res.
93) and is estimated to be the appropriate level through September
30, 1988.
Senate Amendment
Senate amendment numbered 1 strikes out the House language
and substitutes a temporary increase in the public debt limit to
$2,800 billion for the period ending on May 1, 1989. The limit reverts to $2,111 billion on May 2, 1989.
Conference Agreement
The conference agreement increases the permanent public debt
limit to $2,800 billion.

II.

SOCIAL SECURITY TRUST FUNDS

CurrentLaw
The Old-Age, Survivors, and Disability Insurance (OASDI) program is financed primarily from Social Security taxes on employers, employees, and self-employed persons. Under the normalized
tax transfer provisions of current law, the Treasury Department is
required at the start of each month to credit the trust funds with
an amount equal to the taxes expected to be received during the
month. The Treasury Department is also required to invest the

assets of the trust funds. Funds must be invested in securities
issued (or fully guaranteed) by the Federal Government. The securities issued at the beginning of the month are redeemed as necessary to finance benefit payments. Funds not needed to finance current withdrawals are held by the trust funds in the form of invested assets.
Governmental securities issued to the trust funds are subject to
the statutory limit on the public debt. When that debt limit is
reached, the Treasury Department may be unable, without violating the limit, to meet the requirement that an amount equal to expected payroll tax receipts be fully invested at the beginning of the
month.
In a situation where the debt limit prevents the Treasury Department from utilizing the normal investment and disinvestment
procedures, present law does not provide specific guidance as to the
alternative procedures to be followed. On several occasions in 1984
and 1985 the Treasury responded to such situations by disinvesting
securities held by the trust funds that it would not have been necessary to redeem in the absence of the debt-limit constraint. This
procedure allowed the Treasury to create sufficient borrowing authority to finance current withdrawals without exceeding the debt
limit.
In such circumstances, the trust funds may be placed in a position where they will earn less interest than would be the case
under normal investment procedures. In addition, the redemption
of trust fund holdings to generate cash to meet benefit obligations
can result in significant changes in the portfolio of investments
held by the trust funds-changes that would not occur in the absence of a debt-limit constraint. Present law contains no mechanism to restore the lost interest or to reconstitute the portfolio of
the trust funds. Specific legislation was enacted in 1985 to correct
for the impact of debt-limit constraints in 1984 and 1985.
Present Law imposes on the Board of Trustees the duties of:
Holding of the trust funds;
Meeting and reporting to the Congress at least once a year;
Reporting immediately if they find the balance in a trust
fund to be "unduly small";
Recommending improvements to better coordinate Social Security and unemployment compensation; and
Reviewing and recommending changes in trust fund management policies.
House Joint Resolution
H.J. Res. 324, as passed by the House, does not contain any provisions dealing with the Social Security trust funds.
Senate Amendment
Senate amendment numbered 2 establishes rules for investment
and disinvestment of the Old-Age, Survivors, and Disability Insurance (OASDI) Trust Funds during periods when the normal borrowing operations of the Treasury Department are constrained because
of the debt limit:
The Treasury Secretary is directed to redeem securities held
by the trust funds that, absent the debt ceiling, would not need

to be redeemed to meet the program's obligations on a timely
basis;
The amount of such redemptions cannot be greater than the
amount which would be redeemed under normal operating conditions; and
If the trust funds have not been issued securities promptly
because of debt-limit constraints, those securities must be
issued as room develops for investment within the debt limit
(but only to the extent that the Treasury Department has actually received the Social Security taxes giving rise to those uninvested amounts).
The Senate amendment also provides that, after the normal trust
fund investment and disinvestment procedures have been affected
by a period of debt-limit constraint, the trust funds will be restored
fully as soon as the debt limit is increased:
There is appropriated to the trust funds the amount of any
interest that would have been earned, but was not, because of
the impact of the debt limit;
The portfolio of the trust funds is to be reconstituted by the
issuance or reissuance of securities as necessary to leave the
funds with the same holdings they would have had but for the
impact of the debt limit; and
A special Trustees' Report to the Congress is to be made detailing trust fund operations during any period of debt-limit
constraint and describing the actions taken to restore the
funds after the end of that period.
Finally, the Senate amendment revises and clarifies the statutory requirements on the Board of Trustees:
The Treasury Secretary is required to report monthly to the
Board of Trustees of the Social Security trust funds on the
status of the funds, and is required to notify both the Board
and the Congress 15 days prior to the date on which he expects, because of the debt limit, to be unable fully to comply
with the transfer or investment requirements of the Act;
Funds appropriated or deposited in the Social Security trust
funds are to be available immediately and exclusively for trust
fund purposes;
The Board of Trustees will be required to meet twice, rather
than once, each year; and
The duty of the trustees faithfully to execute the responsibilities imposed on them by the Act is explicitly stated.
Effective July 1, 1990, the Senate amendment repeals a provision
enacted in 1983 under which the OASDI trust funds are credited
on the first day of each month with the Social Security taxes expected to be collected during the month. Instead, the funds will be
credited on a daily basis as the taxes are received. Otherwise, the
changes made by the Senate amendment are effective upon enactment.
Conference Agreement
The Senate recedes from its amendment.

III.

DEFICIT REDUCTION PROCEDURES AND BUDGET PROCESS REFORM
OVERVIEW

The Balanced Budget and Emergency Deficit Control Act of 1985
(Public Law 99-177), commonly referred to as the 1985 Balanced
Budget Act or the Gramm-Rudman-Hollings Act, established deficit
targets (leading to a balanced budget by fiscal year 1991) and a special deficit-reduction process known as sequestration. Additionally,
the Act made extensive changes in congressional procedures under
the Congressional Budget and Impoundment Control Act of 1974
(Public Law 93-344).
H.J. Res. 324, as passed by the House, does not contain any provisions dealing with deficit reduction procedures or budget process
reform.
Senate amendment numbered 3 adds two new titles to the joint
resolution that modify the deficit targets and sequestration process
under the 1985 Balanced Budget Act; adopt other budget process
reforms, particularly in the congressional budget process; and established new procedures for dealing with Federal credit activities.
The conference agreement also adds two new titles to the joint
resolution that amend the 1985 Balanced Budget Act, adopts other
budget process reforms, and requires the Congressional Budget
Office to issue recommendations on credit reform.
The following discussion explains current law, the Senate amendment, and the conference agreement in more detail, according to
specific topics.
A. DEFICIT REDUCTION PROCEDURES UNDER THE 1985 BALANCED
BUDGET ACT

H.J. Res. 324, as passed by the House, does not contain any provisions dealing with the 1985 Balanced Budget Act. Senate amendment numbered 3 in part adds a new Title II (Budget and Fiscal
Procedures) to the joint resolution; Part A of Title II contains the
"Balanced Budget and Emergency Deficit Control Reaffirmation
Act of 1987." The conference agreement adds a new Title I (Deficit
Reduction Procedures).
1. Deficit Targets and Amount of Sequestration
Current Law
The 1985 Balanced Budget Act established (in Section 3(7) of the
1974 Budget Act) a deficit target, referred to as a "maximum deficit amount," for each of six consecutive fiscal years, beginning with
$171.9 billion for FY 1986, $144 billion for FY 1987, and declining
by $36 billion a year thereafter until a balanced budget is achieved
in FY 1991. The deficit targets are as follows:
FY 1986-$171.9 billion;
FY 1987-$144 billion;
FY 1988-$108 billion;
FY 1989-$72 billion;
FY 1990-$36 billion; and
FY 19 9 1-zero.

The Act contains emergency procedures, known generally as sequestration, to eliminate the deficit excess-that amount of the estimated deficit that exceeds the deficit target. Sequestration involves the issuance of a presidential order that permanently cancels (with certain exceptions) budgetary resources in order to
achieve a required amount of outlay savings. If sequestration is required for a fiscal year, the entire amount of the deficit excess for
that year must be eliminated. (To eliminate a deficit excess of $20
billion, for example, budgetary resources would have to be reduced
by a much greater amount in order to yield the $20 billion in aggregate required outlay reductions).
Sequestration would not occur during FY 1987-1990 if the deficit
excess is $10 billion or less. (The $10 billion margin-of-error amount
does not apply for FY 1991; in that year, any deficit excess would
have to be eliminated.)
Provisions in the 1985 Balanced Budget Act pertaining to the
deficit targets and sequestration procedures expire on September
30, 1991.
Section 301(i) of the 1974 Budget Act, as amended by the 1985
Balanced Budget Act, establishes a point of order in both Houses
that bars the consideration of a budget resolution recommending a
deficit level greater than the applicable maximum deficit amount.
The point of order would not apply if a declaration of war by Congress is in effect.
The President's budget also must not exceed the applicable maximum deficit amount.
Senate Amendment
The Senate amendment revises the deficit targets beginning with
FY 1988 and extends them for one year, as follows:
FY 1988-$150 billion;
FY 1989-$130 billion;
FY 1990-$90 billion;
FY 1991-$45 billion; and
FY 1992-zero.
Under the Senate amendment, if sequestration is required, the
entire amount of the deficit excess must be eliminated (except possibly for FY 1989). Also, the $10 billion margin-of-error amount applies for FY 1988-1991, but not for FY 1992.
In the case of FY 1989 only, the amount of required outlay reductions is the lesser of (1) the amount of the deficit excess or (2) the
amount necessary to achieve a $36 billion reduction from a current
services baseline deficit. With regard to the second condition, sequestration would not occur if a report issued by the Director of
the Office of Management and Budget (OMB) indicates that $36 billion in deficit reduction has been achieved. This final OMB report
is issued after preliminary reports are made by the OMB Director,
the Director of the Congressional Budget Office (CBO), and the
Comptroller General.
To determine whether the second condition has been met, each
agency estimates the amount of deficit reduction achieved below its
own current services baseline deficit estimate made earlier in the
year. (Current services is defined as zero percent real growth for all
programs subject to appropriation.) OMB must use a baseline esti-
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mate (and corresponding economic and technical assumptions) that
it is required to submit as part of the President's annual budget in
January. CBO must use a baseline deficit estimate and assumptions that it is required to include in its annual February report.
After reviewing the OMB and CBO estimates, the Comptroller General must issue on March 1 his own estimate of the FY 1989 baseline deficit and corresponding assumptions.
The Senate amendment changes the expiration date for provisions dealing with the deficit targets and sequestration procedures
to September 30, 1992.
The Senate amendment modifies Section 301(i) of the 1974
Budget Act to make the point of order apply to a FY 1989 budget
resolution only if it causes the deficit target to be exceeded and recommends reducing the deficit for that year by less than $36 billion.
Also, the Senate amendment establishes a new Section 301(j) which
states that the determination of revenue, outlay, and deficit levels
under the section shall be based on estimates provided by the
House and Senate Budget Committees.
Conference Agreement
The conference agreement revises the deficit targets beginning
with FY 1988 and extends them for two years, as follows:
FY 1988-$144 billion;
FY 1989-$136 billion;
FY 1990-$100 billion;
FY 1991-$64 billion;
FY 1992-$28 billion; and
FY 1993-zero.
Under the conference agreement, if sequestration is required, the
entire amount of the deficit excess must be eliminated (except for
FY 1988 and possibly for FY 1989). Also, the $10 billion margin-oferror amount, defined as the "margin," is set at $10 billion for FY
1988-1992 and zero for FY 1993.
For FY 1988 only, the conference agreement provides that the
aggregate required outlay reductions to be accomplished through
sequestration shall be the amount of unachieved deficit reduction
for the fiscal year. Unachieved deficit reduction for FY 1988 is set
at $23 billion, minus the net deficit reduction achieved (because of
laws enacted or regulations promulgated as final) between January
1, 1987 and the appropriate "snapshot date" (in the case of the initial sequestration report, October 10, 1987, and in the case of the
final sequestration report, the latest date possible before its submission on November 15, 1987 by the CBO Director and on November 20, 1987 by the OMB Director).
For FY 1989 only, the conference agreement provides that the
aggregate required outlay reductions to be accomplished through
sequestration shall be the lesser of the deficit excess or the amount
of unachieved deficit reduction for the fiscal year (or zero if the deficit excess is equal to or less than the margin for that year-10
billion). Unachieved deficit reduction for FY 1989 is set at $36 billion, minus the net deficit reduction achieved (because of laws enacted or regulations promulgated as final) between January 1, 1988
and the appropriate "snapshot date" (in the case of the initial sequestration report, August 15, 1988, and in the case of the final se-

questration report, the latest date possible before its submission on
October 10, 1988 by the CBO Director and on October 15 by the
OMB Director).
The conferees recognize that the "snapshot date" may be different for the final OMB and CBO reports and therefore some legislation and regulations reflected in one report may not be reflected in
the other. The OMB and CBO Directors shall ensure that the revised sequestration reports reflect legislation enacted or regulations promulgated as final as of three days prior to the issuance of
such reports. In addition, the Directors shall ensure to the maximum extent practicable that the revised reports reflect legislation
enacted or regulations promulgated as final during the three days
immediately prior to the issuance of such reports.
The conference agreement caps the maximum amount of aggregate required outlay reductions at $23 billion for FY 1988 and $36
billion for FY 1989, but such amounts are not capped for the remaining fiscal years. The OMB and CBO Directors would determine the amount of net deficit reduction achieved for a fiscal year
using the methodology and guidelines for making baseline estimates prescribed in Section 251(a)(6) of the 1985 Balanced Budget
Act, as amended by this Act.
For the remaining fiscal years, FY 1990-1993, the aggregate required outlay reductions to be accomplished through sequestration
would be equal to the amount of the deficit excess (or zero if the
deficit excess is equal to or less than the margin for that year-$10
billion for FY 1990-1992 and zero for FY 1993).
The conference agreement changes the expiration date pertaining to the deficit targets and sequestration procedures to September 30, 1993.
The conference agreement amends Section 301(i) of the 1974
Budget Act so that a point of order would not apply to a FY 1988
or FY 1989 budget resolution if it provides for deficit reduction of
$23 billion for FY 1988 or $36 billion for FY 1989, as measured
against the budget baseline as defined in the 1985 Balanced Budget
Act, as amended in this Act. Further, Section 311(a) of the 1974
Budget Act is amended to provide that in the Senate legislation
will not be subject to a point of order for causing a violation of the
maximum deficit amount if the legislation would not cause the
amount of deficit reduction to be less than $23 billion for FY 1988
or $36 billion for FY 1989. Sections 302 and 311 will continue to
prohibit consideration of legislation which would cause a breach of
the appropriate levels of budget authority, outlays, or revenues provided in the applicable budget resolution. Determinations of the
amount of deficit reduction, for purposes of these sections, would be
based on estimates provided by the House and Senate Budget Committees.
Finally, the conference agreement amends 31 U.S.C. 1105(f) to
provide that the President may submit a budget for FY 1989 recommending a deficit for that year in excess of the maximum deficit
amount so long as the budget recommends $36 billion in reductions
from a baseline estimate under the 1985 Balanced Budget Act, as
amended by this Act.

2. Sequestration "Trigger" Mechanism and Issuance of Presidential
Order
Current Law
The 1985 Balanced Budget Act originally provided for an automatic sequestration procedure. As originally framed in the Act, an
initial or final presidential sequestration order would be triggered
by a report issued by the Comptroller General estimating a deficit
in excess of the amount allowed. The Comptroller General would
give due regard in his report to an earlier joint sequestration
report of the OMB and CBO Directors. This triggering procedure
was invalidated by rulings of a special three-judge panel of the U.S.
District Court, on February 7, 1986, and of the Supreme Court, on
July 7, 1986. It was determined that the Comptroller General is an
employee of the Legislative Branch, and so could not compel an Executive Branch action.
In anticipation of possible invalidation by the courts of the
Comptroller General's role in the triggering procedure, Congress
included "fallback" procedures in the Act, enabling Congress to
trigger an initial or final presidential sequestration order by the
enactment of a joint resolution setting forth the contents of the
OMB/CBO joint report.
The Act directs the President to issue .a sequestration order,
upon the enactment of a joint resolution under the fallback procedures, that is consistent with the joint resolution in all respects.
The order must provide for reductions in accounts as specified in
the joint resolution and must provide for uniform reductions
within accounts for each program, project, and activity (for programs funded by annual appropriations) or each budget activity
(for programs funded by other means).
Further, the Act requires the President to submit a detailed message to Congress regarding an initial order at the time the order is
issued. Also, he must issue a final order even if the deficit excess
has been eliminated (the order would so state), releasing any
amounts withheld under the initial order. Presidential sequestration orders have been placed in the Federal Register, even though
this is not required explicitly by the Act.
Senate Amendment
The Senate amendment reinstates an automatic sequestration
trigger for the period covering FY 1988-1992. Under the revised
mechanism, a presidential sequestration order would be triggered
by a report from the OMB Director. The OMB Director's report
would give due regard to a sequestration report issued earlier by
the Comptroller General, which in turn would be based on a review
of an earlier joint sequestration report of the OMB/CBO Directors.
Conference Agreement
The conference agreement reinstates automatic triggering for FY
1988-1993. During these years, a presidential sequestration order
would be triggered automatically by a report from the OMB Director. The OMB Director's report would give due regard to a report
issued earlier by the CBO Director. Unlike the Senate amendment,
the conference agreement does not provide a role for the Comptrol-

ler General in the preparation and issuance of sequestration reports.
Because the FY 1988 sequestration process would begin after the
start of the fiscal year, the conference agreement includes a special
rule to assure that the correct amount of reduction takes place in
the Medicare program.
Additionally, the conference agreement establishes a procedure
to ensure that the amount of deficit reduction required to be accomplished in an appropriations account through a sequestration
order is achieved in the situation where a short-term continuing
resolution is in effect when the sequestration order is issued and,
subsequently, a full-year continuing resolution or a regular appropriations bill is enacted into law. Section 252(f)(2)(B) of the 1985
Balanced Budget Act, as amended by this Act, requires that the sequestration be automatically carried out when such a situation
occurs. While supplementals are not affected by this provision, appropriations measures continue to be constrained by the various
points of order in the 1974 Budget Act, particularly involving the
spending ceilings created by the Section 302 allocation process.
If a short-term continuing resolution is in effect when a sequester order is issued, then for each account, the sequester amount, as
determined by the sequester order, is pro-rated for the period covered by the continuing resolution. These funds are withheld, but
not permanently cancelled. Subsequent short-term continuing resolutions during the year, if enacted, are subject to the same prorated sequestration procedure. The total amount withheld under
short-term continuing resolutions shall apply toward the total
amount sequestered once a full-year appropriations measure is enacted. If the full-year appropriations measure appropriates at a
level lower than the budget baseline for an individual account,
then the amount sequestered for that account is reduced by the
amount by which that appropriation is below the budget baseline.
The final amount of funds available for an individual account, following enactment of a full-year appropriation (including a full-year
continuing resolution) and implementation of the sequester, shall
not be, as a result of the sequester, less than the budget baseline
amount minus the sequester amount for that account as specified
in the final order.
In the event the automatic triggering procedures for FY 19881993 are invalidated by court ruling, the conference agreement provides that a presidential sequestration order may be triggered
under fallback procedures involving the enactment of a joint resolution based on the sequestration report issued by the CBO Director.
With regard to the issuance of an order, the conference agreement makes clear that the President must issue an initial sequestration order even if the triggering procedures indicate that no reductions are required (the order would so state). Such a requirement already applies in the case of a final order.
The President must also issue a detailed message, as a single document, to accompany a final order. Such a requirement already applies in the case of an initial order. The message accompanying an
initial or final order must be submitted to Congress within 15 days
after the order is issued.

Finally, the conference agreement provides that presidential sequestration orders, as well as sequestration reports issued by OMB
and CBO, shall be submitted to the Federal Register on the day
they are issued and printed on the following day.
3. Timetable
CurrentLaw
The 1985 Balanced Budget Act provides for the issuance of an
initial OMB/CBO joint sequestration report on August 20 and the
issuance by the President (upon the enactment of a joint resolution
under the "fallback" procedures) of an initial sequestration order
on September 1. The initial report is based on laws and regulations
in effect on August 15. The initial order becomes effective (providing for the temporary withholding of budgetary resources) on October 1.
On October 5, the OMB and CBO Directors jointly issued a revised sequestration report; the President issues a final sequestration order on October 15 (upon enactment of a joint sequestration
resolution). The final order becomes effective immediately (permanently cancelling budgetary resources).
On or before November 15, the Comptroller General submits to
Congress and the President a compliance report, certifying whether
the final sequester order complies fully and accurately with the requirements of the Act.
Senate Amendment
The Senate amendment retains the general late-August to midOctober timetable, but changes certain dates to reflect the modified
procedures. The OMB Director would issue initial and final triggering reports on September 1 and October 15, respectively. The President would issue an initial and final sequester order on September
3 and October 20, respectively.
Conference Agreement
The conference agreement establishes the following timetable for
FY 1988-1993, in which some of the dates of action for FY 1988
differ from those for the remaining years:
TIMETABLE FOR SEQUESTRATION PROCEDURES
Fiscalyear-

Action
1988

1989-1993

January
1 ............
January
1.
Datefromwhich deficit reduction is measured
................
July 15.
submits to Congress
the mid-session
budget report Notapplicable ..........
President
(establishing the economic
and technical assumptions to be
usedin sequestration).
accounts.
October10............................... August 15.
Presidential
notification regarding Military Personnel
October10............................... August 15.
Initial OMB/CBOsnapshot ..................................................................
October15...........
August 20.
............
CBOissuesits initial reportto OMBandCongress
.............. October 20............................... August 25.
OMBissues
its initial reportto the President andCongress
August
25.
October
20
...........
issues
initial
order
............................................................
President
Within 15 daysafterthe
a detailed
message
regarding the Within 15 daysafter the
President
transmits to Congress
orderis issued.
orderis issued.
initial order,
1.
effective ........
October
1 (order becomes October
Fiscalyearbeginsandinitial orderbecomes
effective on date issued).
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TIMETABLE FOR SEQUESTRATION PROCEDURES-Continued
FiscalyearAction

1988

1989-1993

10.
15............................ October
andCongress
.......................... November
report to OMB
issues its revised
CBO
20............................ October 15.
............ November
report to thePresident andCongress
OMB
issues
its revised
20............................ October 15.
effective immediate- November
final order(which becomes
President
issues
ly).
shall introduce a joint resolution Introduced within 5 session-Introduced within 5 sessionin eachHouse
Majority
Leader
days after report is
programs proposed days after report is
which affirms anymodifications in defense
submitted byPresident
submitted byPresident
in the President's notification report if the report is timely
20).
October
25). (but before
November
(but before
under expedited
submitted (thejoint resolution is considered
andisamendable).
procedures
mayintroduce a joint resolution Introduced within 10session-Introduced within 10sessionin eachHouse
Leader
Majority
OMB
days after revised
OMB
daysafter revised
the final order(the joint resolution is considwhichmodifies
report is submitted.
report issubmitted.
andisamendable).
procedures
under expedited
ered
Within 15daysafter the
regarding the Within 15daysafter the
a detailed message
transmits to Congress
President
order isissued.
orderisissued.
finalorder,
15.
November
15..........
December
issues compliance report .............
General
Comptroller

4. Baseline Spending, Revenue, and Deficit Estimates
Current Law
The 1985 Balanced Budget Act provides that the joint sequestration report of the OMB and CBO Directors for a fiscal year shall:
(1) estimate budget baseline levels of spending, revenue, and the
deficit for that year, including the amount by which the projected
deficit exceeds the deficit target; (2) provide OMB and CBO economic assumptions, including the estimated rate of real economic
growth; and (3) calculate the amounts and percentages by which
various budgetary resources must be sequestered in order to reduce
outlays and eliminate any deficit excess. The revenue and spending
of the Social Security trust funds are included in the baseline estimates, even though they are off-budget under law.
Budgetary resources, in the case of defense programs, include
new budget authority and unobligated balances of budget authority
provided in previous years; obligated balances may be sequestered
only if the President uses the special authority provided to cancel
or modify defense contracts. In the case of nondefense programs,
budgetary resources include new budget authority, new direct loan
obligations, new loan guarantee commitments, obligation limitations, and spending authority defined in Section 401(c)(2) of the
1974 Budget Act (which includes all permanent appropriations and
mandatory current appropriations, including entitlements).
The 1985 Balanced Budget Act prescribes the methodology for
making baseline estimates of spending, revenues, and the deficit.
The budget baseline totals are generally referred to as the "Gradison base" estimates, which differ from other measures of current
services or baseline projections used by OMB and CBO (primarily
in the treatment of annual appropriations). Three important determinants of baseline estimates are: (1) economic assumptions, (2)
budgetary resource-outlay ratios (outlay rates), and (3) other assumptions.

Economic Assumptions.-Under existing law, the Directors of
OMB and CBO make their own determinations regarding the economic assumptions that will be used in making the baseline estimates for sequestration. While any differences in the two sets of
baseline estimates are averaged in the joint report, any differences
in economic assumptions need not be reconciled.
Budgetary Resource-Outlay Ratios.-Under existing law, the Directors of OMB and CBO make their own determinations regarding
the budgetary resource-outlay ratios (outlay rates) that will be used
in making the baseline estimates for sequestration. While any differences in the two sets of baseline estimates are averaged in the
joint report, any differences in budgetary resource-outlay ratios
need not be reconciled.
Other Assumptions.-Current law specifies certain other assumptions to be used in making the baseline estimates for sequestration.
Under current law, the deficit estimate and amount of required reductions are measured from a baseline which assumes that: (1) current law will continue in the case of revenues, permanent appropriations, and entitlement programs; (2) discretionary appropriations will be equal to prior-year amounts (except when appropriations for the fiscal year have been enacted); (3) expiring provisions
of revenue and permanent spending law will expire as scheduled
(with certain exceptions); and (4) Federal pay rates will be adjusted
as recommended by the President or as enacted into law. In preparing sequestration reports for FY 1986 and FY 1987, OMB and
CB0 disagreed regarding the treatment of appropriated entitlements (CBO assumed full funding for the fiscal year while OMB assumed the prior-year amounts) and Federal pay raises (CBO assumed that additional funding would be provided while OMB assumed that the increased costs would be absorbed). The conferees
agree that the CBO interpretations reflect the intent of Congress.
Senate Amendment
The Senate amendment modifies the procedures for making baseline estimates with regard to the use of economic assumptions,
budgetary resource-outlay ratios, and other assumptions.
Economic Assumptions.-The Senate amendment provides for the
specification by Congress of certain economic assumptions to be
used by the OMB and CBO Directors and the Comptroller General
in making baseline estimates for the sequestration reports.
For FY 1988, each report must use the list of 14 economic variables whose values will be specified in the statute by the conferees.
For FY 1989 and beyond, the Directors of OMB and CBO and the
Comptroller General must submit to the Temporary Joint Committee on Deficit Reduction, by July 25, their estimates of the baseline
deficit, the 14 economic variables, and key technical variables to be
used in sequestration reports. Congress may enact a joint resolution, reported by the Temporary Joint Committee, requiring the Directors and the Comptroller General to use one or more of these
variables in the sequestration reports and specifying their values
within the range established by the July 25th reports.
Budgetary Resource-Outlay Ratios.-The Senate amendment provides that sequestration reports issued by the OMB and CBO Directors and the Comptroller General must use budgetary resource-

outlay ratios as contained in the sequestration report for FY 1986.
By June 20 (September 9, 1987 for FY 1988), either or both Directors may submit a proposal to Congress to change one or more of
these ratios. Such a proposal, if enacted in a "fast-track" joint resolution reported by the Temporary Joint Committee, would change
the ratios (if and until they are changed later).
Other Assumptions.-The Senate amendment generally retains
the existing requirements regarding the construction of baseline estimates, with the following modifications and additions in assumptions:
Appropriated entitlements will be fully funded for the fiscal
year;
The absorption of increased Federal pay costs will be capped
according to historical averages;
New Federal regulations will be counted in the baseline only
if promulgated by August 15 in the case of initial sequestration
reports (or, for FY 1988 only, within two weeks after enactment of this Act), and only if promulgated by October 1, in the
case of revised reports;
Asset sales will be assumed to occur only if: (1) a final notice
of sale has been published in the Federal Register before
August 15 of that year (or, for FY 1988, within two weeks after
enactment of this Act); (2) if the receipts from such sale were
assumed by the CBO Director in the baseline estimate of the
deficit contained in "An Analysis of the President's Budgetary
Proposals for Fiscal Year 1988"; or (3) if the savings from such
sale are the result of reconciliation savings assumed in the
joint explanatory statement accompanying the conference
report on the budget resolution for FY 1988 (H. Con. Res. 93);
and
Advance farm deficiency payments will be made each year
unless legislation is enacted that restrains or eliminates such
payments.
Conference Agreement
The conference agreement requires that the OMB and CBO sequestration reports also include an estimate of the net deficit reduction made for the fiscal year. (This amount, which is subtracted
from $23 billion in the case of FY 1988, and $36 billion in the case
of FY 1989, is used to determine the amount of unachieved deficit
reduction for those fiscal years.)
Further, the Directors must identify in their sequestration reports the aggregate required reductions for the fiscal year. (The aggregate required outlay reductions equal, for FY 1988, the amount
of unachieved deficit reduction; for FY 1989, the lesser of the
amount of unachieved deficit reduction or the deficit excess; and
for FY 1990-1993, the amount of the deficit excess; except that no
sequestration is required in FY 1989-1992 if the deficit excess is
less than $10 billion.)
The conference agreement requires the OMB Director in his sequestration reports to identify and explain any differences between
his estimates and those of the CBO Director regarding: (1) the aggregate amount of required outlay reductions; (2) the aggregate
amount of resources to be sequestered from defense accounts (by

type of sequestrable resource) and from nondefense accounts (by
type of sequestrable resource); and (3) the amount of sequestrable
resources for any budget account that is to be reduced if such difference is greater than $5 million.
Also, the OMB Director must calculate the reduction amounts on
the basis of his estimate of the aggregate required outlay reductions, but using the technical assumptions and methodologies used
in the CBO report, and explain any differences in the two sets of
resulting figures. The conferees assume that the OMB Director will
consult with the CBO Director in order to obtain the information
required by this provision, and perhaps may request that the CBO
Director provide the required calculations.
The sequestration reports of the OBM and CBO Directors must
provide estimates of the baseline and reduction amounts for programs, projects, and activities within defense accounts. The conference agreement provides that these estimates be included in the
final report but not the initial report, and assumes that they shall
be required only to the extent that appropriations for the full fiscal
year have been enacted into law.
The term "sequestrable resource" is defined to include the
present categories of budgetary resources (clarifying that new loan
guarantee limitations and direct loan commitments and limitations
are budgetary resources), except for obligated balances (which no
longer is a sequestrable budgetary resource).
Finally, the conference agreement modifies the procedures with
regard to the use of economic assumptions, budgetary resourceoutlay ratios (outlay rates), and other assumptions for purposes of
calculating the baseline.
Economic Assumptions. -The conference agreement does not provide for congressional specification of economic assumptions
through the enactment of a joint resolution. For FY 1988, the OMB
Director must use the same economic assumptions that he used in
the sequestration report issued on August 20, 1987. For FY 1989
and beyond, the OMB Director must use the same economic assumptions that were used in the President's mid-session budget
report which is required by law to be submitted by July 15, although the Director is also allowed to display an alternative set of
assumptions in his mid-session budget report as long as he explains
the differences and the details their budgetary effects.
For all fiscal years, the OMB Director must use the same economic assumptions to estimate the deficit excess, net deficit reduction, and the reguired outlay reductions and to calculate the
amounts and percentages by which budgetary resources must be reduced.
Budgetary Resource-Outlay Ratios.-The conference agreement
does not provide a procedure for changing budgetary resourceoutlay ratios through the enactment of a joint resolution. Instead,
the conference agreement provides that the aggregate budgetary
resource-outlay ratio, defined as the aggregate "outlay rate," for
defense programs and the aggregate outlay rate for nondefense
programs used in the OMB Director's report, shall not deviate by
more than one-half of one percent from the aggregate outlay rates
used in the sequestration report for the prior year, after adjusting
for changes in the mix of budgetary resources.

Other Assumptions.-For FY 1988, the OMB Director must use
the same technical assumptions that he used in the sequestration
report issued on August 20, 1987.
For FY 1988, the OMB Director must assume the outlay level for
the Medicare program that he assumed in the sequestration report
issued on August 20, 1987 (except that he may not assume a slowdown in the payment of claims compared to the prior year). For FY
1989 and beyond, the OMB Director may not assume aggregate outlays for the Medicare program that deviate by more than one percent from the outlay levels estimated in the President's current
services estimate for that year.
For FY 1989 and beyond, the President's July 15 mid-session
budget report must provide an estimate of the deficit excess and
net deficit reduction computed using the economic and technical
assumptions that he will use in the initial sequestration report for
that fiscal year. It is imperative that the Director of OMB actually
deliver this mid-session report by July 15. When he issues the initial sequestration report, he is required to use those same economic
and technical assumptions. For purposes of calculating the deficit
under the Act (for revenue and outlay estimating purposes), the
OMB Director may use his mid-session estimate of the Gross National Product (GNP) implicit price deflator. However, for purposes
of inflating the base when full-year appropriations have not been
enacted, he must use the same estimate of the GNP implicit price
deflator as was used in the January budget submission. The midsession review is expected to be issued by the statutory deadline for
that report.
For any fiscal year, the OMB Director must use the same technical assumptions (subject to the provision described above regarding
the GNP deflator) to estimate the deficit excess, net deficit reduction, and the required outlay reductions and to calculate the
amounts and percentages by which budgetary resources must be reduced.
The conferees intend that references in the act to "technical assumptions" shall include assumptions regarding outlay rates.
The conference agreement modifies existing requirements regarding specific assumptions, and adds new assumptions, as follows:
Appropriated entitlements will be fully funded for the fiscal
year. These programs are listed by account number in the Act.
(The Food Stamp program, although not an entitlement as defined in Section 401(c)(2)(C) of the Budget Act, is included in
the list of programs to be assumed to be fully funded). The conferees recognize that this provision is only for the purposes of
providing a more accurate estimate of the budget baseline and
is not a complete list of all entitlement programs. Nothing in
this provision is intended to affect the application of existing
House and Senate rules and precedents related to this matter;
Expiring contract authority for transportation trust funds
will be extended at current levels. The conferees intend that
transportation trust funds shall include, but not be limited to,
the Airport and Airway Trust Fund and the Highway Trust
Fund;

If full-year appropriations have been enacted without providing for the cost of Federal civilian and military pay adjustments, that additional appropriations will be made to cover the
costs of those pay adjustments enacted into law or occurring
pursuant to law, less 22 percnet to reflect average historical
absorption;
Asset sales and loan prepayments will not alter the deficit
for any fiscal year or produce any net deficit reduction for FY
1988 or FY 1989 ("asset sale" is defined in the Act to mean the
sale to the public of any asset, whether physical or financial,
owned in whole or in part by the United States and "prepayment of a loan" is defined to mean payments to the United
States in advance of the schedule set by law or contract when
the financial asset is first acquired, including prepayments of
loans with or without penalty that occur as a result of a default). However, asset sales and loan prepayments that were
routine and ongoing in nature in FY 1986 need not be backed
out of the deficit estimate (though an acceleration of such activity may not be assumed or reflected). Sales mandated by law
as of September 17, 1987 shall be reflected, but this proviso
does not include sales that are authorized but not mandated;
Advanced farm deficiency and paid -land diversion payments
will be made each year;
Legislation will be enacted to increase benefit payments
under the Veterans Compensation program;
Medicare spending levels for inpatient hospital services will
be based upon the regulations most recently issued in final
form or proposed by the Health Care Financing Administration. (This is an exception to the general rule that only final
regulations are considered in preparing the initial order. Only
final regulations can be used in estimating the budget baseline
for the final order.);
Increased revenue collections attributable to increased funding of the Internal Revenue Service will be consistent with the
increased collections projected on this basis in the President's
January budget.
The conference agreement also provides that if annual appropriations acts have not been enacted for the fiscal year, then the
appropriations levels of the prior year shall be assumed, adjusted
to reflect (1) the full 12-month costs (without absorption) of that
year's pay adjustment, (2) an inflation adjustment, and (3) the increased costs to agencies of personnel benefits required by law,
such as increased FERS costs.
The inflation adjustments use, for most discretionary appropriations, the percentage by which the average of the estimated GNP
implicit price deflator for the fiscal year exceeds the average for
the previous fiscal year. For FY 1988, this inflator is specified as
4.2 percent, the estimate in the President's July 15 mid-session
budget review. For all Federal personnel costs in 1988, and for 70
percent of personnel costs in 1989-1993, the inflator is reduced if
pay raises would be in effect for only part of the fiscal year, and is
also reduced to account for 22 percent historical pay absorption.

5. Sequestration Formula and Calculations
CurrentLaw
The 1985 Balanced Budget Act stipulates a formula under which
half of the required outlay reductions must come from defense programs (budget accounts in the National Defense (050) function,
except for accounts of the Federal Emergency Management
Agency) and the other half must come from non-defense programs.
Under the Act, sequestration calculations are then made according to the following steps. The amount of outlay reductions from
programs with automatic spending increases is calculated and the
savings credited. Savings made in Federal civilian and military retirement and disability programs are credited half to defense and
half to non-defense programs; savings made in three other programs-the National Wool Act, the special milk program, and vocational rehabilitation-are credited to non-defense programs only.
(The Omnibus Budget Reconciliation Act of 1986 exempted from sequestration all of the Federal retirement and disability programs,
leaving only the other three programs covered by this step.)
For defense programs, the remaining required outlay reductions
are determined by applying a uniform reduction percentage to the
accounts subject to sequestration.
For non-defense programs, calculations of outlay savings from
certain programs covered by special rules (guaranteed student
loans, foster care and adoption assistance, Medicare, and certain
specified health programs) are made and credited toward the required outlay reductions for nondefense programs. Then, the remaining required outlay reductions are determined by applying a
uniform reduction percentage to the non-exempt accounts.
As stated previously, current law requires that any differences
between the OMB and CBO Directors regarding the baseline estimates or calculations of the amounts to be sequestered be averaged
in the joint report.
The initial and revised joint reports must be based on the same
economic and technical assumptions and methodologies; the revised
report would make adjustments only to reflect laws enacted and
regulations promulgated after the issuance of the initial report.
Senate Amendment
The Senate amendment does not propose any changes in the formula or rules for making sequestration calculations. Further, the
Senate amendment requires that any differences in the estimates
and calculations of the OMB and CBO Directors be averaged only
in the preliminary joint reports. There is no averaging requirement
for the triggering report, which is issued independently by the
OMB Director.
Conference Agreement
The conference agreement retains the basic formula under which
half of the required outlay reductions must come from defense programs and the other half must come from nondefense programs.
Also, the conferenece agreement retains the procedure under
which savings made in the three programs with automatic spending increases are credited to nondefense programs.

Further, the requirement that any differences in the estimates
and calculations of the OMB and CBO Directors be averaged is
eliminated (the Directors issue reports independently).
The conference agreement changes the manner in which reductions made in programs covered by special rules are credited. First,
outlays savings for the guaranteed student loan and foster care and
adoption assistance programs are calculated and applied to the required non-defense outlay reductions.
Second, the remaining required outlay reductions for non-defense
programs are determined by applying a uniform reduction percentage to the non-exempt accounts (except that reductions made in
the Medicare and certain specified health programs shall not
exceed 2 percent). Thus, in the case where the uniform percentage
is less than 2 percent, all non-exempt non-defense programs, including the health programs, would be sequestered by that uniform
percentage. If the uniform percentage were, for example, 3 percent,
then the specified health programs would be reduced by 2 percent
and the uniform percentage applicable to all other programs would
be increased to a higher uniform percentage to achieve the total
required non-defense outlay reductions. This result would be the
same as existing law.
6. Special Rules for Medicare for Fiscal Year 1988
Current Law
At the beginning of FY 1988, several changes pursuant to law or
regulation will take effect which have an impact on the operations
and costs of the Medicare programs established under Title XVIII
of the Social Security Act.
Senate Amendment
The provisions of the Senate amendment relating to Medicare do
not specifically address these changes.
Conference Agreement
The conference agreement includes a provision which freezes certain Medicare payment rules, and which prohibits the Secretary of
Health and Human Services from promulgating certain regulations, during an extension period beginning on October 1, 1987 and
ending on November 20, 1987.
The provision modifies changes that would otherwise become effective on October 1, 1987 for payments to hospitals for inpatient
services as follows:
(A) The applicable percentage increase or update factor
which increases hospital payments on an annual basis would
be frozen at zero percent for all Prospective Payment System
(PPS) hospitals for discharges occurring during the extension
period.
(B) The transition from a blended payment based upon regional and national rates to a wholly national rate in the nonhospital-specific or Federal portion of a hospital's payment
would be delayed for all discharges for all PPS hospitals until
November 21, 1987. As of that date the Federal portion of the
payments would be based solely on national rates.

(C) The current blend of a 25 percent hospital-specific rate
and a seventy-five percent Federal rate would be extended to
include the first 51 days of each PPS hospital's cost reporting
period beginning in FY 1988.
(D) The current 3.5 percent reduction in payments for capital
would be extended through November 20, 1987, rather than
changing to seven percent on October 1, 1987.
(E) The current policy of paying 75 percent of inpatient hospital return on equity to investor-owned hospitals would be extended to include the first 51 days of any hospital cost reporting period beginning in FY 1988.
(F) The applicable percentage increase or update factor that
applies to hospitals that are exempt from PPS would be zero
percent for the first 51 days of any hospital cost reporting
period beginning in FY 1988. The conferees wish to make clear
that in applying the target amount to PPS-exempt hospitals
for cost reporting periods beginning during FY 1988 the Secretary would be authorized to use a prorated applicable percentage increase in order to take the effect of this provision into
account.
The provision would prohibit the Secretary of Health and
Human Services from promulgating any final regulation after September 18, 1987 and before November 21, 1987 relating to payments to hospitals for bad debt resulting from uncollected deductibles or coinsurance of Medicare beneficiaries.
The Secretary would be prohibited from implementing the final
regulation issued September 1, 1987 which changes the payment
policy for return on equity capital relating to hospital outpatient
services.
The Secretary would be prohibited from promulgating any final
regulation, instruction, or policy change after September 18, 1987
and before November 21, 1987 which would be primarily intended
to slow down claims processing or the payment of claims. The conferees are aware that some regulations, instructions, or policies,
such as the secondary payer and medical review requirements, may
have a marginal effect on the average time between receipt and
payment of claims by intermediaries and carriers. The conferees do
not intend this prohibition to apply where the delay in processing
or payment is a minor side effect of a policy change.
The Secretary would also be prohibited from implementing any
final regulation, instruction, or other policy after September 18,
1987 and before November 21, 1987, unless specifically required by
statute (including the requirements of this section) which would
result in a net deficit reduction in Medicare expenditures in FY
1988 of more than $50 million.
These prohibitions would not apply to regulations necessary to
implement the policies relating to periodic interim payments required by the Omnibus Budget Reconciliation Act of 1986.
The provision also delays until November 21, 1987 the effective
date of Section 1138 of the Social Security Act relating to hospital
protocols for organ procurement, requirements for transplant programs, and standards for organ procurement agencies.
The conferees intend that the net Federal budgetary savings
which occur as a result of the temporary extension of Medicare

payment policies in this legislation will be credited toward deficit
reduction totals for the Medicare program during the consideration
of the FY 1988 reconciliation legislation, to the extent that they
are not altered for this period of subsequent legislation.
7. Flexibility With Respect to National Defense
CurrentLaw
In the application of the FY 1986 sequestration, the 1985 Balanced Budget Act granted the President certain flexibility not provided in subsequent fiscal years. First, in the determination of the
defense budget base subject to sequestration, the President was permitted to fully or partially exempt military personnel accounts.
The uniform percentage reduction made in remaining defense programs, projects, and activities (PPAs) was increased accordingly so
that the total required defense outlay reduction would not change.
Second, for FY 1986, the President was given the discretion to
partially or fully exempt any defense program, project, or activity
from sequestration provided each defense budget account was reduced by the uniform percentage. Budget authority for other defense programs, projects, and activities within the same account
could be reduced by up to two times more than the uniform percentage to compensate for the savings not generated from protected
programs. In exercising this flexibility, the President was not allowed to increase funding for programs, projects, or activities above
base level amounts; terminate any program, project, or activity;
close any military base; or reduce funding for certain "congressional interest items" by a percentage larger than the uniform percentage.
Third, in all fiscal years, FY 1986-1991, the President is permitted to achieve some or all of the required defense outlay savings by
terminating or modifying existing defense contracts provided there
is no net loss to the Government as a result of specified penalties
and no legal obligations are violated.
While the President made use of the first two options, he did not
terminate or modify any contracts in the FY 1986 sequestration.
The President was not required to issue a sequestration order for
FY 1987.
Senate Amendment
The Senate amendment extends flexibility with respect to national defense programs to all fiscal years covered by the revised
timeframe, FY 1988-1992. First, the President is permitted in all
fiscal years to fully or partially exempt military personnel accounts
from sequestration as provided by the 1985 Balanced Budget Act
for FY 1986. Second, the Persident may propose an alternative defense plan that includes reductions or increases in funding for specific defense programs, projects, or activities provided that the total
required defense outlay reduction is achieved. Any defense program, project, or activity (except military personnel) could be reduced or terminated to make up for the savings not generated from
protected programs. No domestic military bases could be closed.
The President's proposal would not take effect without congressional approval. Both Houses of Congress would consider the Presi-

dent's proposed changes to the sequestration order with respect to
national defense under expedited procedures in the form of a joint
resolution that could be amended.
Further, the Senate amendment eliminates the President's
option to modify or terminate existing defense contracts.
Conference Agreement
The conference agreement restores flexibility with respect to national defense programs. First, the President is permitted in all
fiscal years covered by the revised timeframe, FY 1988-1993, to
fully or partially exempt military personnel accounts from the defense budget base subject to sequestration. The effect of this provision would be to increase the uniform percentage reduction made
in all remaining defense accounts so that the total required defense
outlay reduction would not change.
The President may not use this option without notifying Congress on or before August 15 (October 10 in the case of FY 1988) of
the manner in which he intends to exercise it, and the initial and
final sequestration reports prepared by the Directors of CBO and
OMB shall reflect the President's use of this option.
Second, the President is granted discretion to propose further reductions in defense programs, projects, and activities (other than
those in military personnel accounts) beyond those provided for in
the final sequestration order. To the extent that the President
chooses to exercise this option, he may propose lesser reductions in
budgetary resources for other defense programs, projects, and activities, as long as (1) the resulting outlay increases do not exceed
the additional outlay reductions made and (2) no funding for a program, project, or activity is increased above the level actually made
available by law in appropriations acts (before taking sequestration
into account). In making calculations under this procedure, the
President must use the account and PPA outlay rates used by the
OMB Director in the revised sequestration report.
The President may not use this option to close or realign any domestic military bases or to eliminate any program, project, or activity.
In addition, the President may not exercise the authority provided by this option unless he first submits to Congress, before November 25, 1987 for FY 1988, and, for subsequent fiscal years, October 20 of such fiscal year, a report specifying the changes proposed,
and Congress enacts into law a joint resolution affirming or modifying the changes. The conference agreement establishes expedited
procedures for House and Senate consideration of the joint resolution, which must be introduced by the Majority Leaders of both
Houses within 5 days after the President submits the report. The
joint resolution is referred to the Appropriations Committee of
each House, subject to an automatic discharge procedure, and is
subject to amendment in either House.
If the report is not timely submitted, it may still be considered,
but under normal procedures, without the protection of expedited
consideration.
Finally, the conference agreement eliminates procedures to
modify or terminate existing defense contracts.

8. Modification of Presidential Order
Current Law
Current law does not provide a procedure for the modification of
a presidential order.
Senate Amendment
The Senate amendment provides an expedited procedure for congressional action-between October 15 and October 20-on a joint
resolution introduced by the Majority Leader of either House that
could require the President to issue a sequestration order for a
specified amount, modify the order most recently issued by the
President, or for FY 1989 only, cancel the order if the deficit has
been reduced by at least $36 billion. A resolution under this section
is not referred to committee and is placed directly on the calendar.
A motion to proceed to the consideration of the measure is in order
at any time. The resolution is amendable and debate is limited to
10 hours.
Conference Agreement
The conference agreement provides an expedited procedure
under which Congress may enact a joint resolution requiring the
President to modify the most recent sequestration order, including
modifications that effectively cancel it. The Majority Leader of
either House may introduce such a joint resolution within 10 calendar days of session of that session after the OMB Director issues
the revised sequestration report (but no other joint resolution shall
be considered under the expedited procedures). Under this procedure, the joint resolution is not referred to committee and may be
amended in either House.
9. Programs and Activities Exempted From Sequestration
Current Law
The 1985 Balanced Budget Act exempts specified programs and
activities, as well as certain types of programs and activities, from
sequestration. The major programs exempted under the Act are
Social Security benefits, net interest, certain low-income programs,
veterans' compensation and pensions, and regular State unemployment insurance benefits. Prior legal obligations of the Federal Government in certain specified accounts also are exempt, as well as
the program bases of certain programs whose automatic increases
are subject to sequestration. Federal administrative expenses for
most otherwise exempt programs, however, are subject to sequestration.
After the 1985 Balanced Budget Act became law, Congress enacted other legislation exempting particular programs and activities from sequestration: (1) the Panama Canal Commission Authorization Act, Fiscal Year 1987 (P.L. 99-368); (2) the Insular Areas
Regulation Act (P.L. 99-396); the Omnibus Budget Reconciliation
Act of 1986 (P.L. 99-509); the Omnibus Veterans' Benefits Improvement and Health Care Authorization Act of 1986 (P.L. 96-576); the
Palau Compact of Free Association Act (P.L. 99-658); and the Competitive Equality Banking Act of 1987 (P.L. 100-86). Only the ex-

emption of the Dual Benefits Payments Account (in the Omnibus
Budget Reconciliation Act) and the exemptions in the Competitive
Equality Banking Act (i.e., the Comptroller of the Currency, the
Federal Deposit Insurance Corporation, the Federal Home Loan
Bank Board, the Federal Savings and Loan Insurance Corporation,
and the National Credit Union Administration and its central liquidity facility and credit union share insurance fund) were made
as direct amendments to the 1985 Balanced Budget Act.
The new exemptions include, among others, automatic spending
increases for Federal military and civilian retirement and disability programs.
Senate Amendment
The Senate amendment adds 14 budget accounts to the list of exemptions provided in the Act. These additions incorporate into the
list accounts exempted by legislation enacted after the 1985 Balanced Budget Act had become law and other accounts whose inclusion in the sequestration process raises legal or technical problems,
such as interest payments for the Washington Metropolitan Area
Transit Authority (46-0300-0-1-401) and the thrift savings fund of
the Federal Retirement Thrift Investment Board (26-8141-0-7-602).
Conference Agreement
The conference agreement adds to the list of exemptions provided in the Act accounts specified in the Senate amendment. In addition, the conference agreement clarifies that the Commodity Supplemental Food Program (12-3512-0-1-605) is exempt; this program
was exempted in previous sequestration reports. The child support
enforcement program has been moved to the AFDC budget account
(an exempted account); the conferees do not intend that the child
support enforcement program should be exempted as a result of
this change. Finally, the conference agreement lists specifically all
of the accounts exempted by virtue of later enactments, except for
the Dual Benefits Payments Account and programs exempted by
the Competitive Equality Banking Act (which were incorporated at
the time of enactment into the 1985 Balanced Budget Act).
Technical revision of list of exempt programs
The conference agreement also includes a technical revision of
section 255 to reflect exemptions enacted since the passage of the
Balanced Budget and Emergency Deficit Control Act of 1985, P.L.
99-177. Some of these exemptions are also codified in section 113 of
title 38, United States Code. The conferees are including these programs in the text of the Balanced Budget and Emergency Deficit
Control Act of 1985 in order to insure that there is no possibility of
construing the amendments made by this Act as in any way affecting those provisions. The conferees do not intend to disturb the
effect of the exemptions or any other provisions pertaining to this
matter addressed in section 113 of title 38.

10. Compliance Report by the Comptroller General
CurrentLaw
The 1985 Balanced Budget Act requires the Comptroller General
(the head of the General Accounting Office) to submit to Congress
and the President a report by each November 15 certifying whether the final sequestration order issued by the President complies
fully and accurately with the requirements of the Act.
Senate Amendment
The Senate amendment modifies the provision dealing with the
GAO compliance report to require that the Comptroller General
also (1) assess whether the OMB Director's sequestration reports
comply fully and accurately with the requirements of the Act and
(2) make recommendations for improving sequestration procedures,
Conference Agreement
The House recedes and concurs in the Senate amendment.
B. BUDGET PROCESS REFORM

H.J. Res. 324, as passed by the House, does not contain any provisions dealing with budget process reform. Senate amendment
numbered 3 in part adds a new Title II (Budget and Fiscal Procedures) to the joint resolution; Part B of Title II contains various
budget process reforms. The Senate amendment in part also adds a
new Title III (Credit Reform). The conference agreement adds a
new Title II (Budget Process Reform).
1. Economic and Technical Assumptions
Current Law
Under current practices, the House and Senate may consider
budget resolutions that contain figures based on more than one set
of economic and technical assumptions, as was the case when the
Senate considered the budget resolution for FY 1988. Additionally,
the House and Senate may differ with respect to certain economic
and technical assumptions upon which enforcement of the budget
resolution is based.
Senate Amendment
The Senate amendment (Section 2 31(a)) amends Section 301(g) of
the 1974 Budget Act to prohibit in the Senate the consideration of
a budget resolution that contains figures based on more than one
set of economic and technical assumptions, and to require that enforcement of the budget resolution in the House and Senate be
based upon the common economic and technical assumptions set
forth in the joint explanatory statement accompanying the conference report on the budget resolution.
Conference Agreement
The House recedes and concurs in the amendment of the Senate.

2. Enforcement of Spending and Deficit Levels in Budget
Resolutions
Current Law
The budget resolution adopted each year by Congress sets aggregate spending and revenue levels for the next three fiscal years.
Congress enforces the spending and revenue aggregates in the
budget resolution largely through points of order established in
Title III of the 1974 Budget Act.
Under Section 311(a) of the Act, spending or revenue legislation
may not be considered in the House or Senate if it would cause the
aggregate levels in the budget resolution to be breached, or, in the
Senate only, if it would cause the maximum deficit amount for the
fiscal year to be exceeded. However, Section 311(b) provides an exception, in the House only, to this point of order-the "Fazio exception"-which permits the House to consider spending legislation
that violates aggregate spending levels in the budget resolution so
long as the new discretionary budget authority or entitlement authority provided in the measure is within the appropriate committee's allocation of spending under the budget resolution.
Senate Amendment
The Senate amendment (Section 222) repeals Section 311(b) of the
Act, the Fazio exception, and amends Section 311(a) to establish in
the House the point of order against legislation that would cause
the maximum deficit amount for the fiscal year to be exceeded.
Conference Agreement
The Senate recedes from its amendment.
3. Section 302 Allocations of Spending to Committees
CurrentLaw
Under Section 302(a) and (b) of the 1974 Budget Act, aggregate
spending levels in the budget resolution are allocated to committees and then further subdivided by those committees either by
subcommittee or by program. Section 302(f), added by the 1985 Balanced Budget Act, prohibits the consideration of any spending
measure that would cause a committee's spending subdivisions to
be exceeded.
The House and Senate enforce Section 302 procedures differently. One major difference is that the House does not provide for a
point of order against violations of outlay subdivisions.
Senate Amendment
The Senate amendment (Section 223) amends Section 302(f)(1) of
the Act to provide for a point of order in the House against spending legislation violating a committee's subdivision of outlays.
Conference Agreement
The Senate recedes from its amendment.

4. Budget Act Waivers and Appeals in the Senate
Current Law
The House and Senate may waive points of order under the 1974
Budget Act by various means, including, in the Senate, motions
made under Section 904(b) of the Act. Until the enactment of the
1985 Balanced Budget Act, waivers of the 1974 Budget Act, including motions made under Section 904(b), required the approval of
only a simple majority. Section 271(a) and (b) of the 1985 Balanced
Budget Act established in the Senate requirements for a threefifths votes of all Members (60 Members) to waive most points of
order under Title III of the 1974 Budget Act. However, because rulings by the Chair on these points of order can be overturned upon
appeal by a simple majority of the Senate, the three-fifths vote requirements for Budget Act waivers can be circumvented if a ruling
on a point of order is successfully applied.
Most of the three-fifths vote requirements under Section 271 of
the 1985 Balanced Budget Act expire on September 30, 1991.
Senate Amendment
The Senate amendment (Section 233) amends Section 271 of the
1985 Balance Budget Act to extend the requirement for a threefifths vote of the Senate for certain waivers of the 1974 Budget Act
to appeals of rulings by the Chair. Further, the Senate amendment
(Section 234) adds Section 302(c) of the 1974 Budget Act, which prohibits the consideration of spending legislation before a committee
has reported its subdivisions of spending under Section 302(b), to
the list of sections that require a three-fifths vote for waiver or
appeal.
The Senate amendment changes the expiration date of the threefifths vote requirements under Section 271 to September 30, 1992.
Conference Agreement
The House recedes and concurs in the Senate amendment, except
that the expiration date of the three-fifths vote requirements under
Section 271 is changed to September 30, 1993.
5. Time Limit for Conference Reports on Budget Resolutions
Current Law
Section 305(c)(2) of the 1974 Budget Act establishes time limits
for debate on the conference reports on budget resolutions and reconciliation legislation. However, it is not clear from the language
whether the time limit applies to appeals, debatable motions, and
amendments in disagreement.
Senate Amendment
The Senate amendment (Section 232) amends Section 305(c)(2 ) to
specifically include in the time limit "all amendments in disagreement, and all amendments thereto, and debatable motions and appeals in connection therewith."

Conference Agreement
The House recedes and concurs in the Senate amendment. The
conferees intend that all debate on the conference report should
fall within the established time limits.
6. Extraneous Provisions in Reconciliation Legislation
CurrentLaw
Title XX of the Consolidated Omnibus Budget Reconciliation Act
of 1985 (P.L. 99-272), as amended by Section 7006 of the Omnibus
Budget Reconciliation Act of 1986 (P.L. 99-509), established a temporary rule in the Senate-referred to as the "Byrd Rule"-to exclude extraneous matter from reconciliation legislation. The rule
specifies the types of provisions considered to be extraneous, provides for a point of order against the inclusion of extraneous
matter in reconciliation measures, and requires a three-fifths vote
of the Senate to waive or appeal the point of order. The rule expires on January 2, 1988.
Senate Amendment
The Senate amendment (Section 228) amends the Byrd Rule
(which applies only in the Senate) to include in the definition of
extraneous matter provisions which increase net outlays or decrease revenues during a fiscal year beyond those fiscal years covered by the reconciliation measure and which result in a net increase in the deficit for that fiscal year. The Senate amendment
also extends the expiration date of the Byrd Rule to September 30,
1992.
Conference Agreement
The House recedes and concurs in the Senate amendment. This
rule applies only in the Senate.
It is the intent of the conferees that expiration after the reconciliation period of a revenue increase or extension provided for in a
reconciliation bill would not, of itself, be considered a revenue decrease for purposes of this provision. It could, however, contribute
to a finding that a spending increase or a positive revenue decrease
in that legislation violated this rule.
7. Prohibition Against Counting Certain Actions as Savings
CurrentLaw
Under current practice, the deficit for a fiscal year can be reduced by transferring certain actions by the Federal Government
between that fiscal year and another fiscal year, even if the deficit
for the other fiscal year is increased as a result.
Senate Amendment
The Senate amendment (Section 225) provides that a transfer of
any action by the Federal Government-including payments, expenditures, asset sales, and the collection of revenues and receipts-from one fiscal year to an adjacent fiscal year shall not be
treated as reducing the deficit for the fiscal year from which the
transfer is made unless, as a result of the transfer, the deficit for

the period covered by both fiscal years is reduced by at least $100
million.
The Senate amendment specifies the conditions for determining
(for purposes of this requirement) whether an action by the Federal
Government constitutes a transfer and further specifies that its
provisions shall be enforced on the basis of estimates made by the
House and Senate Budget Committees.
Conference Agreement
The conference agreement prohibits the savings resulting from
the transfer of outlays, receipts, or revenues from one year to another to be counted as changing the deficit, except for certain types
of transfers identified in law. The conferees recognize that the determinations required under this provision for the 1974 Budget Act
will be based on estimates made by the House and Senate Budget
Committees.
8. Extension of State and Local Government Cost Estimates
Current Law
The State and Local Cost Estimate Act of 1981 (Public Law 97108) amended the 1974 Budget Act to require that the Congressional Budget Office (CBO) estimate the cost to State and local governments of authorizing legislation reported by House or Senate committees. The Act expires on September 30, 1987.
Senate Amendment
The Senate amendment (Section 227) repeals the expiration date
of the State and Local Cost Estimate Act, thus extending indefinitely the CBO reporting requirement on State and local costs.
Conference Agreement
The House recedes and concurs in the Senate amendment.
9. Codification of Law Regarding Deferral Authority
CurrentLaw
The Supreme Court in Immigration and Naturalization v.
Chadha, 462 U.S. 919 (1983), held legislative vetoes unconstitutional. Applying Chadha, the Court of Appeals in City of New Haven v.
United States, 809 F. 2d 900 (D.C. Cir. 1987), struck down Section
1013 of the 1974 Impoundment Control Act, dealing with deferrals,
thereby denying the President his sole statutory authority to make
deferrals for policy reasons. The Court noted its view that the Executive's power to defer was now limited to so-call programmatic
deferrals under the Antideficiency Act, which it characterized as
dealing with "routine" and "trivial" matters "relating to the
normal and orderly operation of the Government that Congress expected to present little controversy." The reporting requirements of
Section 1013 have continued in force by virtue of other statutory
reference to that section.
Section 1015 of the 1974 Impoundment Control Act directs the
Comptroller General to report to Congress when he determines
that the President has failed to transmit a special message with re-

spect to a deferral or rescission, or has incorrectly classified an
action in such message. Section 1016 of the Act empowers the
Comptroller General to bring a civil action to require that unlawfully impounded budget authority be made available for obligation.
The Comptroller General has expressed the view that he lacks authority to take any action to compel the release of impounded
funds since such authority was linked to the invalidated Section
1013.
Senate Amendment
The Senate amendment (Section 229) enacts a new Section 1013
that codifies the New Haven decision and General Accounting
Office administrative interpretations by prohibiting policy deferrals
and providing that deferrals will be permissible only: (1) for contingencies, (2) for efficiency, or (3) as specifically provided for by law.
Programmatic deferrals must be reported to the Congress and be
accompanied by a detailed description and justification of the proposal. Deferrals may not be proposed for any period extending
beyond the end of the fiscal year in which the proposal is reported.
The Senate amendment also reaffirms the Comptroller General's
authority under Sections 1015 and 1016 of the Act to initiate suits
to compel the release of impounded funds and his duty to safeguard Congress' institutional interest in the spending process.
Conference Agreement
The House recedes and concurs in the Senate amendment.
10. Clarification of Congressional Intent Regarding Rescission
Authority
Current Law
Section 1012(b) of the 1974 Impoundment Control Act empowers
the President to withhold spending appropriated funds during a
period of 45 days of continuous session while Congress considers a
rescission proposal. Under General Accounting Office interpretations which allow preparation time for the submittal message, and
because certain days are not counted as days of continuous session,
rescission proposals sometimes result in appropriated funds being
withheld for up to 75 or more calendar days. Seriatim proposals
covering the same subject matter have the effect of extending indefinitely the period of unavailability.
Senate Amendment
The Senate amendment (Section 230) adds language to Section
1012(b) to prohibit the Executive practice of submitting seriatim rescission messages covering similar matter when Congress fails to
act on such proposals within the statutory 45-day period. The
Senate amendment limits the Executive to one rescission proposal
in any year regarding substantially the same budget authority.
Conference Agreement
The conference agreement amends Section 1012(b) of the Impoundment Control Act of 1974 to prohibit proposals to rescind
budget authority which were the object of a previous rescission pro-

posal not accepted by Congress. The conferees intend that the
President be allowed to propose one rescission for any given activity. If the rescission proposal for that activity is not agreed to by
Congress, no further rescission proposal for that activity would be
allowed during the availability of that appropriation.
The conference agreement is not meant to diminish the restriction on the Executive from the Senate amendment. The conferees
intend that the conference agreement will cover cases in which the
Executive seeks to rescind substantially the same budget authority,
not just exactly the same budget authority.
The conferees intend that authority granted to the President
under this Act regarding the sequestration process shall in no way
augment the authority available to him, and the requirements imposed on him, under existing law regarding the deferral or rescission of funds.
11. Two-Year Appropriations
Current Law
Under current practices, the House and Senate provide most new
budget authority for a fiscal year in the form of annual appropriations acts (i.e., regular, supplemental, and continuing appropriations acts). Most appropriations within such an act are available
for obligation only during the fiscal year, but some are available
for two or more fiscal years.
Senate Amendment
The Senate amendment (Section 224) expresses the sense of the
Congress that legislation experimenting with two-year appropriations for selected budget subfunctions shall be adopted as part of
reconciliation legislation required by the FY 1988 budget resolution
(H. Con. Res. 93, adopted June 24, 1987).
Conference Agreement
The conference agreement urges the Congress-under a plan to
be developed by the appropriate committees in consultation with
the leadership of both Houses and in cooperation with the Executive Branch-to experiment with multiyear authorizations and twoyear appropriations for selected agencies and accounts, and to
evaluate the experiment once completed.
12. Credit Reform
Current Law
Current law regarding the treatment of credit activities in the
budget process is under the law.
Senate Amendment
Senate amendment numbered 3 in part adds a new title (Title
III-Credit Reform), to be cited as the "Federal Credit Reform Act
of 1987," to the joint resolution.
The Senate amendment establishes the scoring of direct loans
and guarantees on the basis of subsidy costs, defined as the present
value of the direct costs to Government to extend credit assistance.

Beginning in FY 1989, agencies would receive an appropriation
for the subsidy costs of loans and loan guarantees expected during
the year. Deposit insurance agencies are not required to have subsidy appropriations. For entitlement programs funded by permanent
indefinite appropriations, indefinite amounts will be requested for
subsidies, but specific estimates will be included in the budget.
The subsidy calculations take into account direct Government
outlays and lost or delayed repayments. Fees and premiums paid
by borrowers would reduce the subsidy estimate. The term "subsidy" also refers to changes in the terms of loans that have the effect
of increasing the Government's cost, including loan forgiveness,
waiving of penalties, and other changes in the terms of a loan
agreement. Agencies will include an estimate of the subsidy costs
of such changes in their requests for appropriations.
The Senate amendment establishes a Federal credit management
agency in the Treasury Department to supply and verify subsidy
elements and to study and recommend improvements in Federal
agency credit management.
The Senate amendment neither requires nor authorizes the selling of direct loans; the title prohibits the reinsurance of loan guarantees.
Two kinds of budget accounts are established for credit programs-a subsidy account and a financing account. Amounts appropriated for loan subsidies would be credited to the subsidy account and paid into the financing account as the loan is disbursed.
All of the unsubsidized cash flow associated with loans made after
October 1, 1988 (including loan disbursements, repayments, default
claims, and fees and premiums paid by borrowers), would be assigned to a financing account.
Assets and liabilities resulting from loans made before FY 1989
will be transferred to financing accounts as well.
All of these financing accounts will be assigned to a separate and
newly established budget function. Amounts in this function would
not be allocated to committees and would not be counted when determining compliance with various sections of the 1974 Budget Act.
Because both the financing and subsidy accounts are on-budget,
the credit reform title would have no impact on the cash-flow
measure of the deficit.
Agencies have authority to borrow from the Treasury to cover
the obligations of these financing accounts. For new loans, an
agency may borrow to cover the unsubsidized financing requirements of a program if sufficient resources are not available in the
financing account. For example, an agency might receive an appropriation of $10 million to make direct loans with a face value of
$50 million. It would borrow $40 million in order to disburse these
loans and would recover this amount with borrower repayments.
The bill would also extend this borrowing authority to obligations
associated with loans made before FY 1989. An agency would
redeem its debt with Treasury as borrowers repay their loans. If it
did not have sufficient funds, the agency would have to request an
appropriation to liquidate the debt.
The Senate amendment makes it out of order in either House to
consider an appropriations bill which provides new credit author-

ity, for programs that are estimated to require a subsidy, but does
not also provide an appropriation for that subsidy cost.
Finally, the Senate amendment states that nothing in the title
should be construed as altering the underlying terms and conditions of, or eligibility for, or the amount of assistance provided by,
any Federal direct loan or loan guarantee.
Conference Agreement
The conference agreement deletes the Senate language establishing a credit reform title and directs the Congressional Budget
Office, in consultation with the General Accounting Office, to study
and report to Congress on Federal credit programs for FY 1987 and
FY 1988. The report, which shall be submitted to the committees of
jurisdiction as soon as practicable, must address and make recommendations on the following areas: (1) more accurately measuring
the costs of Federal credit programs, (2) comparing the cost of Federal credit programs to other forms of assistance, and (3) improving
the allocation of resources between credit programs and other programs. The report shall also consider how to include information
on the cost of Federal credit programs in the budget process.
13. Financial Management Reform
Current Law
Current law, such as the Federal Managers' Financial Integrity
Act (Public Law 97-255), addresses certain aspects of financial
management improvement. However, a comprehensive statutory
framework for financial management reform does not exist.
Senate Amendment
The Senate amendment (section 226) states the sense of Congress
that Congress shall adopt, as part of reconciliation legislation, a
plan to ensure improvements in the Government's financial management.
Conference Agreement
The conference agreement urges the Congress to undertake coordinated effort to identify problems in Federal financial management, develop specific proposals for reform, and consider the use of
generally accepted accounting principles in Federal financial management systems.
14. Date of Submission of the President's Budget
Current Law
Under current law (31 U.S.C. 1105(a)), the President must submit
his budget each year by the first Monday after January 3. Prior to
this change in law, which was included in the 1985 Balanced
Budget Act, the President was required to submit his budget within
15 days after a session of Congress convened.
Senate Amendment
The Senate amendment (Section 206) changes the deadline in 31
U.S.C. 1105 (a) for submission of the President's budget to the first

Monday after January 17 and makes certain conforming changes
in 31 U.S.C. l109(a) and Section 300 of the 1974 Budget Act.
Conference Agreement
The Senate recedes from its amendment.
15. House and Senate Rulemaking Powers
CurrentLaw
The Constitution empowers the House and Senate to determine
and revise their rules of procedure at any time. Section 271(c) of
the 1985 Balanced Budget Act and Section 904(a) of the 1974
Budget Act states that certain provisions of those acts were enacted as an exercise of the rulemaking powers of the House and
Senate.
Senate Amendment
The Senate amendment (Section 235) states that provisions included under Part B of the amendment (entitled "Budget Process
Reforms") are enacted as an exercise of the rulemaking power of
the House and Senate, with the full recognition of the constitutional right of either House to change them at any time.
Conference Agreement
The conference agreement provides that the amendments made
by this Act are enacted as an exercise of the rulemaking powers of
the House and Senate.
IV. MISCELLANEOUS PROVISIONS (FEDERAL SALARY ACT AMENDMENT)

Current Law
Under the Federal Salary Act of 1967, as amended, the Commission on Executive, Legislative, and Judicial Salaries makes recommendations every four years to the President as to the salaries for
Members of Congress and certain other officers and employees of
the United States. The President in turn is required to submit his
recommendations as to the rates of pay for those officials as a part
of his budget submitted after he receives the recommendations of
the Commission. Those recommendations of the President go into
effect unless Congress agrees to a joint resolution disapproving
them within 30 days after the date on which they were made.
House Joint Resolution
H.J. Res. 324, as passed by the House, does not contain any provisions dealing with the Federal Salary Act of 1967.
Senate Amendment
Senate amendment numbered 4 provides that the recommendations of the President concerning the salary rates for Members of
Congress and certain other officers and employees of the United
States would become effective only if they are approved by a joint
resolution agreed to by the Congress.

Conference Agreement
The Senate recedes from its amendment.
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