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GAO IJnited States 
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Comptroller General 
of the United States 

B-22 1498 

December 15, 1987 

The President 
The President of the Senate 
The Speaker of the House 

of Representatives 

I hereby submit my report for fiscal year 1988 as required by section 
253 of the Balanced Budget and Emergency Deficit Control Act of 1985, 
as amended. 

kesults in Brief The General Accounting Office reviewed the reports prepared by the 
Director of the Office of Management and Budget (OMB) under section 
Ztfl of the act and the orders issued by the President under section 252 
of the act. We applied a variety of tests that were designed to determine 
whether or not the requirements imposed by the act with respect to 
those reports and orders had been met. 

We found a few accounts where we believe the act was construed incor- 
rectly. The amounts involved are small. Our analysis of these accounts 
appears in appendix I of this report. 

After examining the results of our tests, we conclude that, notwith- 
standing the matters discussed in appendix I, the reports and orders 
substantially complied with the act’s requirements, 

Methodology their reports and orders of October 20 and November 20, 1987. This b 
entailed a variety of tests to determine whether or not specific proce- 
dures required by the act had been implemented correctly. 

For example, we used automated tests to ensure that the outlay rates 
from 0~13’s August 20 report had been used, as required, in the October 
and November reports. We replicated OMB'S calcul&ions of sequesterable 
resources, sequester percentage, and amount sequestered to ensure that 
these steps had been performed correctly. We examined differences 
between the August, October, and November OMR reports to ensure that 
the changes were consistent with the intervening amendments to the 
act. In a sample of accounts, we reviewed in detail the calculations 
needed to develop the 1988 baseline to ensure that the correct inflation 
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ad jus tments  h a d  b e e n  m a d e . B e c a u s e  o f th e  ex tens ive  in ter re la t ionsh ips  
a m o n g  d e fe n s e  a c c o u n ts, w e  rev iewed  a  h i ghe r  p ropor t ion  o f th o s e  
a c c o u n ts, 

W e  a lso  c o m p a r e d  th e  O M B  repor ts  wi th th o s e  i ssued  a  fe w  days  ear l ie r  
by  th e  Cong ress iona l  B u d g e t O ffice ( C B O ) . W e  e x a m i n e d  e a c h  case  w h e r e  
th e r e  w a s  a  d i f fe rence o f $ 5  m i l l ion o r  m o r e  b e tween  O M B 'S  est imate  o f 
s e q u e s te rab le  resources  a n d  th a t o f C B O . W e  e x a m i n e d  cer ta in  o the r  
cases  w h e r e  th e r e  w a s  a  l a rge  d i f fe rence in  n o n s e q u e s te rab le  resources .  

T h e s e  tests, a n d  th e  in fo rmat ion  w e  de r i ved  f rom d iscuss ions  wi th o ffi- 
c ia ls  o f O M B , C B O , a n d  th e  o p e r a tin g  agenc ies ,  w e r e  suff ic ient to  g ive  us  
r e a s o n a b l e  assu rance  th a t th e r e  w a s  n o  p a tte rn  o f er rors  a ffec t ing  l a rge  
n u m b e r s  o f a c c o u n ts th a t w o u l d  s u g g e s t a  b ias  in  th e  results.  T h e  tests 
w e r e  a lso  suff ic ient to  g ive  us  r e a s o n a b l e  assu rance  th a t th e r e  w e r e  n o  
u n r e p o r te d  er rors  l a rge  e n o u g h  to  h a v e  a l te red  th e  a m o u n t o f th e  
requ i red  s e q u e s te r  o r  to ’h a v e  a l te red  m a ter ia l ly  its d istr ibut ion.  

T h e  act  requ i red  O M B  to  u s e  th e  s a m e  e c o n o m i c  a n d  techn ica l  a s s u m p -  
tio n s  th a t it e m p l o y e d  in  its A u g u s t 2 0  report .  O u r  rev iew,  th e r e fore,  d i d  
n o t e n c o m p a s s  a n  a s s e s s m e n t o f th e  val id i ty o r  r e a s o n a b l e n e s s  o f th e s e  
a s s u m p tio n s . Accord ing ly ,  w e  a re  n o t r ende r i ng  a n  o p i n i o n  o n  th e  l ikely 
accuracy  o f O M B 'S  est imates o f revenues ,  o u tlays,  a n d  th e  d e ficit. H o w -  
ever ,  in  v iew o f th e  p a s s a g e  o f tim e  s ince  th e  or ig ina l  a s s u m p tio n s  w e r e  
set, it a p p e a r s  l ikely th a t th e y  w o u l d  b e  di f ferent  if m o r e  recent  d a ta  
a n d  cur rent  e c o n o m i c  cond i t ions  w e r e  ta k e n  in to a c c o u n t. 

o f th e  financ ia l  d a ta  unde r l y i ng  th e  b u d g e t process.  A s  w e  h a v e  b  
repor ted  o n  o the r  occas ions ,  ma jo r  i m p r o v e m e n ts in  th e  g o v e r n m e n t’s 
financ ia l  m a n a g e m e n t sys tems a re  n e e d e d  if dec is ion  akers  a re  to  h a v e  
time ly  a n d  re l iab le  in fo rmat ion  as  a  bas is  fo r  th e  po l ic  

1  

cho ices  th e y  
m u s t m a k e  if th e y  a re  to  avo id  s e q u e s trat ion. Th is  p ro  l e m  m a y  a lso  
impa i r  e ffect ive i m p l e m e n ta tio n  o f th e  B a l a n c e d  B u d g  t a n d  E m e r g e n c y  
D e ficit C o n trol A c t o f 1 9 8 5 . Unre l i ab le  financ ia l  d a ta  sbbstant ia l ly  
i nc rease  th e  diff iculty o f es t imat ing  th e  d e ficit a n d  o f ensu r i ng  th a t a n y  
requ i red  s e q u e s te r  is a l loca ted  appropr ia te ly .  

W e  a lso  c o n tin u e  to  b e  c o n c e r n e d  a b o u t th e  suscept ib i l i ty  o f th e  cur rent  
b u d g e t st ructure a n d  p rocess  to  shor t - term ad jus tments  th a t d o  n o t 
so l ve -and  m a y  actual ly  exacerba te - the  long- te rm p r o b l e m . S h i ftin g  
r e v e n u e s  a n d  o u tlays  f rom o n e  f iscal pe r i od  to  a n o the r  c a n  r e d u c e  th e  

P a # ?  2  G A O / 0 C Q H B - 1  Comp l i ance  Repor t  for F Y  1 9 8 8  



cash deficit in one year. But the reduction is only temporary. In some 
situations-as with some sales of loan assets, for example-the long- 
term effect can be to produce a larger deficit than would otherwise 
occur. 

The recent amendments to the act sought to ensure that savings pro- 
duced by such devices were not counted in determining whether or not 
the deficit reduction target had actually been met. However, these pro- 
visions do not apply to the President’s budget or to the congressional 
budget resolutions that continue to use traditional cash-based budgetary 
accounting. This could be a source of confusion in future years. The situ- 
ation could arise, for example, in which a sequester could be required 
under the rules of the act even though traditional budgetary accounting 
suggested-because of asset sales and other one-time adjustments-that 
the deficit target had been achieved. We are currently examining these 
and other issues involving the budget process, some of which may have 
implications for procedures under the act. We will provide the results of 
that review in our report for fiscal year 1989, pursuant to section 253(3) 
of the act. 

Copies of this report will be provided to interested congressional com- 
mittees and to the directors of OMB and CBO and will be made available to 
other interested parties on request. 

Charles A. Bowsher 
Comptroller General 
of the United States 
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Appendix I 

Comments on Individual Accounts 

Railroad Supplemental The OMB report includes a sequester for the Railroad Supplemental 

Anhuity Pension Fund Annuity Pension Fund because, in OMB'S view, the Congress did not 
explicitly exempt this account. We believe the account should have been 
treated as exempt, 

In the original Balanced Budget and Emergency Deficit Control Act of 
1986, “Railroad retirement tier II (60-8011-O-7-601)” was classified in 
section 267(l)(A) as a program with automatic spending increases and 
was subject to special rules applicable to such programs. In the Omnibus 
Reconciliation Act, 1986, all programs in section 267(l)(A) were com- 
pletely exempted from any reduction under the 1986 act. This exemp- 
tion included all benefits paid out of account number 60-801 l-0-7-601, 
including railroad retirement supplemental annuities, and OMB treated 
all railroad retirement benefits, including supplemental annuities, as 
exempt in its August 20,1987, report under the 1986 act. 

In section 104(b) of the,,&Ianced Budget and Emergency Deficit Control 
Reaffirmation Act of 14987, approved September 29,1987, the 1986 
exemption for “Railroad retirement tier II (So-801 l-O-7-601)” was reen- 
acted as an amendment to the 1986 act. However, during the time 
between enactment of the 1986 and 1987 legislation, OMB separated rail- 
road retirement supplemental annuities from other tier-II benefits and 
placed the supplemental annuities in a new and separate account, 60- 
8012-o-7-602. When OMB issued its October 20, 1987, report, it treated as 
exempt only the tier-II benefits remaining in account 69-80 1 l-0-7-60 1. 

In our view, it is clear that the exemption enacted in 1986 was intended 
to apply to all benefits then paid from account 60-8011-O-7-601, includ- 
ing supplemental annuities. We believe it is equally clear that the Reaf- 
firmation Act was intended to reenact, without substantive change, the 
1986 exemption. (See HR. Rep. No. 313, 100th Cong., 1st Sess. 61 
(1987).) In our judgment, OMB should have treated railroad retirement 
supplemental annuities as an exempt program in its October 20 and 
November 20 reports, as it did in its August 20 report. 

CBO and OMB differed on the treatment of certain assistance to Microne- ‘W-- sia under sections 122,221, and 223 of the Compact of Free Association, 
Public Law 99-239. CBO treated all these items as appropriated entitle- 
ments and added $27.9 million to the baseline as its estimate of the 
funding requirement. OMB treated these same program$ as discretionary. 
Since there was no 1987 appropriation to the Compact account, OMB'S 
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Appdbi I 
Chnmentr on Individual Accounts 

estimate for the baseline for these programs was zero. Our analysis sug- 
gests that two of the items are appropriated entitlements and two are 
not. 

The assistance provided to the Compact states under sections 122 and 
221(a) and (c) is in the form of in-kind services provided by various 
federal agencies; these services are to be continued on a nonreimbur- 
sable basis. We believe that OMB was correct in excluding these amounts 
from its baseline for the Compact account. 

On the other hand, sections 221(b) and 223 of the Compact do create 
appropriated entitlements. Section 221(b) mandates a $10 million 
annual payment to serve the special health care and’educational needs 
of the inhabitants of the Compact states. Section 223 continues the post- 
secondary education benefits (Pell grants and other programs) that 
qualified students were receiving before the effective date for up to 4 
years after the Compact’s effective date. In our view, these sections cre- 
ate entitlements that must be liquidated by appropriations. To fully 
fund these entitlements, as required by the estimating procedures in the 
act, OMB should have included about $16 million in budget authority in 
its baseline for 1988. 

Radio Construction, 
United States 
Information Agency 

OMR'S sequester baseline for the United States Information Agency (IJSIA) 
account, Radio Construction (67-0204-O-1-154), incorrectly reflected $20 
million in permanent, indefinite budget authority for 1987. The $20 mil- 
lion was recorded to cover an “obligation” incurred under an agreement 
with the Federal Republic of Germany. Under the agreement, the U.S. 
government assumed a contingent liability for reimbursing the German 
government if the United States terminates the agreement. The maxi- 
mum potential liability under the agreement is $20 million. LJSIA 

1, 

recorded $20 million in budget authority and obligations in 1987 for the 
contingent liability. However, such liabilities give rise to true obligations 
only when there is a requirement to make the paymbnt, a situation 
would occur only if and when the US. government ancels the agree- 
ment. Thus, IJSIA was incorrect in recording the bud 

i 
et authority and 

obligation, and OMB should have disregarded the $2 million in calculat- 
ing its baseline. 

I 

Corporation for Public We agree with OMH'S inclusion of $2 14 million in the sequester baseline 

Eroadcasting of the Corporation for Public Broadcasting (CPH) account, Public Broad- 
casting Fund (20-0151-O- l-503) but we do not believe it proper to report 
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an expected outlay savings of $18,2 million for the account. The 1988 
appropriation of $214 million was completely obligated and disbursed 
before the initial and final sequester orders were issued. Under such cir- 
cumstances, the budget resources are no longer available for reduction 
under the act. OMB acknowledges that the $214 million was already dis- 
bursed but believes that the executive and legislative branches will be 
able to influence CPB to return an amount equal to the sequester amount, 
$18.2 million. We find no basis for reflecting this assumption in the cal- 
culations required by the act. 

Page 6 GAO/~BII-1 Compliance Report for FY 1988 





I’ 



Requests for copies of GAO reports should be sent to: 

U.S. General Accounting Office 
Post Office Box 6016 
Gait,hersburg, Maryland 20877 

Telephone 202-275-6241 

The first five copies of each report are free. Additional copies are 
$2.00 each. 

There is a 26% discount on orders for 100 or more copies mailed to a 
single address. 

Orders must be prepaid by cash or by check or money Iorder made out to 
the Superintendent of Documents. 

L 



United States 
General Accounting Offke 
Wmhington, D.C. 20648 

Official Business 
Perialty for Private Use $300 

Al 
- 

ddresvl Correction Requested 

Y 




