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EXECUTIVE OFFICE OF THE PRESIDENT 

OFFICE OF MANAGEMENT AND BUDGET 


WASHINGTON, D. C . 20503 


THE DIRECTOR 

May 23, 2017 

The President 

The White House 

Washington, DC 20500 


Dear Mr. President: 

Enclosed please find the OMB Sequestration Preview Report to the President and 

Congress for Fiscal Year 2018. It has been prepared pursuant to section 254 of the Balanced 

Budget and Emergency Deficit Control Act of 1985 (BBEDCA). 


As required by statute, the Preview Report, the first of the three required sequestration 
reports for 2018, sets forth estimates for the current year and each subsequent year through 2021 
of the applicable discretionary spending limits for each category. This includes adjustments that 
are calculated in the OMB Report to the Congress on the Joint Committee Reductions for Fiscal 
Year 2018 and adjustments due to changes in concepts and definitions. The report also provides 
a summary of the proposed and anticipated changes to the discretionary spending limits 
contained in the 2018 Budget. 

Mick Mulvaney 
Director 

Enclosure 

Identical Letter Sent to The Honorable Michael R. Pence 
and The Honorable Paul D. Ryan 
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I.  INTRODUCTION
 

The Budget Control Act of 2011 (BCA; Public 
Law 112-25) amended the Balanced Budget and 
Emergency Deficit Control Act of 1985 (BBEDCA), 
which had expired in 2002, by reinstating BBEDCA’s 
limits on discretionary budget authority for 2012 
through 2021�  Section 254 of BBEDCA requires 
OMB to issue a sequestration preview report with the 
President’s Budget submission� This preview report, 
the first of the three required sequestration reports 
for 2018, provides the status of the discretionary lim
its for the current year and for each year thereafter 
through 2021 as of the date of the President’s 2018 
Budget submission� 

Section 251A of BBEDCA requires an adjustment 
to the budget year (2018) caps in this report based 
on the calculations included in the OMB Report to 
the Congress on the Joint Committee Reductions for 
Fiscal Year 2018� Additionally, since no legislation 
has been enacted that replaces the Joint Committee 
reductions to the caps for discretionary programs 
beyond 2018, under current law these reductions to 
the discretionary caps continue in 2019 and beyond� 
As part of its commitment to fiscal restraint, the 
Administration supports the overall level in 2018 for 
base discretionary funding after the Joint Committee 
reductions are taken into account�  However, the 
Administration believes that resources need to be 
rebalanced to ensure our national security needs are 
met� This report describes the President’s proposals 
to replace the defense reductions with comparable re
ductions in non-defense spending while setting new 

caps through 2027 that will enhance our security and 
rebalance the non-defense mission to focus on core 
Government functions� This report takes into account 
final appropriations and the adjusted caps for 2017 
included in the OMB’s Final Sequestration Report 
for 2017� This is in contrast to other 2018 Budget 
materials that were finalized before the Consolidated 
Appropriations Act, 2017 (Public Law 115-31) was en
acted� 

OMB will issue a sequestration update report in 
August that will provide a mid-year status update on 
the limits and enacted appropriations, as well as a 
preview estimate of the 2018 adjustment for disaster 
funding�  OMB will issue a final sequestration report 
for 2018 after the end of this congressional session 
that will contain final estimates of enacted appropria
tions and any adjustments to the discretionary limits� 
If it is determined that a cap is breached, the final 
report will also include a Presidential Order to imple
ment a sequestration of non-exempt discretionary ac
counts within that category to eliminate the breach� 
As required by BBEDCA, OMB’s estimates of enacted 
discretionary appropriations and the calculations in 
each sequestration report, including this preview re
port, are made using the same economic and technical 
assumptions underlying the President’s 2018 Budget� 
In addition, each of these reports will include, where 
appropriate, comparisons between OMB’s estimates 
and estimates from the Congressional Budget Office 
and an explanation of any differences between those 
estimates� 





  

  

  

   

  

    

 

  

  

  
 

 

  

  

  

   

  

  

   

  

 

  
  

OMB SEQUESTRATION PREVIEW REPORT TO THE PRESIDENT AND CONGRESS FOR FISCAL YEAR 2018
 

II.  DISCRETIONARY SEQUESTRATION PREVIEW REPORT
 

Discretionary programs are funded annually 
through the appropriations process�  BBEDCA lim
its—or caps—budget authority available for discre
tionary programs each year through 2021 but does not 
require that the Congress appropriate the full amount 
available under the discretionary limits� Throughout 
each session of the Congress, OMB is required to 
monitor compliance with the discretionary spending 
limits� Within seven working days of enactment of an 
appropriations bill, OMB reports its estimates of the 
total new discretionary budget authority provided by 
the legislation�  If the bill provides additional appro
priations for the current year, OMB also determines 
at that time whether the additional budget authority 
would cause total discretionary appropriations to ex
ceed the relevant cap for that year�  OMB makes the 
same determination for the budget year at the end 
of each session of the Congress� Appropriations that 
OMB estimates to exceed the budget authority caps 
trigger an across-the-board reduction (or sequestra
tion) to eliminate the excess spending� However, if the 
caps for the current year are breached late in the fiscal 
year (after June 30), the caps for the following budget 
year are reduced by the amount of the excess� 

Section 251 of BBEDCA  specifies two categories 
for discretionary funding�1 The revised security cat
egory includes only the discretionary programs in the 
defense budget function 050 (the “defense” category), 
which mainly consists of the Department of Defense 
and significant portions of agency budgets for the 
Department of Energy (including the National Nuclear 
Security Administration) and the Federal Bureau of 
Investigation� The revised nonsecurity category con
sists of all discretionary programs not in the revised 
security category—essentially all non-defense (or non
050) budget functions (the “non-defense” category)� 

Section 251A of BBEDCA requires reductions at 
this time to the current 2018 caps as part of Joint 
Committee enforcement� These reductions are de
scribed in the current law adjustments section below, 

1 For more information on the structure of the BBEDCA 
spending caps and how they have changed over time, see Table 1 
of this report or consult any of the OMB’s sequestration reports to 
the President and Congress during the previous Administration 
at the following archive site: https://obamawhitehouse.archives. 
gov/omb/legislative_reports/sequestration� 

but only adjustments for 2018 are made at this time� 
Unless there is a change to current law, similar reduc
tions will be required for 2019 through 2021 when 
OMB issues its Joint Committee and sequestration 
preview reports for each of those years� The precise 
amount of those reductions is unknown at this time, as 
it depends in part on the relative size of sequestrable 
mandatory outlays in the baseline for each of those 
Budgets� Therefore, those future cap reductions are 
not reflected in the revised limits used in this report� 

Table 1 summarizes the history of changes that have 
occurred to the discretionary caps since their rein
statement and summarizes the changes to these limits 
proposed in the 2018 Budget, which are discussed in 
more detail in the proposed changes and anticipated 
adjustments sections below� 

Current Law Adjustments to 
Discretionary Limits 

BBEDCA permits certain adjustments to the discre
tionary limits�  Section 251(b)(1) allows for adjustments 
due to changes in concepts and definitions in this re
port, after consultation with the Congressional Budget 
Office and the congressional Budget Committees� 
Section 251(b)(2) also authorizes certain adjustments 
after the enactment of appropriations� At this time, 
OMB includes no change to the caps for concepts and 
definitions or adjustments pursuant to section 251(b) 
(2)�  Pursuant to section 251A of BBEDCA, reduc
tions are required to the 2018 discretionary spend
ing limits� The OMB Report to the Congress on the 
Joint Committee Reductions for Fiscal Year 2018 dis
cusses the calculations that determine the amount of 
cap reductions required to meet the Joint Committee 
deficit reduction requirement for 2018�  Based on the 
estimates in that report, the defense cap is reduced 
by $53,943 million and the non-defense cap is reduced 
by $37,251 million� These adjustments are made to 
the respective current law caps in Table 2� These 
adjustments revise the cap for defense in 2018 from 
$603,000 million to $549,057 million and revise the 
cap for non-defense from $553,000 million to $515,749 
million�  OMB will be required to implement reduc
tions to the discretionary caps when it issues preview 
reports for future years unless legislation is enacted 
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OMB SEQUESTRATION PREVIEW REPORT TO THE PRESIDENT AND CONGRESS FOR FISCAL YEAR 2018 

Table 2. PREVIEW REPORT DISCRETIONARY 

SPENDING LIMITS UNDER CURRENT LAW
 

(Net budget authority in millions of dollars) 

2017 2018 2019 2020 2021 

DEFENSE (OR “REVISED SECURITY”) CATEGORY 

Final Sequestration Report Spending Limit �������������������������������������������������� 634,005 603,000 616,000 630,000 644,000 

Joint Committee Enforcement Reductions pursuant to section 251A of BBEDCA: 

Defense Cap Reduction for 2018 ��������������������������������������������������������� ���������� –53,943 ���������� ���������� ���������� 

Preview Report Spending Limit ���������������������������������������������������������������������� 634,005 549,057 616,000 630,000 644,000 

NON-DEFENSE (OR “REVISED NONSECURITY”) CATEGORY 

Final Sequestration Report Spending Limit �������������������������������������������������� 553,553 553,000 566,000 578,000 590,000 

Joint Committee Enforcement Reductions pursuant to section 251A of BBEDCA: 

Non-Defense Cap Reduction for 2018 ������������������������������������������������� ���������� –37,251 ���������� ���������� ���������� 

Preview Report Spending Limit ���������������������������������������������������������������������� 553,553 515,749 566,000 578,000 590,000 

TOTAL DISCRETIONARY FUNDING 

2017 Final Sequestration Report, 

Total Discretionary Spending ���������������������������������������������������������������������� 1,187,558 1,156,000 1,182,000 1,208,000 1,234,000 

2018 Budget Preview Report, 

Total Discretionary Spending ���������������������������������������������������������������������� 1,187,558 1,064,806 1,182,000 1,208,000 1,234,000 

to cancel the Joint Committee reductions�  However, 
as discussed above, since those reductions are not re
quired at this time and will need to be recalculated 
based on the estimates of direct spending programs 
in future President’s Budgets, the defense and non-de
fense limits for 2019 through 2021 remain unadjusted 
at this point� 

Proposed Changes to the Discretionary Limits 

The President’s 2018 Budget adheres to a total dis
cretionary level of $1,065 billion in 2018 but seeks to 
right-size Federal spending priorities by removing the 
Joint Committee reductions for the defense category 
and paying for the increase by reducing the category 
for non-defense programs by a comparable amount� 
This shift in policy will enhance our national security 
and put America first by providing critical investments 
for rebuilding our military while making the difficult 
choices necessary to scale back the non-defense mis
sion by focusing on the core Government responsibili

ties of protecting our border and enhancing law en
forcement� After 2018, the Budget proposes new caps 
through 2027 that would effectively remove discre
tionary programs from the Joint Committee equation 
but maintain a fiscally responsible path� The defense 
cap is increased by 2�1 percent a year, but this increase 
reflects inflated 2018 levels and not a policy judgment� 
The Administration will determine 2019 - 2027 de
fense funding levels in the 2019 Budget, in accordance 
with the National Security Strategy, National Defense 
Strategy, and Nuclear Posture Review that are cur
rently under development�  For non-defense, the cap 
is reduced by 2 percent per year (the “2 penny plan”)� 
Meeting these levels will require discipline and fis
cal prudence, but the 2018 Budget has made a down 
payment on these policies and has demonstrated how 
transformational changes in Government funding can 
be made responsibly� The proposed changes to the 
base caps are shown on Table 3�  For 2018 through 
2021, the changes are shown as deltas from the cur
rent law caps� 
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The Budget further proposes that the non-defense 
caps be reduced to account for policy proposals to 
privatize air traffic control programs and to reduce 
Federal agencies’ contributions to the retirement 
plans of civilian employees� These cap reductions 
would prevent the savings achieved by these reforms 
from being redirected to augment existing non-de
fense programs�  Reforms to the retirement plans of 
Federal civilian employees would also yield savings in 
the defense category, but no defense cap reduction is 
included because those savings would be redirected 
to critical national security investments within the 
category� The reduction for air traffic control privati
zation is not scheduled to begin until 2021, while the 
Federal employee cost share reduction would begin in 
2019� These proposed changes are included on Table 
3�  For more information on these proposals and the 
Administration’s discretionary cap policy, please see 
the “Budget Enforcement and Budget Presentation” 
section of the Budget Process chapter in the Analytical 
Perspectives volume of the President’s 2018 Budget� 

Anticipated Current Law Adjustments 
Pursuant to BBEDCA 

Section 251(b)(2) of BBEDCA allows for adjustment 
of the discretionary caps, provided that certain condi
tions are met and/or specific designations are provided� 
Several proposals included in the Budget, if enacted, 
would trigger these adjustments to the discretionary 
caps� These anticipated adjustments, shown in Table 
3, include the following: 

Emergency Requirement and Overseas Contingency 
Operations/Global War on Terrorism (OCO/GWOT) 
Appropriations.—These adjustments are authorized 
by section 251(b)(2)(A) of BBEDCA and include fund
ing for amounts that the Congress designates in law 
and the President subsequently so designates as be
ing either an emergency requirement or for OCO/ 
GWOT activities on an account-by-account basis� 
As described in OMB’s Final Sequestration Report 
for 2017,  a combined $4,148 million was enacted as 
emergency requirements in either the Continuing 
Appropriations Act, 2017 (division C of Public Law 
114-223, as amended by division A of Public Law 114
254 and further amended by Public Law 115-30) or 
the Consolidated Appropriations Act, 2017 (Public 
Law 115-31) (the “CAA of 2017”)� An adjustment was 

made to the non-defense cap for this amount in OMB’s 
Final Sequestration Report for 2017� The President’s 
Budget does not propose any new emergency fund
ing for 2018�  However, the 2018 Budget proposes to 
eliminate the Title 17 Innovative Technology Loan 
Guarantee Program and the Advanced Technology 
Vehicles Manufacturing Loan Program in the 
Department of Energy� This proposal includes a per
manent cancellation of most of the remaining balances 
of emergency funding, which were never designated 
pursuant to BBEDCA� These cancellations are not be
ing re-designated as emergency; therefore, no savings 
are being achieved under the caps nor will the caps be 
adjusted for these cancellations� 

Appropriations for 2017 for the Defense, Homeland 
Security, Military Construction and Veterans Affairs, 
and State and Foreign Operations subcommittees, 
provided a total of $103,717 million (including re
scissions) for OCO/GWOT purposes for 2017� This 
adjustment was made in OMB’s Final Sequestration 
Report for 2017�  For 2018, the President’s Budget 
provides a total of $76,591 million for OCO/GWOT 
activities with $64,573 million for defense programs 
and $12,018 million for international programs� The 
Budget also includes an outyear allowance for OCO/ 
GWOT activities with separate streams for defense 
and non-defense funding for each year through 2027� 
The outyear amounts for OCO/GWOT reflect notional 
placeholders consistent with a potential transition of 
certain OCO costs into the base budget while continu
ing to fund contingency operations� The placeholder 
amounts do not reflect specific decisions or assump
tions about OCO funding in any particular year� The 
2018 DOD OCO/GWOT amounts are allocated to the 
defense category in Table 3, while the 2018 interna
tional and outyear non-defense placeholder amounts 
are allocated to the non-defense category� 

Social Security Dedicated Program Integrity�— 
Section 251(b)(2)(B) of BBEDCA authorizes an ad
justment of the caps by the amounts appropriated for 
Continuing Disability Reviews (CDRs) and redetermi
nations in the Social Security Administration (SSA)� 
CDRs are periodic reevaluations conducted to deter
mine if recipients of Social Security disability insur
ance benefits and Supplemental Security Income (SSI) 
for persons with disabilities still qualify for benefits� 
Redeterminations are periodic reviews of non-medical 

9 
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factors of eligibility, such as income and resources, for 
the means-tested SSI program, and generally result 
in a revision of the individual’s benefit level�  SSA 
may also use cap adjustment funds for work CDRs, 
cooperative disability investigation units, and spe
cial attorneys for fraud prosecutions� The maximum 
cap adjustment in each year is specified in BBEDCA 
and becomes available only if a base level, before the 
adjustment, of $273 million is provided for these pur
poses in the appropriations bill� The intent of this 
adjustment is to ensure sufficient resources for SSA 
to reduce improper payments and achieve savings in 
mandatory spending totaling tens of billions of dollars 
over the next 10 years, and additional savings in the 
outyears� The CAA of 2017 provided $1,546 million 
as a cap adjustment—the maximum allowable adjust
ment specified for 2017 in BBEDCA� This adjustment 
was made in OMB’s Final Sequestration Report for 
2017� The 2018 Budget provides both the base fund
ing level of $273 million and the cap adjustment level 
specified in BBEDCA of $1,462 million through dis
cretionary appropriations in 2018� The $1,462 million 
adjustment is displayed in 2018 as an anticipated ad
justment to the non-defense category in Table 3 with 
cap adjustments aligned with the authorized levels in 
BBEDCA included for each year through 2021 followed 
by amounts that grow with current services infla
tion for each year thereafter� The “Program Integrity 
Funding” discussion in the President’s Budget Reform 
Proposals section of the Budget Process chapter in the 
Analytical Perspectives volume of the 2018 Budget pro
vides a complete description of this and other program 
integrity efforts along with OMB’s methodology in de
termining their effectiveness� 

Health Care Fraud and Abuse Control (HCFAC)�— 
Section 251(b)(2)(C) of BBEDCA authorizes adjust
ment of the caps by amounts appropriated for HCFAC 
activities, which include efforts to reduce the Medicare 
improper payment rate, support the Health Care 
Fraud Prevention and Enforcement Action Team ini
tiative, and reduce Medicaid improper payment rates� 
The maximum HCFAC cap adjustment in each year 
is specified in BBEDCA and becomes available only if 
a base level of $311 million for these purposes is pro
vided in the appropriations bill before the adjustment� 
In the CAA of 2017, the base $311 million level and 
the cap adjustment level of $414 million were provid
ed—the maximum allowable adjustment permitted by 

BBEDCA� OMB’s Final Sequestration Report for 2017 
included the adjustment of $414 million for this fund
ing� The 2018 Budget fully funds the base amount for 
this program and includes the full cap adjustment of 
$434 million permitted by BBEDCA for 2018 with cap 
adjustments aligned with BBEDCA shown for each 
year through 2021 followed by amounts that grow 
with current services inflation for each year thereaf
ter� The “Program Integrity Funding” discussion in 
the President’s Budget Reform Proposals section of the 
Budget Process chapter in the Analytical Perspectives 
volume of the 2018 Budget provides a complete de
scription of this and other program integrity efforts 
and OMB’s methodology in determining their effec
tiveness� 

Disaster Funding�—Section 251(b)(2)(D) of BBEDCA 
authorizes an adjustment to the caps for appropria
tions that are designated by the Congress as being 
for “disaster relief,” which is defined as activities 
carried out pursuant to a determination under sec
tion 102(2) of the Robert T� Stafford Disaster Relief 
and Emergency Assistance Act (42 U�S�C� 5122(2))� 
BBEDCA sets a limit for the adjustment equal to the 
total of the average funding provided for disaster re
lief over the previous 10 years (excluding the highest 
and lowest years), plus any portion of the allowable 
adjustment (funding ceiling) for the previous year 
that was not appropriated (excluding the portion of 
the previous year’s ceiling that was itself due to any 
unused amount from the year before)�  For the 2017 
adjustment, OMB determined an initial preview esti
mate of $8,566 million that was later revised to $8,129 
million in OMB’s Final Sequestration Report for 2017 
due to supplemental appropriations enacted in 2016� 
In division C of the Continuing Appropriations Act, 
2017 (Public Law 114-223) and the CAA of 2017, the 
Congress provided total appropriations of $8,129 mil
lion, with $6,713 million for the Federal Emergency 
Management Agency’s (FEMA’s) Disaster Relief Fund 
(DRF) account and $1,416 million for the Department 
of Housing and Urban Development’s Community 
Development Fund�  OMB’s Final Sequestration 
Report for 2017 allocated these combined adjustments 
to the non-defense category� The amounts provided for 
2017 equal the allowable adjustment; therefore, pur
suant to section 251(b)(2)(D)(i)(II) of BBEDCA, OMB 
currently does not include any carryover amounts in 
its calculation of the preview estimate of the 2018 al
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lowable allowance, which OMB currently estimates 
at $7,366 million�  OMB’s estimate will be revised, as 
necessary, in its August 2017 Sequestration Update 
Report for Fiscal Year 2018� 

The 2018 Budget requests $6,793 million for FEMA’s 
DRF to cover the costs of Presidentially-declared major 
disasters, including identified costs for previously de
clared catastrophic events and the predictable annual 
cost of non-catastrophic events expected to obligate in 
2018� This request does not pre-fund anticipated needs 
arising out of disasters that have yet to occur, nor does 
it fund potential catastrophic needs�  If more informa
tion becomes available about the need to fund prior 
or future disasters, additional requests, in the form of 
either 2017 supplemental appropriations requests or 
amendments to the Budget with appropriate emergen
cy or disaster relief designations, may be transmitted� 

After 2018, the Budget includes a placeholder for di
saster relief that is equal to the current 2018 request� 
This level does not reflect a specific request, but is a 
placeholder for an amount that will be subsequently 
decided on an annual basis during the normal budget 
development process� The Administration does not have 
adequate information about future needs at this time� 
The 2018 request and outyear placeholder amounts are 
shown on Table 3 as anticipated cap adjustments to the 
non-defense category�  See “Disaster Relief Funding” in 
the President’s Budget Reform Proposals section of the 
Budget Process chapter in the Analytical Perspectives 
volume of the 2018 Budget for a more full description 
of this adjustment and the Administration’s 2018 re
quest� This chapter also includes a discussion of the 
Administration’s interest in working with the Congress 
on options to address the declining allowable adjust
ment for the disaster relief cap adjustment� 
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