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THE BUDGET MESSAGE OF THE PRESIDENT

To THE CONGRESS OF THE UNITED STATES:

America is emerging from the worst recession in generations. In 2010, an economy that had been
shrinking began to grow again. After nearly 2 years of job losses, America’s businesses added more
than one million jobs. Our capital and credit markets are functioning and strong. Manufacturing is
coming back. And after teetering on the brink of liquidation just 2 years ago, America’s auto industry
is posting healthy gains and returning money to the taxpayers who helped it through a period of
turmoil. The determination and resilience of the American people and the tough choices we made
over the past 2 years helped to pull our economy back from the brink of a second Great Depression.

Two years after those dark days, the stock market is booming. Corporations are posting record
profits. Momentum is building. Yet, in America, we have always had a broader measure of economic
health. We believe in a country where everyone who is willing to work for it has the opportunity to
get ahead; where the small businessperson with a dream or entrepreneur with a great new idea has
their best chance to make them a reality; where any child can go as far as their talent and tenacity
will take them. That is the genius of America. That spirit is what has built the greatest prosperity
the world has ever known.

So even as recovery begins to take hold, we have more work to do to live up to our promise by
repairing the damage this brutal recession has inflicted on our people, generating millions of new
jobs, and seizing the economic opportunities of this competitive, new century.

These must be the priorities as we put together our Budget for the coming year. The fiscal realities
we face require hard choices. A decade of deficits, compounded by the effects of the recession and
the steps we had to take to break it, as well as the chronic failure to confront difficult decisions, has
put us on an unsustainable course. That’s why my Budget lays out a path for how we can pay down
these debts and free the American economy from their burden.

But in an increasingly competitive world in which jobs and businesses are mobile, we also have a
responsibility to invest in those things that are absolutely critical to preparing our people and our
Nation for the economic competition of our time.

We do this by investing in and reforming education and job training so that all Americans have the
skills necessary to compete in the global economy. We do this by encouraging American innovation
and investing in research and development—especially in the job-creating industries of tomorrow
such as clean energy. We do this by rebuilding America’s infrastructure so that U.S. companies can
ship their products and ideas from every corner in America to anywhere in the world. And finally, we
do this by coming together as Americans, not Democrats or Republicans, to make the tough choices
that get America’s fiscal house in order, investing in what works, cutting what doesn’t, and changing
the way business is done in Washington.
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Growing the economy and spurring job creation by America’s businesses, large and small, is my top
priority. That’s why, over the course of the last year, I pushed for additional measures to jump-start
our economic recovery: tax credits for businesses that hire unemployed workers; assistance to States
to prevent the layoffs of teachers; and tax cuts and expanded access to credit for small businesses. At
the end of the year, I signed into law a measure that provided tax cuts for 159 million workers saving
the typical worker $1,000 per year. And the same law extended important tax credits to help families
make ends meet and afford to send their kids to college. This bipartisan tax cut plan also gave
businesses two powerful incentives to invest and create jobs: 100 percent expensing on the purchase
of equipment and an extension of the research and experimentation tax credit.

Moreover, my Administration has moved aggressively to open markets abroad and boost exports
of American made goods and services, signing a new trade agreement with South Korea, the twelfth-
largest economy in the world. And last month, I laid out a balanced approach to regulation that is
pragmatic, driven by data, and that will protect the health and well-being of the American people and
help lay the groundwork for economic growth and job creation.

These steps will help the economy this year. But it is also essential that we take stock and look
to the future—to what kind of America we want to see emerge from this crisis and take shape for
the generations of Americans to come. This Budget lays out our roadmap not just for how we should
invest in our economy next year, but how we should start preparing our Nation to grow, create good
jobs, and compete in the world economy in the years ahead.

At its heart is a recognition that we live in a world fundamentally different than the one of previous
generations. Revolutions in communication and technology have made businesses mobile and
commerce global. Today, a company can set up shop, hire workers, and sell their products wherever
there is an Internet connection. It is a transformation that has touched off a fierce competition among
nations for the jobs and industries of the future.

The winners of this competition will be the countries that have the most skilled and educated
workers; a serious commitment to research and technology; and access to quality infrastructure like
roads and airports, high-speed rail, and high-speed Internet. These are the seeds of economic growth
in the 21 century. Where they are planted, the most jobs and businesses will take root.

In the last century, America’s economic leadership in the world went unchallenged. Now, it is up to
us to make sure that we maintain that leadership in this century. At this moment, the most important
contest we face as a Nation is not between Democrats and Republicans or liberals and conservatives.
It’s between America and our economic competitors around the world.

There is no doubt in my mind that we can win this competition. The United States is home to the
world’s best universities and research facilities, the most brilliant scientists, the brightest minds,
and some of the hardest-working, most entrepreneurial people on Earth. But our leadership is not
guaranteed unless we redouble our efforts in the race for the future.

In a generation, we've fallen from first place to ninth place in the proportion of our young people
with college degrees. We lag behind other nations in the quality of our math and science education.
The roads and bridges that connect the corners of our country and made our economy grow by leaps
and bounds after World War II are aging and in need of repair. Our rail and air traffic systems are in
need of modernization, and our mobile networks and high-speed Internet access have not kept pace
with some of our rivals, putting America’s businesses and our people at a competitive disadvantage.
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In 1957, when the Soviet Union beat us into space by launching a satellite called Sputnik, it was
a wake-up call that caused the United States to boost our investment in innovation and education—
particularly in math and science. As a result, we not only surpassed the Soviets, we developed new
American technologies, industries, and jobs. Fifty years later, our generation’s Sputnik moment has
arrived. Our challenge is not building a new satellite, but to rebuild our economy. If the recession
has taught us anything, it is that we cannot go back to an economy driven by too much spending, too
much borrowing, and the paper profits of financial speculation. We must rebuild on a new, stronger
foundation for economic growth. We need to do what America has always been known for: building,
innovating, and educating. We don’t want to be a nation that simply buys and consumes products
from other countries. We want to create and sell products all over the world that are stamped with
three simple words: “Made in America.”

My Budget makes investments that can help America win this competition and transform our
economy, and it does so fully aware of the very difficult fiscal situation we face. When I took the oath
of office 2 years ago, my Administration was left an annual deficit of $1.3 trillion, or 9.2 percent of GDP,
and a projected 10-year deficit of more than $8 trillion. These deficits were the result of a previous 8
years of not paying for programs—notably, two large tax cuts and a new Medicare prescription drug
benefit—as well as the financial crisis and recession that exacerbated our fiscal situation as revenue
decreased and automatic Government outlays increased to counter the recession and cushion its
impact.

We took many steps to re-establish fiscal responsibility, from instituting a statutory pay-as-you-
go rule for spending to going line by line through the budget looking for outdated, ineffective, or
duplicative programs to cut or reform. And, most importantly, we enacted the Affordable Care
Act. Along with giving Americans more affordable choices and freedom from insurance company
abuses, reform of our health care system will, according to the latest analysis by the non-partisan
Congressional Budget Office, reduce our budget deficits by more than $200 billion in its first decade
and more than $1 trillion over the second.

Now that the threat of a depression has passed, and economic growth is beginning to take hold,
taking further steps toward reducing our long-term deficit has to be a priority, and it is in this Budget.
The reason is simple: in the long run, we will not be able to compete with countries like China if we
keep borrowing more and more from countries like China. That’s why in this Budget, I put forward a
number of steps to put us on a fiscally sustainable path.

First, I am proposing a 5-year freeze on all discretionary spending outside of security. This is not
an across-the-board cut, but rather an overall freeze with investments in areas critical for long-term
economic growth and job creation. A commonsense approach where we cut what doesn’t work and
invest in those things that make America stronger and our people more prosperous. Over a decade,
this freeze will save more than $400 billion, cut non-security funding to the lowest share of the
economy since at least 1962, and put the discretionary budget on a sustainable trajectory.

Making these spending cuts will require tough choices and sacrifices. One of them is the 2-year
freeze on Federal civilian worker salaries. This is in no way a reflection on the dedicated service of
Federal workers, but rather a necessary belt-tightening measure during these difficult times when so
many private sector workers are facing similar cuts. This Budget also includes many terminations
and reductions to programs across the entire Federal Government. These cuts include many
programs whose mission I care deeply about, but meeting our fiscal targets while investing in our
future demands no less. All told, we have put forward more than 200 terminations and reductions for
over $30 billion in savings.
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Even in areas outside the freeze, we are looking for ways to save money and cut unnecessary costs.
At the Department of Defense, for instance, we are reducing its funding by $78 billion over the next 5
years on a course for zero real growth in funding. To do this, Secretary Gates is pursuing a package of
terminations, consolidations, and efficiencies that include, for example, the elimination of the Marine
Corps Expeditionary Fighting Vehicle; the consolidation of four Air Force air operations centers into
two; and reducing the number of Generals and Admirals by more than 100. And throughout the entire
Government, we are continuing our efforts to make Government programs and services work better
and cost less: using competition and high standards to get the most from the grants we award, getting
rid of excess Federal real estate, and saving billions of dollars by cutting overhead and administrative
costs.

Second, I continue to oppose the permanent extension of the 2001 and 2003 tax cuts for families
making more than $250,000 a year and a more generous estate tax benefiting only the very largest
estates. While I had to accept these measures for 2 more years as a part of a compromise that
prevented a large tax increase on middle-class families and secured crucial job-creating support for
our economy, these policies were unfair and unaffordable when enacted and remain so today. I will
push for their expiration in 2012. Moreover, for too long we have tolerated a tax system that’s a
complex, inefficient, and loophole-riddled mess. For instance, year after year we go deeper into deficit
and debt to pay to prevent the Alternative Minimum Tax (AMT) from hurting many middle-class
families. As a start, my Budget proposes a 3-year fix to the AMT that is paid for by an across-the-
board 30 percent reduction in itemized deductions for high-income taxpayers. My Administration will
work with the Congress on a long-term offset for these costs.

Third, to address looming, long-term challenges to our fiscal health, the Budget addresses future
liabilities in the unemployment insurance system; the Pension Benefit Guaranty Corporation, which
protects the pensions of workers whose companies have failed; and the Federal Housing Administration,
which plays a critical role in affordable housing. It also is committed to implementing the Affordable
Care Act swiftly and efficiently since rising health care costs are the single biggest driver of our
long-term fiscal problems. Finally, as a down payment toward a permanent fix, the Budget proposes
additional reforms to our health care system that would be sufficient to pay for 2 years of fixing the
Medicare’s sustainable growth rate, thus preventing a large cut in Medicare reimbursements for
doctors that would jeopardize care for older Americans.

In addition, I believe that we need to act now to secure and strengthen Social Security for future
generations. Social Security is a solemn commitment to America’s seniors that we must preserve.
That is why I have laid out my principles for reform and look forward to working with the Congress
on ensuring Social Security’s compact for future generations.

As we move to rein in our deficits, we must do so in a way that does not cut back on those investments
that have the biggest impact on our economic growth because the best antidote to a growing deficit
is a growing economy. So even as we pursue cuts and savings in the months ahead, we must fund
those investments that will help America win the race for the jobs and industries of the future—
investments in education, innovation, and infrastructure.

In an era where most new jobs will require some kind of higher education, we have to keep investing
in the skills of our workers and the education of our children. And that’s why we are on our way to
meeting the goal I set when I took office: by 2020, America will once again have the highest proportion
of college graduates in the world.



THE BUDGET FOR FISCAL YEAR 2012 5

To get there, we are making college more affordable for millions of students, through the extension
of the American Opportunity Tax Cut and maintaining our historic expansion of the Pell Grant
program while putting it on firm financial footing. We are taking large steps toward my goal of
preparing 100,000 science, technology, engineering, and mathematics teachers over the next decade.
And we are continuing our reform of elementary and secondary education—not from the top-down,
but from the bottom-up. Instead of indiscriminately pouring money into a system that doesn’t always
work, we are challenging schools and States to compete in a “Race to the Top” to see who can come up
with reforms that raise standards, recruit and retain good teachers, and raise student achievement,
especially in math and science. We are expanding the “Race to the Top” to school districts, and since in
today’s economy learning must last a lifetime, we are extending this competitive framework to early
childhood education, universities and colleges, and job training.

Once our students graduate with the skills they need for the jobs of the future, we also need to
make sure those jobs end up in America. In today’s high-tech, global economy, that means the United
States must be the best place to do business and the best place to innovate. That will take reforming
our tax code, and I am calling for immediate action to rid the corporate tax code of special interest
loopholes and to lower the corporate rate to restore competitiveness and encourage job creation—
while not adding a dime to the deficit.

And since many companies do not invest in basic research that does not have an immediate pay
off, we—as a Nation—must devote our resources to these fundamental areas of scientific inquiry.
In this Budget, we are increasing our investment in research and development that contributes to
fields as varied as biomedicine, cyber-security, nano-technology, and advanced manufacturing. We
are eliminating subsidies to fossil fuels and instead making a significant investment in clean energy
technology—boosting our investment in this high-growth field by a third—because the country that
leads in clean energy will lead in the global economy. Through a range of programs and tax incentives,
this Budget supports my goals of the United States becoming the first country to have one million
electric vehicles on the road by 2015 and for us to reach a point by 2035 where 80 percent of our
electricity will come from clean energy sources. We also are working toward a 20 percent decrease in
energy usage in commercial and institutional buildings by 2020, complementing our ongoing efforts
to improving the efficiency of the residential sector. If this is truly our Sputnik moment, we need a
commitment to innovation that we have not seen since President Kennedy challenged us to go to the
moon.

To flourish in the global economy, we need a world-class infrastructure—the roads, rails, runways,
and information superhighways that are fundamental to commerce. Over the last 2 years, our
investments in infrastructure projects already have led to hundreds of thousands of good private
sector jobs and begun upgrading our infrastructure across the country. But we still have a long way
to go.

In this Budget, I am proposing a historic investment in repairing, rebuilding, and modernizing
our transportation infrastructure. The Budget features an immediate, up-front investment of $50
billion to both generate jobs now and lay a foundation for future economic growth. Looking toward
the future, the Budget provides funds to develop and dramatically expand access to high-speed rail
as well as the creation of a National Infrastructure Bank to support projects critical to our national
competitiveness. While this transportation bill is a major investment of funds, it is also a major
reform of how transportation funds have been invested in the past. We are committing to paying
for our surface transportation plan and making it subject to the Congress’ pay-as-you-go law; to
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consolidating duplicative, earmarked programs; and to making tens of billions of dollars of funds
subject to a competitive “Race to the Top” process.

And looking to what we will need to thrive in the 21% century, I am proposing an ambitious effort
to speed the development of a cutting-edge, high-speed wireless data network that will reach across
our country to 98 percent of Americans and provide for the needs of both our citizens and our first
responders. We are the Nation that built the transcontinental railroad and the first airplanes to take
flight. We constructed a massive interstate highway system and introduced the Internet to the world.
America has always been built to compete, and if we want to attract the best jobs and businesses to
our shores, we have to be that Nation again.

Finally, to make it easier for our businesses and workers to sell their products all over the globe,
we are working toward our goal of doubling U.S. exports by 2014. This will take specific efforts to
open up markets and promote American goods and services. It also will take maintaining American
leadership abroad and ensuring our security at home. This Budget invests in all elements of our
national power—including our military—to achieve our goals of winding down the war in Iragq;
defeating al Qaeda in Afghanistan and around the world; reducing the threat of nuclear weapons;
and preparing our Nation for emerging threats. We also invest resources to provide for our men and
women in uniform and to honor the service of our veterans. And we do this all with an eye to cutting
waste, finding efficiencies, and focusing resources on what is essential to our security.

Throughout our history, the investments this Budget makes—in education, innovation, and
infrastructure—have commanded support from both Democrats and Republicans. It was Abraham
Lincoln who launched the transcontinental railroad and opened the National Academy of Sciences;
Dwight Eisenhower who helped build our highways; and Republican Members of Congress who worked
with Franklin Roosevelt to pass the GI Bill. In our own time, leaders from both sides of the aisle have
come together to invest in our infrastructure, create incentives for research and development, and
support education reform such as those my Administration has been pursuing. Moreover, when faced
with tough, fiscal challenges, our country’s leaders have come together to find a way forward to save
Social Security in the 1980s and balance the budget in the 1990s.

There are no inherent ideological differences that should prevent Democrats and Republicans from
making our economy more competitive with the rest of the world. We are all Americans, and we are
all in this race together. So those of us who work in Washington have a choice to make in this coming
year: we can focus on what is necessary for each party to win the news cycle or the next election, or
we can focus on what is necessary for America to win the future.

I believe we must do what this moment demands, and do what we must to spur job creation and
make the United States competitive in the world economy. For as difficult as the times may be, the
good news is that we know what the future could look like for the United States. We can see it in the
classrooms that are experimenting with groundbreaking reforms and giving children new math and
science skills at an early age. We can see it in the wind farms and advanced battery factories that are
opening across America. We can see it in the laboratories and research facilities all over this country
that are churning out discoveries and turning them into new startups and new jobs.
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And when you meet these children and their teachers, these scientists and technicians, and these
entrepreneurs and their employees, you come away knowing that despite all we have been through
these past 2 years, we will succeed. The idea of America is alive and well. As long as there are people
willing to dream, willing to work hard, and willing to look past the disagreements of the moment
to focus on the future we share, I have no doubt that this will be remembered as another American
century.

BaArack OBAMA

THE WHITE HOUSE,
FEBRUARY 14, 2011.






MOVING FROM RESCUE TO REBUILDING

After two of the most difficult years in gen-
erations for our Nation’s economy, we are at the
end of the first phase of the journey, back from
the devastating recession. We no longer face the
collapse of our financial system or the start of a
second Great Depression. Swift and decisive ac-
tion has turned the tide, and the Nation’s econo-
my is recovering. From the American Recovery
and Reinvestment Act (the Recovery Act) that
boosted macroeconomic demand, jump-started
economic activity, and broke a vicious recession-
ary cycle to the Administration’s Financial Sta-
bility Plan that helped to restore confidence in
our financial institutions and markets and saved
the American automobile industry, the President
made choices that were unprecedented and, in
many quarters, politically unpopular. It is now
clear that these policies worked and played a
central role in putting the economy on the road
to recovery.

That does not mean that the effects of the
recession are behind us. Too many Americans
are out of work; too many industries and busi-
nesses are still recovering from the shocks of
the recession; and too many cities and towns are
struggling to make ends meet and provide nec-
essary services to their residents. The recovery
is still vulnerable to setbacks, and there is evi-
dence that the longer the recession’s effects are
allowed to linger the more damage it does to in-
dividuals and communities. For instance, many
studies show that a parents’ unemployment is
closely tied to their children’s educational and
professional achievement. Similarly, those en-
tering the workforce during a weak economy

experience depressed wages not only in the
initial years of their career, but also for years
to come. Other research has demonstrated that
unemployment has a lasting negative effect on
community and civic engagement. If we fail to
invest in the capabilities of our workforce, in the
infrastructure of our Nation, and in our capacity
to nurture and grow new ideas and inventions,
we seriously damage the prospects for robust
long-term economic growth.

Looking ahead to the promise of the century
before us, we must seize this opportunity to
transform our economy from one too vulnerable
to boom and bust and driven by easy credit and
reckless actions to one that is rooted in what
Americans do best: innovating, creating, build-
ing, and selling these goods and services the
world over. To do that, we need to invest in the
education, innovation, and infrastructure that
the American economy will need to compete in the
global economy for years to come. We also need
to lay a sound fiscal foundation for our Nation,
since we will not be able to grow and spur job
creation if we are weighed down by deficits and
debt. That will take tough choices, which this
Budget reflects—making cuts where necessary
and investing in what will make the United
States more competitive in the world economy.
The Administration is proposing a program
that will strengthen the recovery and spur job
creation in the months ahead, since we cannot
risk losing all the progress we have made in
rescuing our economy with a focus on policies
that will lead to a sound future and sustained
economic growth.
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BRrINGING THE EcoNoMYy BACK FROM THE
BRINK

When the President took office the economy
was in freefall. Real gross domestic product
(GDP) was dropping at an annual rate of 4.9 per-
cent after falling at an annual rate of 6.8 percent
the previous quarter. A steep decline in the stock
market combined with falling home prices led to
a significant loss of household wealth. Between
the third quarter of 2007 and the first quarter of
2009, the real net worth of American households
declined by 28 percent—the equivalent of one
year’s GDP. Americans reacted to this massive
loss of wealth by saving more instead of spending.
The personal savings rate spiked at 7.2 percent in
the second quarter of 2009, after averaging only
2 percent through the end of 2007. This had the
effect of reducing consumer demand, a key driv-
er of economic growth. That trajectory has now
changed: over the past six quarters, through the
fourth quarter of 2010, real GDP has grown at an
average rate of 3.0 percent.

In the last year, real wealth has risen as house
prices nationally have shown signs of stabilizing
and the stock market has partially recovered.
And, as of the end 0f 2010, the American economy
had created private sector jobs for 12 months in a
row; in fact, in 2010, the private sector gained 1.3
million jobs. To be sure, the economy is not adding
jobs fast enough to reduce the unacceptably high
unemployment rate. The increase in the savings
rate and accompanying decrease in consumer de-
mand has led to a dampening of firms’ sales ex-
pectations and constrained business investment.
And families continue to struggle in the aftermath
of the recession. However, we have averted what
could easily have become a second Great Depres-
sion—in no small part due to the Administration’s
forceful policy response—and the Administration
continues to work to strengthen the recovery and
spur more job creation.

The Recovery Act

The Administration took decisive action to
bolster macroeconomic demand and jumpstart

economic activity, thus putting the brakes on
a recession that was spiraling out of control.
The President moved rapidly, working with the
Congress, and just 28 days after taking office,
signed into law the Recovery Act to create and
save jobs, as well as transform the economy to
compete in the 215t Century. Approximately one-
third, or $288 billion, of the Act’s funds went to tax
cuts for small businesses and 95 percent of work-
ing families. Another third, or $234 billion, was
used for emergency relief for those who bore the
brunt of the recession. For example, more than
17 million Americans benefited from extended or
increased unemployment benefits, and health in-
surance was made 65 percent less expensive for
laid-off workers and their families who relied on
COBRA. The final third was invested in projects
to create jobs, spur economic activity, and lay the
foundation for future sustained growth. In addi-
tion, aid to State and local governments helped
to close budget shortfalls, supporting the jobs of
more than 650,000 teachers, firefighters, and po-
lice officers. By the end of 2010, almost 95 per-
cent of Recovery Act spending was obligated and
88 percent of the tax relief was being provided
directly to Americans, meeting the Administra-
tion’s goal of disbursing 70 percent of the Act’s
funds by the end of that year. Twenty-two months
after enactment, it is clear that by moving swiftly
and in a significant way, the Recovery Act had a
stimulative effect on the economy.

Following implementation of the Recovery
Act, the trajectory of the economy changed dra-
matically. The White House Council of Economic
Advisers (CEA) estimates that the Recovery Act
raised the level of GDP as of the third quarter of
2010, relative to what it would have been absent
intervention, by 2.7 percentage points. These es-
timates are very similar to those of a wide range
of outside analysts, including the Congressional
Budget Office (CBO). CEA also estimates that
the Recovery Act raised employment relative to
what it otherwise would have been by between
2.7 and 3.7 million jobs in the same time frame.

The President also took additional steps to
augment the stimulative effect of the Recovery
Act. In March 2010, for instance, he signed into
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law the Hiring Incentives to Restore Employment
(HIRE) Act that provided subsidies for firms that
hired workers who were unemployed for at least
two months; helped businesses invest in their fu-
ture by permitting them to write off investments
in equipment; encouraged job creation by expand-
ing investments in schools and clean energy proj-
ects; and maintained investments in roads and
bridges. In August, the President signed into law
$10 billion in additional aid to States to prevent
the dismissal of 160,000 of teachers, police offi-
cers, and firefighters nationwide. In September,
the President signed the Small Business Jobs
Act, which provided small businesses with tax re-
lief and better access to credit. Specifically, the
Act boosted Small Business Administration loan
sizes and guarantees, created a new Small Busi-
ness Lending Fund of up to $30 billion to sup-
port community and smaller banks that lend to
small businesses, and started a State Small Busi-
ness Credit Initiative to spur $15 billion in lend-
ing through grants to innovative State and local
programs. In addition, the Act contained eight
small business tax cuts, including the elimination
of capital gains taxes on key small business in-
vestments and tax incentives to encourage busi-
nesses, large and small, to invest in new plants
and equipment. Finally, at the end of 2010, the
President signed into law a bipartisan agreement
on taxes that prevented a tax increase for middle-
class families, extended unemployment insurance
benefits for millions of Americans hardest hit by
the recession, provided powerful incentives for
business investment and job creation, and tem-
porarily reduced the payroll tax which also would
help spur macroeconomic demand.

REVIVING THE FINANCIAL
SYSTEM AND CRITICAL SECTORS OF THE
EcoNnomy

In addition to rejuvenating demand, the Ad-
ministration also had to take extraordinary steps
to help revive the credit and capital markets
and restore trust in the financial system. As the
President took office, the future of major finan-
cial institutions was in doubt and vital aspects
of the financial system were deeply impaired—

preventing the flow of credit that small firms need
to grow and families need to purchase a home or
car, send a child to college, or start a business.

The Administration moved quickly with a
comprehensive, forceful, and sustained effort to
stabilize the financial system, assist in the clean-
up of legacy assets, jumpstart the provision of
new credit to households and businesses, and
support distressed housing markets. Accord-
ingly, the Administration’s efforts—especially
the Supervisory Capital Assessment Program
or “stress tests” conducted of 19 major financial
institutions—helped to shore up confidence in
our financial institutions and markets. The tests
provided a more transparent look into banks’
financial positions, reassuring investors. Sub-
sequently, the banks have been able to raise in
excess of $150 billion in high-quality, private cap-
ital, providing further evidence that the credit
crisis has abated. As these actions were taken,
the LIBOR spread narrowed sharply, and other
measures of credit risk also declined. During
2009, the spreads between Treasury yields and
other interest rates generally regained pre-crisis
levels, and they held these levels through 2010.

Troubled Asset Relief Program

A central part of the response to the financial
crisis was the implementation of the Troubled
Asset Relief Program (TARP), which was estab-
lished in the fall of 2008 under the Emergency
Economic Stabilization Act of 2008. Since the
Administration took office, the projected cost of
TARP has decreased dramatically and programs
are being successfully wound down. On October
3, 2010, authority to make new investments un-
der TARP expired. Today, the Federal Govern-
ment maintains TARP programs only where it
has existing contracts and commitments, includ-
ing programs for struggling homeowners and
small businesses.

In terms of direct financial cost, TARP is now
projected to be a fraction of its original projected
cost. When it started, independent observers, such
as CBO, estimated that TARP would cost $350
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billion or more. Because of the success of the pro-
gram, the Administration now estimates the cost
of the program to be only $48 billion, and CBO es-
timates the figure to be even lower. As of October
3, 2010, the Treasury had received $234 billion
in TARP repayments, and taxpayers earned $35
billion in interest, fees, and warrants. Ultimate-
ly, the costliest component of TARP for taxpayers
will be the mortgage assistance programs put into
place to mitigate the foreclosure crisis across the
Nation, while the other TARP components will
likely earn a positive return for taxpayers. As a
result, the cost of the Government’s broader re-
sponse efforts is remarkably low when compared
to past systemic crises. For instance, an Interna-
tional Monetary Fund study found that the aver-
age net fiscal cost of resolving roughly 40 banking
crises since 1970 was 13 percent of GDP, and the
Government Accountability Office estimates that
the cost of the early 1990s U.S. Savings and Loan
Crisis was 2.4 percent of GDP. In contrast, the di-
rect fiscal cost of all our interventions—including
the actions of the Federal Reserve, the Federal
Deposit Insurance Corporation, and our efforts
to support the Government Sponsored Enterpris-
es—is likely to be less than 1 percent of GDP net
of recoveries.

The Automobile Industry

As a result of the President’s aggressive and
effective intervention, we are seeing a notable
turnaround in the automobile industry at a lower
cost than originally thought. The freezing of the
credit markets in the fall of 2008 made it difficult
for households to finance the purchase of motor
vehicles. That, in addition to the broader eco-
nomic downturn and major structural problems
in some American auto companies, put General
Motors (GM) and Chrysler at the brink of liquida-
tion, which would have inflicted immediate and
lasting damage to the country’s manufacturing
and industrial base. It also would have produced
a significant rise in both regional and national
unemployment, and would have further damaged
the financial system since automobile financing
is a significant portion of overall financial activ-
ity. Moreover, if these companies went out of

business, the economy would have been forced
deeper into recession and might have fallen into
a depression. The President made the difficult
decision to extend assistance to GM and Chrysler
in exchange for significant restructurings and bil-
lions of dollars of equity in the companies.

The success of this policy has been dramatic.
Both companies restructured and emerged from
bankruptcy, and since then, the industry has
created more than 88,500 new jobs, and American
automakers are in the midst of their strongest
period of job growth in more than a decade. For
the first time in six years, Ford, GM, and Chrysler
are all operating at a profit. American workers
are back at the assembly line manufacturing the
high-quality, fuel-efficient, American-made cars
of tomorrow, capable of competing with manu-
facturers from around the world. For taxpayers
this means that the assistance extended to these
companies is paying off. In December 2010, GM
completed the repurchase of all GM preferred
stock issued under TARP, repaying taxpayers
$2.1 billion. Coming on the heels of a successful
initial public offering that netted $13.5 billion for
taxpayers, this preferred share repurchase brings
the total amount of funds that taxpayers have
received in return for their $49.5 billion invest-
ment in GM to more than $23 billion so far. The
Administration is on track to recoup much more
on our investments in these companies than we
initially estimated.

The Housing Market

Finally, the Administration took steps to sta-
bilize the housing market and help thousands of
responsible homeowners who are facing foreclo-
sure or are at risk of losing their homes. This be-
gan with the Homeowner Affordability and Sta-
bility Plan, a broad set of programs designed to
stabilize the housing market and keep millions of
Americans in their homes. The initiative included
Treasury’s mortgage-backed securities purchase
program, which along with mortgage-backed
securities purchases by the Federal Reserve, has
helped to keep mortgage interest rates at historic
lows and allowed over seven million homeowners
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to refinance since April 2009; the homebuyer tax
credit, which helped millions of Americans to pur-
chase homes, bolstering macroeconomic demand,;
and the Home Affordable Modification Program
(HAMP) which provides eligible homeowners the
opportunity to significantly reduce their monthly
mortgage payments, remain in their homes, and
avoid foreclosures.

Although HAMP has been held back by imple-
mentation challenges and poor performance on
the part of mortgage servicers, it has provided 1.4
million homeowners a trial mortgage modifica-
tion and more than half a million homeowners a
permanent modification that has allowed them to
stay in their homes. In total, since the Admin-
istration’s housing programs took effect in 2009,
public and private mortgage modification offers
have been more than twice the number of fore-
closure sales. The Administration has worked to
refine and adapt the program as necessary—in-
cluding increased servicer oversight and publicly
reporting servicer-specific performance, which
has improved rates of borrower participation.
Along with improvements to HAMP, the Admin-
istration is implementing a range of additional
programs to help homeowners. These include:
the Federal Housing Administration’s (FHA)
loss mitigation program to minimize foreclo-
sures, which has helped more than half a million
homeowners since the start of the mortgage cri-
sis; an initiative to move underwater borrowers
into FHA guaranteed loans when lenders write
off principal at least 10 percent; Treasury’s sec-
ond lien program, which provides a simultaneous
modification of the second lien when a first lien is
modified; a foreclosure alternatives program for
borrowers who do not qualify for a modification;
and a forbearance program for unemployed bor-
rowers. Treasury has also allocated $7.6 billion
to housing finance agencies in 18 States and the
District of Columbia to devise innovative local so-
lutions for borrowers facing unemployment and
negative equity in their homes.

Furthermore, the Administration has outlined
a framework and set of options to guide the de-
bate about our Nation’s future housing finance
system. The guidelines emphasize private sector

capital and innovation; stress affordable, respon-
sible, and secure homeownership opportunities
for Americans of all backgrounds; and discourage
unhealthy risk-taking by lenders and borrowers,
murky and inconsistent regulatory standards, or
the expectation of a taxpayer bailout.

SUPPORTING AND PROTECTING MIDDLE-
CrAss FAMILIES

The promise of America is that with hard work,
Americans can provide a solid, middle-class life
for their family: find a good job, afford a home,
send their children to world-class schools, receive
high-quality and affordable health care, and
enjoy a secure retirement in their later years.
Americans’ drive and ingenuity lie at the heart
of this promise and a growing economy makes it
possible to realize these aspirations. Also criti-
cal are rules of the road laid down to make our
markets and free society work and the basic pro-
tections offered to Americans that enable them to
thrive, ensuring clean air and water, fairness in
the workplace, products that are safe and are rep-
resented honestly, and Social Security and Medi-
care to provide for citizens in life’s later years.
To this list of protections, the Administration
has added two more: protecting patients from
the worst practices of insurance companies, and
consumers from poorly-constructed, opaque, and
risky financial products.

Health Insurance Reform

The President signed into law the Affordable
Care Act (ACA) on March 23, 2010, enacting com-
prehensive health insurance reforms that will
hold insurance companies more accountable, low-
er health care costs, guarantee more health care
choices, and enhance the quality of health care
for all Americans. The ACA empowers Americans
who are insured with information about the cost
and quality of care and gives them the stability
and security they need by ending many discrimi-
natory and abusive insurance industry practices;
expands coverage to more than 30 million
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Americans who lack insurance; cuts waste and
reforms health care so that higher-quality care is
delivered; and does it all without adding a dime
to the deficit. In fact, according to CBO’s latest
analysis, the ACA will cut more than $200 billion
from the deficit over the next 10 years and more
than $1 trillion over the second 10 years. Consid-
ering that rising health care costs are driving up
our national debt and thus are a drag on future
economic growth and the Nation’s overall com-
petitiveness, the ACA puts in place much-needed
deficit reduction.

Americans already are enjoying many of the
protections put in place by the ACA. For instance,
in the past, if a person became ill, insurance com-
panies could deny payments for health services by
retroactively finding an error or other technical
mistake on their previously accepted application;
this is now illegal. Insurance companies are now
prohibited from imposing lifetime dollar limits
on essential benefits, such as hospital stays. And
because of the ACA, insurance companies can no
longer deny coverage to children under the age
of 19 due to a pre-existing condition. Finally, if a
consumer does have a problem with an insurance
company’s coverage decisions, the ACA ensures
consumers have a way to appeal coverage deter-
minations or claims to their insurance company,
and establishes an external review process.

Beyond curbing the most egregious practices of
the insurance industry, Americans have realized
other benefits. Since ACA’s passage, as many as 4
million small businesses could be eligible for tax
credits to help them provide insurance benefits to
their workers. The first phase of this provision
provides a credit worth up to 35 percent of most
employers’ contributions to employees’ health in-
surance. This provision also provides up to a 25
percent credit to small nonprofit organizations.
For 2010, an estimated 4 million seniors who
reached the gap in Medicare prescription drug
coverage known as the “doughnut hole” qualified
to receive a $250 rebate. For those individuals
who have been uninsured for at least six months
because of a pre-existing condition, there is now
a Pre-Existing Condition Insurance Plan to pro-
vide them with coverage options. This program

serves as a bridge to 2014, when all discrimina-
tion against pre-existing conditions will be pro-
hibited. And all new private-market health in-
surance plans now must cover critical preventive
care services such as mammograms and colonos-
copies without charging a deductible, co-pay, or
coinsurance.

Just last month, two important additions to
coverage from the ACA for seniors went into
effect. First, seniors now will receive a 50 percent
discount when buying Medicare Part D covered
brand-name prescription drugs in the coverage
gap, a step on the way to closing the coverage gap
by the end of the decade. Second, under the ACA,
Medicare beneficiaries are eligible for certain
free preventive services, such as annual wellness
visits and personalized prevention plans.

The Administration is committed to imple-
menting the ACA swiftly, efficiently, and effec-
tively, and will work with the Congress to ensure
that the resources are available to do just that.

Wall Street Reform

Curbing the abuses in the health insurance
industry and beginning to bring down rising
health care costs were long overdue steps toward
addressing critical problems. The financial and
economic crisis of the past two years also made it
clear that the rules governing our capital markets
needed revision to provide a more stable founda-
tion for the economy and to protect consumers
from predatory practices. The recession was not
just the result of a turn in the business cycle.
Rather, the fundamental cause of the steepness
of the decline was the meltdown in our credit and
capital markets precipitated by a perfect storm
of excessive risk-taking, inadequate disclosure,
non-existent or myopic oversight, market gate-
keepers compromised by conflicts of interest, and
irresponsible lending to hundreds of thousands of
Americans who were not given adequate or clear
information to assess their level of risk.

Seeking to prevent this from happening again
in the future, the Administration set out to craft
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a financial reform package that filled the gaps
in oversight, transparency, and restraint; put a
check on predatory and abusive lending; and re-
stored a sense of accountability to the system—
especially for those who had operated outside the
regulatory framework. The Administration’s goal
was to establish a careful balance between incen-
tives for innovation and global competition on the
one hand, and protections from abuse, predation,
and excessive risk-taking on the other.

On July 21, 2010, the President signed into
law the historic Dodd-Frank Wall Street Reform
and Consumer Protection Act. This law ended
the unregulated, opaque, and unrestrained risk-
taking that culminated in the economic crisis
we are recovering from today. It empowers con-
sumers and investors, brings the shadowy deals
that caused the economic and financial crisis into
the light of day, and puts a stop to taxpayer bail-
outs. Specifically, the law cracks down on abu-
sive practices in the mortgage industry, making
financial contracts simpler, and ending many of
the hidden fees so that families know what they
are signing when they buy a home. It ensures
that students who take out college loans will be
provided clear and concise information about
their obligations. It reinforces the Credit Card
Accountability, Responsibility, and Disclosure
Act passed in 2009 that bans unfair rate hikes,
and ensures that banks cannot charge unwitting
consumers overdraft fees when they sign up for
a checking account. And with this law, ordinary
investors will be able to receive more information
about the costs and risks of mutual funds and
other investment products, so that they can make
better financial decisions for their future.

Notably, the Dodd-Frank Act created the Con-
sumer Financial Protection Bureau (CFPB), an
agency exclusively devoted to protecting consum-
ers, in part by giving them the tools to make their
own choices and find the most suitable financial
products, even when a provider may have incen-
tives to hide true costs. The CFPB is empowered
to set high and uniform standards across the
market; focus on improving financial literacy for
all Americans; and help to end profits based on
misleading sales pitches and hidden traps, forc-

ing banks and non-bank financial institutions to
compete vigorously for consumers on the basis
of price and quality. All told, this reform puts in
place the strongest consumer financial protec-
tions in history.

The financial industry is central to our Nation’s
ability to grow, prosper, compete, and innovate.
This reform is designed to make sure that every
market actor follows the same rules and operates
on the same level playing field. And, it demands
accountability from them all, providing greater
certainty in return. It provides consumers with
the information they need to make good choices.
In setting out to accomplish all of this, the Act
will help foster innovation, not hamper it, and it
will keep our capital markets the strongest and
most competitive in the world.

ACCELERATING THE RECOVERY
AND JUMPSTARTING EcoNOMIC
GROWTH

By almost any measure, the economy is stron-
ger now than it was as the Administration took
office two years ago. We are no longer at the
brink of a second Great Depression. However,
the country is still emerging from a historic re-
cession that has inflicted great damage on our
economy, our industries, and millions of families.
Too many Americans are still out of work, and our
economy is not yet operating at its full potential.
According to many outside observers, there is no
guarantee that an external shock will not knock
the economy back into a recession. That is why,
building on the progress we have made, the Ad-
ministration is undertaking a series of steps to
accelerate job creation and economic growth in
the short term.

Provide Tax Relief and Incentives for Job
Creation. As 2010 ended, middle-class families
faced the prospects of taxes increasing on them
just as they were beginning to get back on their
feet, and unemployment benefits would have run
out for those still looking for work. At the same
time, businesses were not yet deploying their
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record-high cash reserves to expand operations
and hire more workers. And with the economy
still not generating enough growth, a potential
tax increase at this time presented a real risk of a
return to recession. To continue the progress we
have made in stopping the recession and to cre-
ate incentives for continued economic growth and
job creation, the President brought together both
sides in Washington to work out a compromise
plan on a range of expiring tax provisions and
other policies. After a hard-fought campaign sea-
son, many thought that a deal would be impos-
sible. Yet, on December 17, the President signed
into law the bipartisan Tax Relief, Unemployment
Insurance Reauthorization, and Job Creation Act
of 2010. This bill, which garnered bipartisan sup-
port in both the House and the Senate, will:

e Prevent a Middle-Class Tax Increase. Fail-
ure to act on the expiring 2001 and 2003 tax
cuts would have increased taxes for a typi-
cal working family by $2,000 at the start
of 2011. By extending the middle-class tax
rates for two years, families making less
than $250,000 a year did not see their taxes
go up and the economy, as a whole, will ben-
efit from that and continue to grow.

o Cut Payroll Taxes for 159 Million Workers.
The legislation includes an employee-side
payroll tax cut for 159 million workers—pro-
viding tax relief of about $110 billion this
next year. This tax cut will amount to about
$1,000 for the typical family, boosting mac-
roeconomic demand and giving steam to the
economic recovery.

e Provide Critical Tax Credits for Families.
The bill continues three tax credits that
have helped families make ends meet and
provide new opportunities for their chil-
dren. Specifically, the legislation extends
the child tax credit at $1,000 (it would have
reverted to $500) and the expanded refund-
ability established in the Recovery Act. The
expanded refundability of this credit contin-
ues a tax cut that goes to 11.8 million work-
ing families with 21.3 million children. Also

extended is the expanded Earned Income
Tax Credit, which is worth up to $600 for
families with three or more children, and
reduces the “marriage penalty” faced by
some working married families. Finally, to
help students afford the cost of college, the
new American Opportunity Tax Credit—a
partially refundable tax credit worth up to
$2,500 per student per year that helps more
than 8 million students and their families
afford the cost of college—would be contin-
ued under the agreement.

Extend Unemployment Benefits. The legis-
lation extends emergency unemployment
benefits at their current level for 13 months,
preventing an estimated 7 million workers
from losing their benefits over the next year
as they search for jobs.

Spur Business Investment with 100 Percent
Expensing. Many businesses now have large
amounts of capital in reserve, but have yet
to invest it. The agreement includes the
President’s proposal to temporarily allow
businesses to expense 100 percent of certain
investments in 2011, helping 2 million com-
panies and potentially generating more than
$50 billion in additional investment in 2011,
which will fuel job creation. This would be
the largest temporary investment incentive
in American history.

Extend the Research and Experimentation
Tax Credit. The Research and Experimen-
tation tax credit is usually subject to yearly
renewal, thus creating uncertainty for busi-
nesses. This law will extend this important
incentive for innovation and investment for
two years, and this Budget proposes to make
the credit permanent.

Continue Renewable Energy Grants. The
legislation extends the 1603 program, which
provides payments in lieu of renewable ener-
gy tax credits, and is helping to support tens
of thousands of jobs in renewable energy in-
dustries such as wind, solar, and geothermal.
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Outside analysts have concluded that the leg-
islation as a whole could generate 1.5 million or
more jobs compared to what they had previously
expected. All together, the legislation should have
a significant and swift impact on our economic
recovery.

Open Markets Abroad and Boost Exports.
The emergence of a global marketplace that in-
cludes the growing economies of China, India,
and other developing countries creates an oppor-
tunity for America to export our goods and ser-
vices to new customers. With 95 percent of the
world’s customers as well as the globe’s fastest-
growing markets beyond our borders, we must
compete aggressively to spur economic growth
and job creation. The link between exports and
jobs is clear: every $1 billion that we increase in
exports supports more than 5,000 jobs. That is
why the President launched his National Export
Initiative (NEI) to marshal the full resources of
the Federal Government behind America’s busi-
nesses, large and small, to best help them sell
their goods, services, and ideas to the rest of the
world and to reach the President’s goal of dou-
bling U.S. exports in five years’ time. Recently,
the President has taken definitive steps with
two of our allies that stand to boost exports and
American commerce abroad in the short term:

o US.-Korea Free Trade Agreement. To contin-
ue progress toward the NEI’s goal, the Presi-
dent reached a new trade agreement with
South Korea, the world’s twelfth-largest
economy. This both opened up this impor-
tant market, and also prevented any effort
to close access to this market or other coun-
tries acquiring preferential treatment at our
cost. The U.S. International Trade Commis-
sion has estimated that the tariff cuts alone
in the U.S.-Korea trade agreement will in-
crease exports of American goods to Korea
by as much as $11 billion annually. The
U.S.-Korea trade agreement also will open
Korea’s $560 billion services market to high-
ly competitive American companies—sup-
porting jobs for American workers in sectors
ranging from delivery and telecommunica-
tions services to education and health care

services. All told, this agreement will sup-
port more than 70,000 American jobs. More-
over, the agreement sets high standards for
protection of workers’ rights in trade agree-
ments—including obligations for Korea to
respect fundamental labor rights, not to
weaken the laws that reflect those rights in
any way, and to effectively enforce labor laws
designed to ensure a level playing field on
which American workers can compete.

Billions of Dollars in Trade Transactions
Announced on Visit to India. India is one of
the most important and promising emerg-
ing markets in the world, and represents a
tremendous opportunity for U.S. firms to ex-
pand their output of goods and services. On
the margins of the President’s trip to India
in November, trade transactions were an-
nounced or showcased exceeding $14.9 bil-
lion in total value with $9.5 billion in U.S.
export content and that would support an
estimated 53,670 American jobs. These
cross-border collaborations, both public
and private, underpin the expanding U.S.-
India strategic partnership, contributing to
economic growth and development in both
countries. Notable examples include: the
sale of commercial and military aircraft, gas
and steam turbines, and precision measure-
ment instrumentation.

Agreements that Will Support 235,000 Ameri-
can Jobs Announced on Chinese State Visit to
Washington. The United States exports $100
billion of goods and services to China annu-
ally, making China our third-largest trading
partner after Canada and Mexico. In con-
junction with the Chinese President’s state
visit to Washington in January, President
Obama announced deals worth over $45 bil-
lion in increased U.S. exports that will sup-
port an estimated 235,000 American jobs.
These agreements, both public and private,
involving large, medium-sized, and small
enterprises, underpin the expanding U.S.-
China commercial relationship, contributing
to economic growth and development in both
countries. A number of these transactions
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highlight the increased collaboration in such
areas as clean energy and green technolo-
gies. Notable examples include: the sale of
efficient gas turbine generator sets, hybrid
buses, and denitrification engineering equip-
ment and other potential environmental and
boiler efficiency products.

Invest in Infrastructure. The Recovery Act
included approximately $100 billion in invest-
ments to rebuild our Nation’s existing infrastruc-
ture and invest in the infrastructure needed to
compete in the 215 Century economy. It funded
more than 12,000 transportation projects—rang-
ing from highway construction to airport improve-
ment projects—and invested nearly $7 billion in
broadband expansion and $8 billion to lay the
foundation for a high-speed rail network. These
projects have created—and are continuing to
create—thousands of new jobs. Yet there is still
more that can be done, both to begin to give the
United States an infrastructure to compete with
the world’s leading and growing economies and
to give a boost to the economy. That is why the
President has proposed, as part of his vision for
reauthorizing a new surface transportation bill,
an up-front investment of $50 billion that would
help jump-start additional job creation, while
also laying the foundation for future growth.
This initial investment would fund improve-
ments in the Nation’s surface transportation, as
well as our airports and air traffic control system.
The President proposes to pair this with a his-
toric, long-term plan to reform and expand our
Nation’s investment in transportation infrastruc-
ture—a plan that will increase growth and com-
petitiveness going into the future. The President
is also proposing major new investments in wire-
less broadband infrastructure that will benefit
all Americans through increased public safety
capabilities and expanded coverage, especially in
under-served rural communities.

Pursue Commonsense Regulation. This
Administration is firmly committed to a regulatory
strategy that supports continued economic growth
and job creation, while protecting the safety, health
and rights of all Americans. Smart, cost-effective
regulations, crafted with input from stakeholders
inside and outside of Government, can save lives
and prevent harm, without stifling growth and
innovation. It is particularly critical now, as the
economy continues to recover and create new jobs,
that the Nation’s regulatory strategy be as evi-
dence-based, predictable and carefully targeted as
possible to enable American businesses to continue
to grow and innovate. This Administration weighs
the costs and benefits of rules—not by reducing
difficult questions to problems of arithmetic, but
by taking into account quantitative and qualita-
tive factors, including fairness, human dignity,
and the interests of future generations. The Ad-
ministration uses data to assess the impact of the
regulatory implementation actions we are taking,
and to devise better ways to manage the programs.
Moreover, the Admnistration looks for areas where
it can promote transparency and disclosure as a
low-cost, high-impact regulatory tool. From auto-
mobile safety to energy efficiency and credit cards,
this approach has been fruitful. In fact, in the Ad-
ministration’s first year, the net benefits of regula-
tion are estimated to be $3.1 billion—as opposed
to -$400 million for the Clinton Administration’s
first year, and -$300 million for the first year of the
George W. Bush Administration. To keep the Na-
tion competitive, it is critical not to relent in efforts
to protect the public with cost-justified regulations
while at the same time removing excessive regula-
tory burdens. That is why the President issued
a new Executive Order calling for careful atten-
tion to the best available evidence, consideration of
costs and benefits, more coordination among agen-
cies, selection of flexible and least burdensome
alternatives, and plans to repeal or modify rules
that are no longer necessary.
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To compete in the global marketplace and
have the long-term economic growth to support
a growing middle class, we must take responsi-
bility for our fiscal future. We need to invest in
the engines of competitiveness and job creation:
education, innovation, and infrastructure. But
compete with the growing economies of the
world, we also must free ourselves from the bur-
den of historic deficits and growing debt. We
need to change how Washington does business,
and restore responsibility for what we spend and
accountability for how we spend it. For too long,
Washington has spent money without identify-
ing a way to pay for it. Indeed, the cost of the
2001 and 2003 tax cuts as well as the Medicare
prescription drug benefit passed in the last ad-
ministration contributed significantly to turning
the surpluses of the 1990s into the record deficits
of the following decade. The financial crisis and
recession exacerbated our fiscal situation as rev-
enue decreased and automatic Government out-
lays increased to counter the recession and cush-
ion its impact. The result was that upon taking
office, the President faced an annual deficit of
$1.3 trillion, or 9.2 percent of GDP, and a 10-
year deficit of more than $8 trillion. Moreover,
the need to jump-start our economy through
the Recovery Act and save it from sliding into
a Depression added approximately $1 trillion to
our 10-year deficit projections.

In addition, for far too long, we have allowed
programs to continue or to grow even when
objectives are no longer clear and when they
lack rigorous assessment of whether they were
achieving the desired goals. The result has been
the profusion of programs that are duplicative,
ineffective, or outdated—at a significant cost to
taxpayers.

Since taking office the President has worked
to restore accountability and fiscal responsibil-
ity. In his first Budget, the President confronted
directly the fiscal situation he inherited, elimi-
nating trillions of dollars in budget gimmicks.
He made a commitment to restoring fiscal
responsibility, while recognizing that increas-
ing the deficit in the short term was necessary
to arrest the economic freefall. The President
pledged to cut the deficit he inherited in half as a
share of the economy by the end of his first term,
a commitment this Budget keeps. He signed
into law pay-as-you-go (PAYGO) legislation that
returned the tough budget rules of the 1990s
to Washington. The principle behind PAYGO
is simple: all new, non-emergency entitlement
spending and revenue losses must be offset by
savings or revenue increases, with no exception
for new tax cuts. And, recognizing the role that
rising health care costs play in our long-term
fiscal future, the President advocated for and
signed into law fiscally responsible health reform
that will reduce our deficit by more than $200
billion over the next 10 years and more than $1
trillion over the second 10 years, as well as fully
pay for all new coverage. That is the most defi-
cit reduction enacted in over a decade. Finally,
the President convened the bipartisan National
Commission on Fiscal Responsibility and Reform
(the Fiscal Commission). Its work has reset the
debate about further deficit reduction, and a
number of its proposals are incorporated in this
Budget.

Upon taking office, the President also demand-
ed that the Government spend every taxpayer
dollar with as much care as taxpayers spend
their own dollars. The Administration went
line-by-line through the Budget and identified
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more than 120 terminations, reductions, and sav-
ings for both 2010 and 2011, totaling approxi-
mately $20 billion in each year. These termina-
tions ranged from a radio navigation system for
ships made obsolete by GPS to new F-22 fighter
jets. While recent administrations have seen be-
tween 15 and 20 percent of their proposed cuts
approved by the Congress, we saw 60 percent of
its proposed discretionary cuts become law for
2010. To help cut such unnecessary spending in
the future, the President also introduced legis-
lation to create an expedited rescission author-
ity so that unnecessary spending can be struck
swiftly and constitutionally. Finally, through the
President’s Accountable Government Initiative
(AGI), the Administration has launched a host
of initiatives to streamline what works, cut what
does not, and eliminate wasteful spending. These
include: focusing agencies on identifying and de-
livering on their top priorities, a comprehensive
strategy to reform Government contracting that
will save $40 billion by the end of 2011, an initia-
tive to reduce the amount of improper payments
made by the Government by $50 billion by the
end of 2012, a review and reform of information
technology use and procurement, an initiative to
reduce administrative overhead by billions and
improve performance, and an effort to dispose of
billions of dollars of unneeded and under-utilized
real property assets.

Recognizing that the pace of the economic re-
covery is not fast enough, the President has taken
a series of steps—including signing into a law a
bipartisan tax bill that prevented a tax increase
and created incentives for business investment—
to help the recovery take hold and broaden. Yet,
looking beyond the short term, our long-term eco-
nomic sustainability depends on setting the Na-
tion on a fiscally responsible path. That is why
the President has put forward a Budget that
builds on what he has already accomplished by
further restraining spending and tackling our
long-term fiscal challenges, while continuing to
expand investments in areas that are critical to
long-term economic growth. Specifically, the Bud-
get puts the Nation on the right course: toward
a sustainable level of deficits of 3 percent of GDP
by the middle of this decade. What is significant

about this accomplishment is not just reaching
primary (non-interest) balance, but that we do so
while putting the Nation on a course that leads
to further reductions in subsequent years. Redi-
recting our fiscal path in this positive direction
is a significant accomplishment, one which will
take tough choices and shared sacrifice—and is
essential for the long-term competitiveness of the
American economy.

MAkING ToucH CHOICES TO RESTORE
FiscAL DiSCIPLINE

To be competitive in the 215t Century, the
United States cannot be weighed down by
crippling budget deficits, ineffective programs
that waste tax dollars, and a Government that is
not accountable to the American people. As we
move forward with the tough choices necessary
to rein in our deficits and put the country on a
sustainable fiscal path, we must balance those ef-
forts with the investments and actions required
to keep the economy growing and competing with
other nations. We must look for cuts while pro-
tecting our core values. The Budget makes critical
investments in areas important to growth and
competitiveness while broadly sharing sacrifices
toreduce the deficit. The Administration proposes
to:

Freeze Non-Security Discretionary Spend-
ing for Five Years. It would be short-sighted to
cut spending across the board and thus deprive
critical areas for growth and competitiveness—
such as education, innovation, and infrastruc-
ture—or carelessly slash programs that protect
the most vulnerable. In his 2011 Budget re-
quest, the President proposed a three-year, non-
security discretionary freeze. As the economic
recovery takes hold, the President believes that
it is important to go further and is now propos-
ing a five-year, non-security discretionary freeze.
This freeze is an extension of the one proposed
last year, and thus, is based on 2010 enacted lev-
els. This freeze is not a haphazard, across-the-
board cut, but an approach in which areas criti-
cal for growth and job creation are protected or
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increased while other programs are cut back.
This freeze would be the most aggressive effort to
restrain discretionary spending to take effect in
30 years and, by 2015, would lower non-security
discretionary funding as a share of the economy
to the lowest level since Dwight D. Eisenhower
was president. Over a decade, the five-year freeze
saves more than $400 billion and puts the discre-
tionary budget on a sustainable trajectory.

Freeze Federal Civilian Worker Pay for
Two Years. Putting the Nation back on a sus-
tainable fiscal path will take some tough choices
and sacrifices. The men and women who serve
their fellow Americans as civilian Federal work-
ers are patriots who work for the Nation often at
great personal sacrifice; they deserve our respect
and gratitude. But just as families and business-
es across the country are tightening their belts,
so too must the Federal Government. On his first
day in office, the President froze salaries for all
senior political appointees at the White House.
In his Budget last year, the President proposed
extending that freeze to other political appoin-
tees, and he eliminated bonuses for all political
appointees across the Administration. Starting
in 2011, the President has proposed and the Con-
gress enacted a two-year pay freeze for all civil-
ian Federal workers. This will save $2 billion
over the remainder of 2011, $28 billion over the
next five years, and more than $60 billion over
the next 10 years. The freeze will apply to all
civilian Federal employees, including those work-
ing at the Department of Defense—but not mili-
tary personnel. This freeze does not reflect on the
performance of Federal workers; rather, it reflects
the shared sacrifices we must make.

Cut or Consolidate Programs. Allocating
budgetary resources always involves a trade-off
between what one wants to do and what one can
afford to do. This is exacerbated when the imper-
ative is to limit spending in order to reduce the
drag of deficits and debt on our economic growth
and competitiveness. In each of his first two
budgets, the President put forward more than
120 terminations, reductions, and savings total-
ing approximately $20 billion in each year. The

Budget proposes more than 200 terminations,
reductions, and savings, totaling approximately
$30 billion in savings in 2012. To achieve these
savings, we went through the Budget carefully
to identify programs that were either ineffective,
duplicative, or outdated and thus needed to be
cut or consolidated. Others are programs whose
mission the Administration cares deeply about,
but meeting our fiscal targets is something that
will take shared sacrifice by us all. Some of the
proposed cuts and consolidations include:

e Suspending the extremely costly new year-
round Pell Grant and eliminating the poorly
targeted in-school interest subsidy for loans
to graduate students to fully increase the
maximum Pell award.

e Terminating the Marine Corps’ Expedition-
ary Fighting Vehicle, the alternate engine
for the Joint Strike Fighter, and the Surface
Launched Advanced Medium Range Air-to-
Air Missile program.

¢ Reducing funding for the Senior Community
Service Employment Program and moving
its function to the Administration on Aging
to consolidate senior services and provide
them more effectively.

o Cutting funding for the Teacher Quality
Block Grant by close to $500 million and
the Career and Technical Education (CTE)
program by more than $280 million, shifting
resources to initiatives more focused on re-
sults.

¢ Eliminating 13 discretionary Department
of Education programs and consolidating 38
K-12 programs into 11 new programs that
emphasize using competition to allocate
funds, giving communities more choic-
es around activities, and using rigorous
evidence to fund what works.

¢ Reducing funding for the Community Devel-
opment Block Grant by 7.5 percent or $300
million.
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Cutting the Community Services Block Grant
program (CSBG) in half and transforming it
from a formula-based program to a competi-
tive grant program for Community Action
Agencies. CSBG is a flexible anti-poverty
program that has had weak oversight and
accountability, and grant recipients have
been virtually guaranteed funding for nearly
30 years.

Reducing the Low Income Home Energy As-
sistance Program by $2.5 billion. This reduc-
tion returns the program to its 2008 level,
which was before a spike in energy prices.

Eliminating 12 tax breaks for oil, gas, and
coal companies, closing loopholes to raise
nearly $46 billion over the next decade.

Reducing grants to large airports by $1.1 bil-
lion, targeting funds to small- and medium-
sized airports, and giving large airports more
flexibility to generate revenue on their own.

Consolidating several Centers for Disease
Control public health grant programs into
one competitive one. This new approach
will improve overall health outcomes while
also strengthening accountability of Federal
resources.

Reducing the Department of Agriculture’s
single family housing direct loan program
by 81 percent to $211 million and focusing
efforts on the more effective single family
housing loan guarantee program.

Eliminating the Children’s Hospital Graduate
Medical Education Payment Program.

Reducing funding for the Environmental
Protection Agency’s water infrastructure
State Revolving Funds by $950 million and
adjusting future year requests through
2016 with the goal of providing, on aver-
age, approximately 5 percent of total annual
water infrastructure spending.

e Providing zero funding for new courthouse
construction this fiscal year based on other
priorities for the GSA capital budget.

Instill New Discipline in Defense Spending.
Although the country is waging a war in Afghani-
stan and there is not a freeze on security spend-
ing, all parts of Government must share in the
sacrifices needed to put the country on a sus-
tainable fiscal path. Over the past decade, the
Department of Defense (DOD) has seen an aver-
age increase to its base budget of 7.4 percent a
year. Moving forward, DOD is pursuing a variety
of strategies to approach zero real growth in de-
fense spending, and saving $78 billion in its base
budget (including $13 billion in 2012) relative to
2011’s request for the next five years. Secretary
Gates will oversee a package of terminations,
consolidations, and efficiencies in operations to
slow this growth, and if these savings material-
ize, the savings will be used to fund programs
and efforts critical to the armed forces and the
security of the Nation. Reflecting the winding
down of military operations in Iraq, the Overseas
Contingency Operations (OCO) budget for DOD
in 2012 will be about 26 percent lower than lev-
els in the President’s 2011 request. As a result,
the overall defense budget, including OCO, will
be down by 5.2 percent from last year’s request.
In addition, the rate of growth in critical Depart-
ment of State and other international programs
also will be constrained, and these departments
will be pursuing a range of efficiency initiatives.

Provide a Better Return to Taxpayers
from Mineral Development. The public re-
ceived about $9 billion in 2010 from fees, royal-
ties, and other payments related to oil, gas, coal,
and other mineral development on Federal lands
and waters. A number of recent studies by the
Government Accountability Office and the De-
partment of the Interior’s Inspector General
have found that taxpayers could earn a better re-
turn through more rigorous oversight and policy
changes, such as charging appropriate fees and
reforming how royalties are set. The Budget
proposes a number of actions to receive a fair
return from the continued development of these
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vital U.S. mineral resources: charging a roy-
alty on select hardrock minerals (such as silver,
gold, and copper); terminating payments to coal-
producing States and Tribes that no longer need
funds to clean up abandoned coal mines; extend-
ing net receipt sharing, where States with min-
eral revenue payments help defray the costs of
managing the mineral leases that generate the
revenue; charging user fees to oil companies for
processing oil and gas drilling permits and in-
specting operations on Federal lands and waters,
which complement new and rigorous safety and
environmental standards to make sure that these
activities are done responsibly; establishing fees
for new non-producing oil and gas leases (both
onshore and offshore) to encourage more timely
production; and making administrative changes
to Federal oil and gas royalties, such as adjusting
royalty rates and terminating the royalty-in-kind
program. Together, these changes are expected
to generate approximately $3 billion in savings to
the Treasury over 10 years.

Eliminate Earmarks. Since fiscal year 2009,
earmarks have decreased in dollar amount by
over $3 billion, but while there have been im-
provements in earmark transparency, we must
go further. Simply, in this tight budget environ-
ment, we cannot afford earmarks. Earmarks are
still inserted into spending bills without adequate
review, and are often not used for the highest pri-
ority programs. If a bill is sent to the President
with earmarks in it, he will veto it.

Require the Financial Services Industry
to Pay Back Taxpayers. The Administration is
calling for a Financial Crisis Responsibility Fee
on the largest financial institutions to fully com-
pensate taxpayers for the extraordinary support
they provided to the financial sector through the
Troubled Asset Relief Program (TARP) and other
Government actions. The assistance given to the
largest financial firms represented an extraordi-
nary step that no one wanted to take, but one that
was necessary in order to stem a deeper financial
crisis and set the economy on a path to recovery.
The cost associated with the excessive risk-taking
by the largest financial institutions continues
to ripple through the economy. Furthermore,

although many of the largest financial firms have
repaid the Treasury for their TARP assistance,
they continue to implicitly benefit from the TARP
funds that bolstered their balance sheets during
a period of great economic upheaval. While the
expected deficit cost of the TARP program has
fallen by $66 billion since the 2011 Mid-Session
Review to approximately $48 billion, shared re-
sponsibility requires that the largest financial
firms pay back the taxpayer for the extraordinary
support they received. The fee will be restricted
to financial firms with assets over $50 billion and
will be imposed until all TARP costs have been
recouped. The Administration’s Financial Crisis
Responsibility Fee aligns with the congressional
intent of the TARP legislation that requires the
President to propose a way for the financial sec-
tor to pay back taxpayers so that not one penny
of the Government’s TARP-related debt is passed
on to the next generation. It would extend be-
yond 2021 as necessary to achieve these ends.
The structure of this fee would be consistent
with principles agreed to by the G-20 Leaders
and similar to fees proposed by other countries.
This fee will generate $30 billion over 10 years.

TAKING ON THE LONG-TERM CHALLENGES
TO OUR FiscAL HEALTH

Cutting funding for discretionary programs
and using those dollars more effectively and ef-
ficiently are important to begin to rein in our
deficits. But non-security, discretionary spending
represents approximately 12 percent of all spend-
ing. The solution to our long-term fiscal problems
cannot rest on this alone. Taking on many of
these long-term funding issues will take months,
if not years, of discussion and deliberation. The
Fiscal Commission’s report opened a debate on
many of these topics, such as tax reform and So-
cial Security. The President hopes to build on the
work they did to create space to discuss these is-
sues, and begin a process of reform that results in
putting the Nation on sound fiscal footing, creat-
ing the conditions for long-term economic growth,
and doing both in a way that remains true to our
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most deeply-held values. The Administration
will:

Take Steps Now to Reduce Future
Liabilities. Too often, worthy programs or
services are put in place, but allowed to run far
too long on “autopilot” even when the evidence
demonstrates that changes are needed to keep
them affordable and effective. In the Budget, we
take steps to restore responsibility to areas where
there are looming debts and unfunded liabilities
we currently will not be able to pay.

e Pension Benefit Guaranty Corporation
(PBGC). The PBGC acts as a backstop to
protect pension payments for workers whose
companies have failed. When underfunded
plans terminate, PBGC assumes responsi-
bility for paying insured benefits; more than
1.5 million workers and retirees already
look to PBGC for their benefits. However,
the PBGC’s pension insurance system is it-
self uderfunded, and the PBGC’s liabilities
exceed its assets. The PBGC receives no tax-
payer funds and its premiums are currently
far lower than what a private financial in-
stitution would charge. PBGC is unable to
adjust its premiums to reflect a company’s
behavior and the risks to its pensions. The
Budget proposes to give the PBGC Board
the authority to adjust premiums and di-
rects PBGC to take into account the risks
that different sponsors pose to their retirees
and to PBGC. This will both encourage com-
panies to fully fund their pension benefits
and ensure the continued financial sound-
ness of PBGC. In order to ensure that these
reforms are undertaken responsibily dur-
ing challenging economic times the Budget
would require two years of study and public
comment before any implementation and
gradual phasing in of any increases. This
proposal is one component of the Adminis-
tration’s ongoing strategy to make the PBGC
more accountable and efficient while streng-
tening the defined benefit pension system for
the millions of American workers who rely
on it for retirement security. This proposal
is estimated to save $16 billion over the next

decade.

Unemployment Insurance (UI). The eco-
nomic downturn has severely tested the ad-
equacy of States’ Ul systems, forcing States
to levy additional taxes on employers, which
undermines much-needed job creation. To
provide short-term relief in these States, the
2012 Budget provides a two-year suspension
of State interest payments on their debt and
automatic increases in Federal unemploy-
ment insurance taxes. At the same time, to
encourage States to put their Ul systems on
firmer financial footing so they can better re-
spond to future economic conditions, begin-
ning in 2014 the Budget increases the maxi-
mum wages subject to unemployment taxes
to $15,000, a level then indexed to average
wages. The taxable wage base then will be
nearly the same in real terms as it was in
1983, when President Reagan signed into
law the last legislation increasing the wage
base.

e Fannie Mae and Freddie Mac. When the

President took office, the mortgage giants
Fannie Mae and Freddie Mac had been put
into Federal conservatorship as a result of
their near collapse due to excessive risk tak-
ing. Thus far, Fannie Mae and Freddie Mac
have received $131 billion of financial sup-
port from Treasury, net of dividends paid.
Treasury estimates—which are consistent
with “stress tests” by the independent Fed-
eral regulator that governs the government-
sponsored enterprises (GSE’s) in conser-
vatorship—suggest that assistance to the
GSE’s in their current form could result
in a total net cost to the taxpayer through
2021 of $73 billion (net of expected divi-
dends), 45 percent lower than the net costs
to date. The Budget proposes to gradually
reduce the investment portfolios and size
and amount of loans guaranteed by Fannie
Mae and Freddie Mac and ending the con-
servatorship of these companies. Over time,
the Administration will reduce the govern-
ment’s role in the mortgage market in a way
that allows private capital to return without
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undermining the housing market recovery.
At the same time, we will continue to en-
sure that the GSEs have sufficient capital to
honor any guarantees issued now or in the
future and the ability to meet any of their
debt obligations during the period they are
under conservatorship. In addition, the Ad-
ministration is transmitting to the Congress
a framework of principles for making the
transition to a new housing finance system
that will end the model of private gains and
Federal taxpayer losses, repair the broken
housing finance market, and minimize tax-
payer exposure to financial risks. We will
also seek to facilitate a market that provides
stable and widely available mortgage credit,
affordable housing options for low and mid-
dle-income homeowners and renters, and
that has stronger protections for consumers
and better disclosures as mandated by the
financial regulatory reform that passed last
year. The Administration will work with the
Congress to pursue reform of the system that
best fulfills these principles while engaging
a wide range of stakeholders.

Continue Efforts to Restrain the Growth
of Health Costs. Health care comprises one-
quarter of non-interest Federal spending, and
it is the major driver of future deficit growth.
That is why the President signed into law the Af-
fordable Care Act (ACA) which, according to the
Congressional Budget Office’s latest analysis,
will save more than $200 billion over the next 10
years and reduce the deficit by more than $1 tril-
lion over the second decade. Realizing this defi-
cit reduction and efficiencies in the health care
system that will reduce cost and improve qual-
ity will require effective implementation of the
ACA, the President is resolutely committed to
implementing ACA fairly, efficiently, and swiftly.
Repealing or failing to implement health reform
would return the Nation to the path of rapidly
increasing health care costs, and add trillions to
the budget deficit over the long run. To do more
to restrain health care costs, the President is:

e Paying to offset necessary increases in the
Sustainable Growth Rate (SGR) formula in

Medicare. In December, the Administration
worked with the Congress to offset legisla-
tion preventing an imminent decrease in
physician payments. In the Budget, we go
further and propose to continue this level
of payment, and offset the increase above
current law for the next two years with spe-
cific health savings. Looking beyond that,
we are determined to work together to put in
place a long-term plan to reform physician
payment rates in a fiscally responsible way,
and to craft a reformed reimbursement sys-
tem that gives physicians incentives to im-
prove quality and efficiency while providing
them with predictable payments for the care
they furnish to Medicare beneficiaries.

e Implementing cost-saving components of
the ACA that target spending to maximize
efficiency and quality per dollar spent, es-
pecially in Medicare and Medicaid. These
reforms include reimbursing doctors and
hospitals as Accountable Care Organiza-
tions, and adjusting payments to hospitals
with high readmissions or hospital-acquired
conditions—measures that will reward pro-
viders for efficient care, rather than fee-for-
service payment that encourage excess costs
through payment based on volume.

o (Calling for a more aggressive effort to
reform our medical malpractice system to
reduce defensive medicine, promote patient
safety, and improve patient outcomes. The
President encourages Republicans to work
constructively with him on medical malprac-
tice as part of an overall effort to restrain
health costs.

Make a Down Payment on Tax Reform.
Over the nearly three decades since the last
comprehensive reform effort, the tax system
has been loaded up with revenue-side spend-
ing such as special deductions, credits, and oth-
er tax expenditures that help well-connected
special interests, but do little for middle-class
families or our Nation’s economic growth. Now
more than ever, when we want to compete and
win in the world economy, we cannot afford a tax
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code burdened with special interest tax breaks.
Successful comprehensive tax reform is a long
process, often taking several years, but even
though it is a daunting task, we cannot afford to
shirk from the work. The President has called on
the Congress to begin this process—building on
the important work of the Fiscal Commission. To
that end, the Budget calls for:

e Beginning the Process of Corporate Tax Re-
form. The United States has the highest
corporate tax rate in the world. Part of the
reason for this is the proliferation of tax
breaks and loopholes written to benefit a
particular company or industry. The result
is a tax code that makes our businesses and
our economy less competitive as a whole.
The President is calling on the Congress to
work with the Administration on corporate
tax reform that would simplify the system,
eliminate these special interest loopholes,
level the playing field, and use the savings
to lower the corporate tax rate for the first
time in 25 years—and do so without adding
a dime to our deficit.

o Allowing the 2001 and 2003 High-Income
and Estate Tax Cuts to Expire. The tax
cuts for those with household income above
$250,000 a year passed in the Bush Admin-
istration were unfair and unaffordable at the
time they were enacted and remain so today.
Congressional Republicans insisted on ex-
tending them through 2012, along with a tax
cut for the very largest estates, and threat-
ened to allow taxes to increase on middle-
class families if the Administration did not
agree. Not extending the middle-class tax
cuts would have hurt our nascent economic
recovery, and imposed an enormous burden
on working families. The Administration
remains opposed to the permanent exten-
sion of these high-income tax cuts past 2012,
as now scheduled, and supports the return
of estate tax to 2009 rates and exemption
levels.

e Fully Paying for the Alternative Minimum
Tax (AMT) Patch for Three Years. This is
the longest paid-for extension ever proposed,
and is offset by an across-the-board 30 per-
cent reduction in itemized deductions for
high-income taxpayers. This would bring
these rates back to where they were during
the last year of the Reagan presidency, and if
enacted, this provision would be the largest
single reduction in revenue-spending since
the 1986 tax reform. Continuing to pay for
AMT relief after 2014 will reduce the deficit
by more than 1 percent of GDP by the end of
the decade.

Secure Social Security. On January 1 of this
year, the very first Baby Boomers turned 65. As
this large generation ages and retires, it will put
stress on the Social Security system. Although
Social Security does not face an immediate cri-
sis and is not driving our short-term deficits or
long-term debt, it does face a long-term financing
shortfall. Failing to strengthen Social Security
will result in substantial benefit cuts for future
retirees and will undermine the basic notion that
a lifetime of hard work should be rewarded with
dignity in retirement. If we address these long-
term challenges early, we can help ensure that
Social Security’s compact remains strong and
progressive for future generations.

The President believes that we should come to-
gether now, in bipartisan fashion, to strengthen
Social Security for the future. He calls on the
Congress to follow the example of great party
leaders in the past— such as Speaker Thomas P.
O’Neill, Jr. and President Ronald Reagan—and
work in a bipartisan fashion to strengthen Social
Security for years to come. Guiding the Admin-
istration in these talks will be the President’s six
principles for reform:

e Any reform should strengthen Social
Security for future generations and restore
long-term solvency.

e The Administration will oppose any mea-
sures that privatize or weaken the Social
Security system.
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e While all measures to strengthen solvency
should be on the table, the Administration
will not accept an approach that slashes ben-
efits for future generations.

e No current beneficiaries should see their
basic benefits reduced.

e Reform should strengthen retirement
security for the most vulnerable, including
low-income seniors.

e Reform should maintain robust disability
and survivors’ benefits.

CREATING A GOVERNMENT THAT 18
EFFECTIVE AND EFFICIENT

Whether the Budget is in surplus or deficit, tol-
erating the waste of taxpayer dollars on programs
that are outdated, ineffective, or duplicative is
wrong. However, especially when we need to be
tightening our belts, this inefficient and ineffec-
tive use of taxpayer dollars cannot be tolerated.
Instead of accepting the status quo, the President
has worked from day one to change how business
is done in Washington. As part of its Accountable
Government Initiative, the Administration has
moved to cut wasteful spending and programs
that do not work, strengthen and streamline
what does work, modernize how Government op-
erates to save money and improve performance,
and make Government more open and responsive
to the needs of the American people. To continue
these efforts, the Administration proposes to:

Cut Improper Payments by $50 Billion.
Each year, the Federal Government wastes bil-
lions of American taxpayers’ dollars on improper
payments to individuals, organizations, and con-
tractors. These are payments made in the wrong
amount, to the wrong person, or for the wrong
reason. In the summer of 2010, the President set
a goal of reducing improper payments by $50 bil-
lion between 2010 and 2012. The Administration
has made meaningful progress toward achiev-
ing this goal. In 2010, the Government-wide im-
proper payment rate declined to 5.49 percent, a

decrease from the 5.65 percent reported in 2009.
Agencies also reported that they recaptured $687
million in improper payments in 2010. This was
the highest recapture amount reported in the
seven years that agencies have reported payment
recapture audit results, and puts the Adminis-
tration on track to achieve its goal of recaptur-
ing at least $2 billion between 2010 and 2012. To
continue efforts toward meeting the President’s
goal of reducing improper payments by $50 bil-
lion, the Administration will provide: $10 million
for cutting-edge, anti-fraud technology in support
of the Federal “Do Not Pay” list; $20 million to
OMB’s Partnership Fund for Program Integrity
Innovation to support additional pilots for inno-
vative Federal and State cooperation to improve
the integrity, efficiency, and delivery, of assistance
programs; and $16 billion in program integrity
funding over five years to implement new activi-
ties to reduce payment error and enhance civil
and criminal enforcement for Medicare, Medic-
aid, IRS, SSA, the Children’s Health Insurance
Program, and UI.

Dispose of Excess or Under-utilized Fed-
eral Property. Federal agencies operate and
maintain more real property assets than are
needed. This includes 14,000 buildings and struc-
tures currently designated as excess and 55,000
identified as under- or not-utilized. In June 2010,
the President directed agencies to accelerate ef-
forts to remove excess and surplus property for
a savings of $8 billion by the end of 2012. To
date, Federal agencies have identified $1.7 billion
of the $3 billion in non-defense savings oppor-
tunities that the President has requested. The
Department of Defense is also on track to achieve
$5 billion in real property cost savings through
the Base Realignment and Closure process in the
same time period. Yet, there are significant bar-
riers to disposing of these properties quickly and
efficiently. Over the past 20 years, the Govern-
ment has used a process to dispose of military
real estate holdings, and the Administration will
pursue a similar one to more quickly dispose of
civilian properties and realize savings.

Reorganize Government. We live and
do business in the information age, but the
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organization of our Government has not kept
pace. Organizations have grown out of inertia,
straying from their core mission. Duplicative
efforts have sprung up that inhibit the efficacy
of our efforts; for instance, there are 12 differ-
ent agencies that deal with exports. Winning in
the world economy will take a private sector that
has at its disposal all it needs to compete with
firms and workers from around the world. The
President is committed to reorganizing the Fed-
eral Government so that it is better able to facili-
tate the needs of American companies, entrepre-
neurs, and innovators. In the coming months, the
Administration will develop a proposal to merge,
consolidate, and reorganize the Federal Govern-
ment in a way that best serves the goal of a more
competitive America.

Reduce Administrative Overhead. In
its very first meeting, the President asked his
Cabinet to find at least $100 million in collective
cuts to their administrative budgets, separate
and apart from those identified in the Budget.
They responded by identifying 77 cost-saving
measures, amounting to $243 million in sav-
ings through 2010. Building on that effort, the
Budget includes agency-specific, targeted cuts to
administrative expenses such as travel, print-
ing, supplies, and advisory contract services. The
total savings is estimated to be over $2 billion.

Move to Competitive Grant Programs
Based on the Successful Race to the Top.
Widely viewed as leveraging more change than
any other competitive grant program in histo-
ry, the Race to the Top (RTT) initiative spurred
States across the Nation to bring together teach-
ers, school leaders, and policymakers to achieve
difficult yet fundamental improvements to our
education system. By setting out clear standards
that needed to be met to receive funds, RTT in-
stigated change in States all across the Nation,
including even those that ultimately did not re-
ceive RTT funds. Moreover, it got better results
for taxpayer dollars. Using this is as a model,
the RTT approach is being expanded to trans-
form and improve lifelong learning from early
childhood education through college and beyond,;

to allocate grants for transportation; to bring in-
novation to workforce training; and to encourage
both commercial building efficiency and electric
vehicle deployment.

Save Billions of Dollars in Contracting.
After over a decade of dramatic contract growth,
this Administration has turned the tide and re-
duced contract spending. In March 2009, the
President charged Federal departments and
agencies with saving $40 billion annually by
2011 through terminating unnecessary contracts,
strengthening acquisition management, ending
the over-reliance on contractors, and reducing the
use of high-risk contracts. Just one year after the
President directed his Administration to cut con-
tract costs, agencies spent $80 billion less in 2010
than they would have spent had spending contin-
ued to grow at the same rate it did from 2000 to
2008. In fact, for the first time since 1997, overall
contract spending declined. In 2012, the Admin-
istration will continue to work with agencies on
furthering their contracting reform efforts, with
a particular focus on service contracting, and con-
tinue to explore ways to gain additional savings.
In addition, the Administration will require agen-
cies to continue their efforts to reduce high-risk
contracting for new contract awards. Finally, the
Federal Government will continue to improve the
integrity and transparency of the procurement
system by giving the public access to the Federal
Awardee Performance and Integrity Information
System, a one-stop source for data on a contrac-
tor’s track record and business ethics. For the
first time, taxpayers will be able to see the infor-
mation that contracting officers use to protect the
public’s resources from the waste and abuse of
contractors who are proven bad actors.

Continue Efforts to Rigorously Evaluate
Program Performance. In order to under-
stand what works and what does not in the Fed-
eral Government and thus better use taxpayer
dollars, rigorous evaluations of results are criti-
cal. Continuing its emphasis on rigorous pro-
gram evaluations initiated in the 2011 Budget,
the Administration is proposing new funding for
2012 for 19 evaluations that have the potential
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for strong study designs and that address impor-
tant actionable questions or strengthen agency
capacity to support such strong evaluations.
These evaluations will assess, for example, the
effectiveness of different strategies for improving
college enrollment, persistence, and completion;
capacity-building for the U.S. Agency for Interna-
tional Development to help make rigorous evalu-
ation a more routine aspect of their international
development assistance efforts; and an analysis
of ways to make the Federal workforce more effi-
cient. In addition, an inter-agency working group
is promoting stronger evaluation across the Fed-
eral Government, and OMB is working with agen-
cies to make information readily available online
about all Federal evaluations that are planned or
already underway.

Reform How Information Technology is
Procured and Used. The Federal Government
spends tens of billions of dollars on information
technology (IT) each year, yet lags behind the pri-
vate sector’s gains in productivity and improve-
ments in service. A number of structural barriers
have prevented the public sector from achiev-
ing these gains and closing this technology gap.
Through TechStat sessions (intensive reviews of
IT projects) and an IT dashboard, which provides
a clear window into Federal IT projects bolstering
transparency and accountability, OMB has taken
an intensive review of IT programs, eliminated
ineffective projects, reconfigured others, and has
begun targeting IT expenditures more carefully.
Over the last 18 months this has reduced future
budgeted costs by $3.1 billion. Looking ahead,
the Administration will implement a detailed
plan to reform Federal IT that focuses on turning
around poorly performing IT projects, accelerat-
ing agency adoption of commodity IT to save bil-
lions in duplicative spending and underperform-
ing projects, working with agencies to reduce the
time and effort required to acquire IT, and hold-
ing providers of IT goods and services account-
able for their performance. As part of this reform,
the Administration is reducing the number of
data centers by 40 percent by 2015 and moving to
a “cloud first” policy of adopting light technologies

and shared solutions. By consolidating data cen-
ters and leveraging cloud computing the Federal
Government will reduce the Nation’s data center
footprint, strengthen security, and yield savings
in the form of real estate, energy, equipment, and
maintenance costs that can then be redirected to-
ward the projects with the greatest benefit to the
American taxpayer.

Continue to Drive Progress on Priority
Goals. Government works better when leaders
identify a limited number of clear, measurable,
and ambitious goals and regularly review prog-
ress toward them. Building on lessons of the past,
Federal agency leaders have identified a small
number of ambitious, outcome-focused, near-
term High Priority Performance Goals (Priority
Goals) that did not require additional resources
or legislative action to achieve within 24-months,
but rather are hinged on strong execution. Each
agency designated a senior accountable official, a
“Goal Leader,” responsible for driving progress on
each goal and is working toward meeting them.

OMB, working with the Performance Improve-
ment Council (PIC), has begun monitoring review
processes at the 24 agencies with Priority Goals
to identify best practices worth sharing and in
the coming year agencies will conduct quarterly
constructive data-driven reviews. In the coming
year, OMB and the PIC will launch a communi-
ty-of-practice to strengthen agency capacity to
prepare for and run effective internal results re-
views and help Federal agencies strengthen their
analytic skills to extract insights and actionable
lessons from the data they gather and integrate
root cause analyses and hypothesis testing into
program operations. Programs will be encour-
aged to search for research about effective inter-
ventions relevant to their work, and expected to
find organizations with which to benchmark pro-
cesses and outcomes. And OMB will begin imme-
diate implementation of the newly enacted GPRA
Modernization Act of 2010, a law that builds on
the strengths of the Government Performance
and Results Act of 1993 (GPRA) and addresses
its weaknesses.






COMPETING AND WINNING IN
THE WORLD ECONOMY

Taking steps to strengthen our economic re-
covery now so that we can spur job creation is
critical to getting Americans back to work and
our Nation back on its feet. But our focus cannot
just be the short term. We also must look ahead
to what will create the economic growth and the
jobs over the next several years so that we can
keep the American Dream alive for our children
and grandchildren. That starts with recognizing
that in the high-tech, interdependent world of
the 21 Century, our companies and our workers
are not just competing with each other, but with
their counterparts all over the world. Indeed, we,
as a Nation, are competing with countries all
over the globe that are eager to win the contest
for growth, jobs, and prosperity for their people.

There should be little doubt that America can
win this race. Our universities and research fa-
cilities are the best in the world, as are the stu-
dents, researchers, and scientists who study and
work there. Throughout our history, the Ameri-
can people have demonstrated ingenuity and a
drive that have birthed whole new industries,
from automobiles to information technology. We
are a Nation of innovators, builders, and risk-
takers who never shy away from a challenge.
But with economic competitors the world over
eager to emulate our success and surpass it, we
cannot stand still or take success for granted.
We must transform our economy from one too
focused on speculation, spending, and borrowing
to one that is educating, innovating, and build-
ing. We need to construct a new foundation for
long-term economic growth that has as its pillars
what is needed to win in the world economy: an
educated and skilled workforce; cutting-edge re-
search into the innovations that will power the
industries of tomorrow; and a modern, robust

infrastructure that can support a growing, high-
tech economy and the jobs to support a growing
middle class. With that as a base, we can out
compete any country and thrive in the years to
come.

Making these investments and re-tooling our
Nation for this challenge is not an easy task, and
the effects of the recession and the irresponsibil-
ity that preceded it will make it even more dif-
ficult. Putting the Nation on a sustainable fiscal
path and getting our deficits under control are
critical to making the United States competitive
in the global economy, and the Budget lays out a
strategy to do that. At the same time, it also rec-
ognizes that we cannot cut back on investments
that will fuel future economic growth particular-
ly since sustained and robust economic growth
plays a very significant, long-term role in reduc-
ing deficits. So while the Budget identifies cuts
and savings and asks for shared sacrifices across
the Government, it also invests in areas critical
to helping America win the race for the jobs and
industries of the future.

Educating a Competitive Workforce

For decades, the strength of our schools and
universities as well as our ability to provide a
quality education to a large number of our peo-
ple has been an engine of our economy. From
the land-grant universities of the 19th century
to the GI Bill in the 20th, we have worked to
open the doors of college to more and more of
our people. Looking ahead, a highly-educated
and skilled workforce will be critical to compet-
ing in the global economy. Yet the United States
is in danger of falling behind. In a generation,
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we have dropped from first to ninth place in the
proportion of young people with a college degree.
Out of 24 industrialized nations, the United
States ranks 18th in high school graduation rate,
and we lag behind other nations in the quality of
our math and science education. When it comes
to education, we cannot afford to fall to the back
of the class. That is why the President has set
an ambitious goal: by 2020, we will once again
have the highest proportion of college gradu-
ates in the world. Meeting this goal will give us
a workforce that is second to none, and a steady
stream of inventors and entrepreneurs to create
the businesses and jobs of the future.

Our approach to investing in education is not
just to direct significant resources to where they
are needed, but also to ensure that those funds
are being invested in programs that are effec-
tive in educating our children. Over the past two
years, the Administration has funded evaluations
and required greater use of evidence in grant
competitions, so we can see and fund what works.
Central to this effort has been the Race to the
Top (RTT) initiative for elementary and second-
ary education, which created a competition for
funds that spurred States across the Nation to
bring together teachers, school leaders, and policy
makers to achieve difficult, yet fundamental im-
provements to our education system. By offering
competitive funding, demanding significant re-
forms with deep support, requiring outcomes, and
measuring success, the RTT competition fostered
meaningful change even in States that ultimate-
ly did not win an award. In the 2012 Budget, the
Administration continues the work of reform not
just by devoting more resources, but also by mak-
ing sure that funds are used to deliver results ef-
ficiently and effectively. To meet the President’s
goal on college access and completion, the Admin-
istration is proposing investments and reforms
that touch every phase of a lifetime of learning.
We will:

Establish a Competitive Early Learning
Challenge Fund. Recognizing that quality early
education is an investment that pays off for years
to come, the Administration proposes extending
the RTT approach to early childhood education.

Accordingly, the Budget includes $350 million
to establish a new, competitive Early Learning
Challenge Fund, administered by the Depart-
ment of Education and the Department of Health
and Human Services, for States that are ready to
take dramatic steps to improve the quality of their
early childhood programs. The Early Learning
Challenge Fund builds on the Administration’s
initiatives to expand Head Start and improve its
quality through competition. The proposal also
works in tandem with the Administration’s pro-
posal to increase child care funding while also
enacting new legislation that empowers parents
and lifts the quality of child care programs.

Reform Elementary and Secondary
School Funding by Setting High Standards,
Encouraging Innovation, and Rewarding
Success. Too often, education funds are allocat-
ed based on variables that are not tied to success
or the educational goals we need to reach to edu-
cate a competitive workforce. As the Congress
moves forward to reauthorize the Elementary
and Secondary Education Act, the Administra-
tion will work with the Congress to restructure
K-12 funding to focus resources on the Nation’s
most critical educational goals. Specifically, we
want to encourage States to adopt standards that
prepare all students for college and a career; to
support dramatic improvements in the quality of
assessments; and to recognize and reward schools
and teachers for helping students make impor-
tant gains. Our proposal also offers new flexibil-
ity for successful States and districts to pursue
solutions to help all students graduate from high
school, college- and career-ready. In addition,
we would encourage innovation by consolidating
narrow programs into broader authority. Key
support for this proposal in the Budget includes:

¢ Bringing the Race to the Top (RTT) reform to
school districts, with a focus on cost-effective
reforms that improve student achievement
in an era of tight budgets.

¢ Continuing the Investing in Innovation
program to test, validate, and expand ef-
fective approaches to student learning and
launching the new “pay for success” bonds
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that provide funding only after results are
achieved.

¢ Expanding educational options by helping
to grow effective charter schools and other
autonomous public schools that achieve posi-
tive results and give parents more choices.

e Providing significant funding for School
Turnaround Grants to help States and
school districts turn around our Nation’s
lowest performing schools.

¢ Eliminating 13 discretionary programs and
consolidating 38 K-12 programs into 11 new
programs that emphasize using competition
to allocate funds, giving communities more
choices around activities and using rigorous
evidence to fund what works. The Adminis-
tration will make sure that, under these com-
petitions, there is an equitable geographic
distribution of funds nationwide, including
to rural communities.

Prepare 100,000 STEM Teachers Over the
Next Decade. Students need to master sci-
ence, technology, engineering, and mathematics
(STEM) in order to thrive in the 215 Century
economy. Steadily, we have seen other nations
eclipse ours in preparing their children in these
critical fields. That is why the President has set
the ambitious goal of preparing 100,000 STEM
teachers over the next decade, and recruiting
10,000 STEM teachers over the next two years.
The Budget allocates $100 million toward that
goal, including $80 million from the Department
of Education to expand promising and effective
models of teacher preparation in STEM and $20
million from the National Science Foundation
(NSF) to launch a new teacher-training research
program called Teacher Learning for the Future.
In cooperation with the Department of Educa-
tion, NSF’s Teacher Learning for the Future pro-
gram will fund innovative efforts that design, de-
velop, implement, and test new teacher-training
programs. To encourage undergraduates from
groups historically underrepresented in STEM
fields, the Budget also proposes $20 million for an
overarching, comprehensive science and technol-

ogy workforce program at NSF. These programs
will be developed in conjunction with a Govern-
ment-wide effort to improve the impact of Federal
investments in math and science education by
ensuring that all programs supporting K-12 and
undergraduate education adhere to consistent
standards of effectiveness.

Open the Doors of College to More Ameri-
cans. To boost the number of college graduates,
we need to make it easier for students to afford
a postsecondary education and support efforts to
increase the number of students who get their
degree. One of the most effective ways to help
students afford college is the Pell Grant program.
Since 2008, the Administration has increased the
maximum Pell Grant by $819, ensuring access to
postsecondary education for over 9 million needy
students. The Budget maintains this commit-
ment by sustaining the $5,550 maximum award
and paying for this expansion with a difficult but
necessary Pell Grant Protection Act that sus-
pends the costly and ineffective new year-round
Pell Grant and eliminates the poorly-targeted
in-school interest subsidy for loans to graduate
students. This approach fully funds the currently
anticipated growth in Pell Grants and the Admin-
istration is also committed to working with the
Congress to develop an approach that addresses
unanticipated growth. The Administration also
proposes to introduce into the Fund for Improve-
ment of Postsecondary Education an evidence-
based framework, enabling the Fund to become a
postsecondary “Investing in Innovation” program
that will test, validate, and expand effective ap-
proaches to improving college access and comple-
tion and educational productivity. In addition to
these competitive grants, the Budget provides
$50 million in 2012 and a total of $1.3 billion
over five years in performance-based funding to
institutions that successfully enroll and gradu-
ate high-need students and enable them to enter
successful employment.

Bring Competition to and Encourage New
Approaches for Job Training. To compete in
the global economy, we need skilled workers who
can access opportunities to upgrade and hone
their skills as their careers progress and tech-
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nology changes. The Budget provides nearly $10
billion for Workforce Investment Act programs,
which match unemployed people with jobs and
give individuals with skill gaps the training they
need to secure family-sustaining employment.
The Administration will work with the Congress
on a reauthorization bill that streamlines service
delivery and breaks down program silos, better
meets the needs of employers and regional econo-
mies, holds the system accountable for serving all
workers and job-seekers well, learns more easily
from experience, and promotes innovation and
reform based on what works. Recognizing that
the best ideas often come from the bottom up, the
Budget establishes a Workforce Innovation Fund
that, paired with broader waiver authority, will
encourage States, regions, and localities to break
down barriers among programs, test new ideas,
and replicate proven strategies for delivering bet-
ter employment and education results in a more
cost-effective way.

Investing in American Innovation

From Franklin to Edison, from Ford to Gates
and Jobs, American inventors and entrepreneurs
have transformed the world. To compete in the
21st Century economy, we need to create an en-
vironment where invention, innovation, and in-
dustry can flourish. That starts with continuing
investment in the basic science and engineer-
ing research and technology development from
which new products, new businesses, and even
new industries are formed. It means writing our
rules, regulations, and laws in a way that pro-
mote growth and innovation and make it easier
for scientists and inventors to bring their ideas to
market and see those ideas become thriving busi-
nesses. And, we must focus our efforts in areas
that show the most promise for job creation to
compete with growing countries that are devot-
ing more of their resources to these industries.

That is why the Budget makes a significant
investment in clean energy technology. Whoever
leads in the global, clean energy economy will
also take the lead in creating high-paying, highly-
skilled jobs for its people. More than that, mov-

ing toward a clean energy economy will reduce
our reliance on foreign oil and on other energy
sources that contribute to global warming. We
are at the cusp of a future in which hundreds of
thousands of cars and trucks that do not rely on
a gasoline-powered engine will be on our roads,
and where millions of homes will be powered by
electricity from clean sources. To bring about this
future and to nurture the incalculable number of
good ideas that one day will be ready to go from
lab to market, we need to make the United States
the world leader in innovation. The Budget
proposes to:

Increase Investment in Research and
Development (R&D) and the Creation of
Transformational Technologies. For many
years, the United States has been a world leader
in R&D spending, as well as in the quality and
impact of that spending. The challenge is for the
United States to make private and public invest-
ments in science, research and development that
will keep the United States as the world’s leader
in innovation for decades to come. The 2012 Bud-
get does that by providing $148 billion for R&D
overall, while targeting resources to those areas
most likely to directly contribute to the creation
of transformational technologies that can create
the businesses and jobs of the future. Among the
steps taken are:

¢ Continuing the effort to double investments
in basic research conducted at NSF, the De-
partment of Energy’s Office of Science, and
the National Institute of Standards and
Technology labs. Within these agencies,
funds will be focused on basic research di-
rected at priority areas, such as clean en-
ergy technologies, advanced manufacturing
technologies, and cybersecurity.

e Maintaining robust investment in biomedi-
cal research at the National Institutes of
Health (NIH). To get the most from these
investments, NIH will increase its focus on
reducing barriers to the translation of basic
research discoveries to clinical trials, which
will facilitate the development of new thera-
peutics to treat diseases and disorders that
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affect millions of Americans.

e Supporting research into cutting-edge areas
of manufacturing—such as nanotechnology
and bio-manufacturing—that stands to cre-
ate thousands of new jobs.

e Launching a new Advanced Research
Projects Agency-Education (ARPA-ED) to
engage in directed development projects
and pursue ground-breaking technology
applications which could dramatically in-
crease productivity throughout the Nation’s
education system.

e Making a significant commitment to U.S.
energy technology leadership by more than
doubling energy efficiency research, devel-
opment, and deployment; increasing renew-
able energy investments by over 70 percent;
investing in research and licensing support
for modular nuclear reactors; and provid-
ing $36 billion in loan authority for nuclear
power plants, as well as up to $2 billion in
loan guarantees for renewable and energy
efficiency projects.

Bring the Best Minds Together to Work
on Critical Clean Energy Research. Innova-
tion and breakthroughs often happen when sci-
entists and thinkers from different disciplines
have a chance to work together on some of our
toughest problems. This was the approach un-
dertaken in the Manhattan Project to develop the
atomic bomb and in the effort to develop radar,
and collaboration is increasingly the source of
the highest-impact ideas. As we look at the chal-
lenges facing the Nation, especially those related
to clean energy, we need to foster this kind of cre-
ativity. That is why we are challenging America’s
scientists and engineers to assemble teams of the
best minds in their fields to focus on the hard-
est problems in clean energy. The best proposals
will be funded as new Energy Innovation Hubs.
Currently, we have three Hubs in place, which
specialize in fuels from sunlight, energy efficient
buildings, and modeling and simulation technolo-
gies for nuclear power. The Budget doubles the
number of Energy Innovation Hubs, creating

three more hubs across the country. These new
Hubs will bring together top scientists to work in
teams on cross-disciplinary research related to:
critical materials, including rare earth elements;
battery manufacturing for new vehicle technolo-
gies; and the development of new grid materials
and systems to help Smart Grid technology and
improve energy transmission efficiency. These
Hubs will capture the same creative spirit that
birthed some of the most important innovations
of the last century to make advances on some of
the most important technological problems of this
century. They can be the Apollo projects of our
time.

Bring About a Clean Energy Economy
and Create the Jobs of the Future. Moving
toward a clean energy economy will reduce air
and water pollution and enhance our national
security by reducing dependence on foreign oil.
Cleaner energy will play a crucial role in slow-
ing global climate change, meeting the Presi-
dent’s goals of cutting greenhouse gas emissions
in the range of 17 percent below 2005 levels by
2020, and 83 percent by 2050. Just as important,
ensuring that the Nation leads the world in the
clean energy economy is an economic imperative.
This industry, which was in its infancy just a few
years ago, is now growing by leaps and bounds.
Renewable energy capacity in both the world and
in the United States more than tripled between
2000 and 2009. Wind energy—the fastest grow-
ing renewable energy technology—grew even
faster during that same period, with generation
increasing by a factor of almost 9 worldwide and
a factor of 14 in the United States. Across the
globe—from Europe to Asia to South America—
countries are making significant investments in
clean energy technologies to win the race to domi-
nate this growing industry. The Administration
supports a range of investments and initiatives
to help make the United States the leader in this
industry and bring about a clean energy economy
with its new companies and jobs:

e Putting One Million Advanced Technology
Vehicles on the Road by 2015. In 2008, the
President set an ambitious goal of having
one million advanced technology vehicles



COMPETING AND WINNING IN THE WORLD ECONOMY

on the road by 2015. To reach that goal and
become the first in the world to do so, the
Budget proposes a new effort to support elec-
tric vehicle manufacturing and adoption in
the United States through new consumer
rebates, investments in R&D, and competi-
tive programs to encourage communities
that invest in electric vehicle infrastructure.
Specifically, the Budget proposes to: trans-
form the existing $7,500 tax credit for elec-
tric vehicles into a rebate that will be avail-
able to all consumers immediately at the
point of sale; advance innovative technolo-
gies through new R&D investments, build-
ing on Recovery Act investments, by invest-
ing $588 million for vehicle technologies at
DOE—an increase of 80 percent; and reward
communities that invest in electric vehicle
infrastructure through a $200 million pro-
gram, modeled after Race to the Top, which
provides an incentive for communities to in-
vest in electric vehicle infrastructure and re-
move regulatory barriers.

Doubling the Share of Electricity from Clean
Energy Sources by 2035. The President’s
proposed Clean Energy Standard is the cen-
terpiece of the Administration’s strategy to
ensure strong American leadership in the
clean energy economy. To support this goal,
the Budget increases funding for renewable
energy research and development; supports
advances in fossil energy technologies that
reduce carbon emissions from coal-fired
power plants; supports nuclear energy; and
promotes the expansion and use of clean
energy across the country including rural
areas. The Budget also builds on current
financing efforts by providing up to an ad-
ditional $36 billion in loan authority for new
nuclear power facilities and an additional
$200 million in credit subsidy to support $1
billion to $2 billion in loan guarantees for
innovative energy efficiency and renewable
energy projects.

o Reduce Buildings’ Energy Use by 20 Percent

by 2020. The 80 billion square feet of non-res-
idential building space in the United States

present an opportunity to realize large gains
in energy efficiency. In 2010, commercial
buildings consumed roughly 20 percent of all
energy in the U.S. economy. The President’s
Better Buildings Initiative will, over the next
10 years, seek to make non-residential build-
ings 20 percent more energy efficient by cat-
alyzing private sector investment through a
series of incentives to upgrade offices, stores,
universities, hospitals and commercial build-
ings. The Budget proposes to make Ameri-
can buildings more energy efficient through
three new initiatives: re-designing the cur-
rent tax deduction for commercial buildings
and upgrades to a credit and increasing the
program to an estimated $1 billion; launch-
ing a new loan guarantee program at the
Department of Energy to increase financ-
ing opportunities for universities, schools,
and hospitals; encouraging use of the Small
Business Administration’s 504 Certified De-
velopment Company loan guarantee pro-
gram to support energy-sufficiency retrofit
investments in commercial buildings; and
creating a $100 million “Race to Green”
competition for State and municipal govern-
ments to implement innovative approaches
to building codes, standards, and perfor-
mance measurement so that commercial
building efficiency will become the norm.
This program builds on the Administration’s
commitment to retrofitting residential and
government buildings, particularly through
Recovery Act investments and our proposed
Homestar program.

o Issuing Permits for 9,000 Megawatts of New

Solar, Wind, and Geothermal Energy Gen-
eration on Federal Lands. The vast acreage
of Federal land holdings presents an oppor-
tunity for the Nation to facilitate large-scale
clean energy projects. The Budget includes
$73 million to maintain capacity to review
and permit new renewable energy projects
on Federal lands, with the goal of permitting
at least 9,000 megawatts of new solar, wind,
and geothermal electricity generation capac-
ity on Department of the Interior-managed
lands by the end of calendar year 2011.



THE BUDGET FOR FISCAL YEAR 2012

37

o Pursue Responsible Oil and Gas Production.
Even as we develop next generation energy
technologies, we will continue to rely on oil
and gas. As was underscored by the tragic
explosion of the Deepwater Horizon and the
oil spill that followed, we must take immedi-
ate steps to make production safer and more
environmentally responsible. In the wake
of the spill, the Administration has focused
on implementing more rigorous safety and
environmental standards than ever before,
and making structural reforms within the
Department of the Interior to increase over-
sight of offshore drilling, including greater
independence for a new environmental en-
forcement agency to be created through the
restructuring. The Budget proposes over
$500 million to restructure the Bureau of
Ocean Energy Management, Regulation,
and Enforcement; hire new oil and gas in-
spectors, engineers, scientists, and other
key staff to oversee industry operations;
establish real-time monitoring of key drill-
ing activities; conduct detailed engineering
reviews of offshore drilling and production
safety systems; and implement more aggres-
sive reviews of company oil spill response
plans. In addition, the Administration is
committed to holding the oil and gas indus-
try accountable for the risks associated with
oil and gas production by removing the exist-
ing liability cap for damages associated with
offshore drilling activity and increasing the
liability caps for other activities that could
result in a spill.

Reform our Tax Code to Foster Innovation
and Competitiveness. Over the nearly three
decades since the last comprehensive reform ef-
fort, the tax system has been loaded up with rev-
enue-side spending such as special deductions,
credits, and other tax expenditures that help
well-connected special interests, but do little for
middle-class families or our Nation’s economic
growth. Now more than ever, when we want to
compete and win in the world economy, we cannot
afford a tax code burdened with special interest
tax breaks. Successful comprehensive tax reform
is a long process, often taking several years, but

even though it is a daunting task, we cannot af-
ford to shirk from the work. In an increasingly
competitive global economy, we need to ensure
that our country remains the most attractive
place for entrepreneurship and business growth.
As a first step toward reform, the President calls
on the Congress to immediately begin work on re-
form that will close loopholes, lower the overall
rate, and not add a dime to the deficit.

Simplify, Expand, and Make Permanent
the Research and Experimentation (R&E)
Tax Credit. The R&E tax credit is a powerful in-
centive for private firms to make investments in
the research and development necessary to keep
a pipeline of new and improved products coming
to market, which is critical to economic growth
and job creation. Yet the United States currently
ranks 24th out of 38 countries in the generosity
of our R&E tax incentives. That’s why, as part
of corporate tax reform, the President supports
making the R&E tax credit permanent to give
businesses the certainty they need to make these
important investments. In addition, the Admin-
istration wants to expand the credit by about 20
percent, the largest increase in the credit’s his-
tory, and simplify it so that it is easier for firms
to take this credit and make the investments our
economy needs to compete.

Improve the Patent System and Protect
Intellectual Property. The Budget proposes
to give the U.S. Patent and Trademark Office
(USPTO) full access to its fee collections and
strengthen USPTO’s efforts to improve the speed
and quality of patent examinations through a
temporary fee surcharge and regulatory and
legislative reforms. The surcharge will better
align application fees with processing costs. In
total, this will provide USPTO with more than
$2.7 billion in resources in 2012, or more than 34
percent above 2010 levels. The Budget also sup-
ports strengthened intellectual property enforce-
ment domestically and overseas as set out in the
Intellectual Property Enforcement Coordinator’s
Joint Strategic Plan required by the 2008 PRO-IP
Act.
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Establish New Economic Growth Zones.
To bolster economic rejuvenation in hard-hit ar-
eas of our country, the Administration proposes a
new Growth Zone program that will deliver ex-
panded tax incentives for investment and employ-
ment and a more streamlined access to Federal
assistance to 20 areas facing economic distress,
but showing clear growth potential. Replacing
the Empowerment Zone program, the Growth
Zones will include a mix of rural and urban areas
that will be selected through a national competi-
tion that will judge their competitive strategies
and their need and ability to attract investment
and growth.

Building a 21° Century Infrastructure

From the Erie Canal to the transcontinental
railroad, from the interstate highway system to
the Internet, infrastructure has been critical to
the economic growth and competitiveness of the
American economy. For too long, we have neglect-
ed our Nation’s infrastructure, its roads, bridges,
levees, waterways, communications networks,
and transit systems. In fact, the Department of
Transportation’s Bureau of Transportation Sta-
tistics estimates that more than 11 percent of
U.S. highway bridges were structurally deficient
and 13 percent of bridges were functionally ob-
solete at the end of 2008, the most recent period
for which data are available. Further, the Texas
Transportation Institute recently reported that
Americans wasted 3.9 billion gallons of fuel in
2009 due to traffic congestion—an amount equal
to 130 days of flow in the Alaska pipeline. In ad-
dition, we lag behind other nations when it comes
to the infrastructure of the future. For example,
only 63 percent of American households subscribe
to high-speed, broadband Internet compared to
95 percent in South Korea and 77 percent in the
Netherlands.

To compete in the 21t Century, we need an
infrastructure that keeps pace with the times
and outpaces our rivals. In the Recovery Act,
the Administration made the largest one-time
investment in our Nation’s infrastructure since
President Eisenhower called for the creation of a
national highway system. Now, we must build on

those efforts, and we must do so responsibly by
paying for what we build. We cannot strengthen
our economy with a modern infrastructure if at
the same time it weakens our fiscal standing. To
build the infrastructure we need to compete in
the 215 Century, the Budget proposes to:

Enact a Historic $556 Billion Surface
Transportation Reauthorization and Better
Allocate Those Dollars to Get Results. Rec-
ognizing the importance of a modern transporta-
tion infrastructure to the growth and competi-
tiveness of the economy, the President proposes
a $556 billion, six-year surface reauthorization
package—expanded to include inter-city passen-
ger rail transportation—which is an increase of
more than 60 percent above the inflation-adjust-
ed levels in the previous six-year bill plus annual
appropriated funding for passenger rail during
those years. This proposal is not just a historic
commitment of funds, but also seeks to reform
how these dollars are spent so that they are di-
rected to the most effective programs and proj-
ects. It will hold States and localities account-
able for real results and make Federal funding
decisions based on more sound and inclusive
transportation plans. Specifically, the plan seeks
to:

e Create hundreds of thousands of jobs in the
short term with a $50 billion up-front in-
vestment for roads, rails, and runways. This
is a key part of the President’s initiative to
deepen the economic recovery and spur job
creation.

e Provide 80 percent of Americans with
convenient access to a passenger rail sys-
tem, featuring high-speed service, within
25 years. The Budget provides $53 billion
over six years to fund the development of
high-speed rail and other passenger rail
programs as part of an integrated national
strategy. This includes merging Amtrak’s
stand-alone subsidies into the high-speed
rail program as part of a larger, competitive
System Preservation Initiative.

e Create a National Infrastructure Bank to
support projects critical to national competi-



THE BUDGET FOR FISCAL YEAR 2012

39

tiveness. Too often, transportation dollars
are viewed from the perspective of an indi-
vidual State or locality. Yet, there are proj-
ects that have national or regional signifi-
cance and need to be approached in that way.
For example, improvements in road and rail
access to a West Coast port benefit farmers
in the Midwest. The National Infrastructure
Bank will be funded at $30 billion over six
years to support these kinds of projects. A
cornerstone of the Bank’s approach will be
a rigorous project comparison method that
transparently measures which projects offer
the biggest “bang for the buck” to taxpayers
and our economy.

¢ Bring more accountability, goal-driven per-
formance, competition, and innovation to
transportation funds through a competitive,
Race to the Top-style grant program that
also will create incentives for States and lo-
calities to adopt critical reforms in a variety
of areas, including safety, livability, and de-
mand management. Proposed funding for
this program is $32 billion over six years.

¢ Get the most out of taxpayer dollars with a
new “fix-it-first” emphasis for highway and
transit grants and through the consolidation
of 55 duplicative, often-earmarked highway
programs into five streamlined programs.

e Pay for any surface transportation reautho-
rization package so that it does not increase
the deficit. To that end, the Budget follows
the recommendation of the Fiscal Commis-
sion and proposes to make all programs
included in surface transportation reautho-
rization subject to PAYGO (i.e., outlays clas-
sified as mandatory). This is intended to en-
sure that loopholes in budgetary treatment
do not obscure the important goal of generat-
ing broad consensus for a fiscally responsible
plan.

Build a 21 Century Aviation System that
Reduces Delays and Improves Safety. The
Budget provides $1.24 billion for the Next Gen-
eration Air Transportation System, the Federal

Aviation Administration’s multi-year effort to
improve the efficiency, safety, and capacity of the
aviation system. This will help the country move
from a national, ground-based radar surveil-
lance system to a more accurate satellite-based
one which will result in the development of more
efficient routes through airspace. This, in turn,
would allow more planes to fly, reduce delays, save
fuel, and improve overall safety. To assist those
airports that need the most help, the Administra-
tion proposes to focus Federal grants to support
smaller commercial and general aviation airports
that do not have access to additional revenue or
other outside sources of capital and reduce grants
for larger airports. At the same time, the Bud-
get would allow larger airports to increase non-
Federal passenger facility charges, creating the
flexibility to generate their own revenue as they
see fit.

Invest in Smart, Energy-Efficient, and Re-
liable Electricity Delivery Infrastructure.
The Budget continues to support the moderniza-
tion of the Nation’s electrical grid, by investing
in research, development, and demonstration of
smart-grid technologies that will spur the tran-
sition to a smarter, more efficient, secure and
reliable electrical system. The end result will
promote energy- and cost-saving choices for con-
sumers, reduce emissions, and foster the growth
of renewable energy sources like wind and so-
lar. In addition, the Budget supports the Power
Marketing Administration to reliably operate,
maintain, and rehabilitate the Federal hydro-
power and transmission systems.

Bring Next-Generation, Wireless Broad-
band to All Parts of the Country. The ad-
vances in wireless technology and the adoption
of and reliance on wireless devices in daily com-
mercial and personal life have been dramatic.
High-speed, wireless broadband is fast becom-
ing a critical component of business operations
and economic growth. The United States needs
to lead the world in providing broad access to
the fastest networks possible. To do that, how-
ever, requires freeing up underutilized spectrum
currently dedicated to other private and Federal
uses. To that end, the Budget proposes legisla-
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tion to provide authority for “voluntary incentive
auctions” that will enable spectrum licensees to
auction the rights to use their spectrum in return
for a share of the proceeds. This step is critical
both for reallocating spectrum and re-purposing
it over the coming decade to greatly facilitate ac-
cess for smart phones, portable computers, and
innovative technologies that are on the horizon.
Voluntary incentive auctions, along with other
measures to enable more efficient spectrum man-
agement, will generate more than $27 billion
over the next 10 years, providing funds that will
enable us to:

e Build an interoperable wireless broadband
network for public safety that would allow
for seamless use by first responders across
the country and reserve additional spectrum
for public safety use.

e Expand high-speed, wireless broadband to
rural America, complementing the Federal
Communications Commission’s reform of its
Universal Service Fund.

e Establish a Wireless Innovation Fund to
accelerate the research and development
of cutting-edge wireless technologies and
applications.

Taken together, these investments will give
more Americans access to the data networks that
will be central to future economic growth and job
creation. And nearly $10 billion of the funds gen-
erated from spectrum re-allocation will be used
for deficit reduction.

Invest in High-Priority Water Resources
Infrastructure and Eliminate Duplicative
Programs. While there are a number of wor-
thy water infrastructure projects, we cannot fund
them all. In the Budget, the Administration gives
priority for funding the operation and mainte-
nance of the key infrastructure that is most
important to the Nation, including the inland
waterways with the most commercial use (the
Mississippi and Ohio Rivers and the Illinois Wa-
terway) and the major coastal harbors and their
channels. The Budget also emphasizes funding

for dam safety work, construction of projects with
substantial life-saving benefits, and projects that
will complete construction in 2012. The Admin-
istration proposes to eliminate programs that
duplicate other Federal, State, or local efforts, in-
cluding Corps funding of local water and waste-
water treatment projects. The Administration
also will focus on ways to ensure the responsive-
ness, accountability, and operational oversight
of the civil works program in order to best meet
current and future water resources challenges.
Together, these efforts will improve performance
and free up resources for other uses and deficit
reduction.

Reduce Funding for State Revolving
Funds (SRFs) While Spurring Efficiency
and Reform. As part of the Administration’s
long-term strategy, the Environmental Protection
Agency is implementing a Sustainable Water In-
frastructure Policy that focuses on working with
States and communities to enhance technical,
managerial, and financial capacity. Important to
the technical capacity will be enhancing alterna-
tives analysis to expand “green infrastructure”
options and their multiple benefits. Future year
budgets for the SRF's gradually adjust, taking into
account repayments, through 2016 with the goal
of providing, on average, about 5 percent of water
infrastructure spending annually. When coupled
with increasing repayments from loans made in
past years by States the annual funding will al-
low the SRF's to finance a significant percentage
in clean water and drinking water infrastructure.
Federal dollars provided through the SRFs will
act as a catalyst for efficient system-wide plan-
ning and ongoing management of sustainable wa-
ter infrastructure. Overall, the Administration
requests a combined $2.5 billion for the SRF's.

Opening Markets Abroad and Keeping
America Safe

To thrive in the interdependent, global econo-
my, we must manufacture the goods and provide
the services that the world needs—and have the
ability to export them to consumers all over the
globe. Doing that will take a concerted effort to
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promote American exports and remove barriers
that prevent American businesses from selling
their products and services in growing markets.
It will require working in concert with other lead-
ing economies to make sure that rules of the road
are being laid down and enforced and that we are
collaborating with our partner nations to keep
the global economy growing.

It also will take security and stability in re-
gions throughout the world. Just as modern tech-
nology makes it possible for commerce to happen
across the planet, it also makes it possible for re-
mote threats—such as terrorism, pandemics, and
failed states—to affect us at home. That is why it
is imperative that we continue to strengthen our
alliances and America’s standing in the world.
American leadership is indispensable in mar-
shalling the world against many of our shared
threats, such as stopping the spread of nuclear
weapons; disrupting, dismantling, and defeating
al Qaeda; halting global warming; and improving
the health of the world’s poorest populations and
the health systems of the nations where they live.
The Budget is committed to keeping America en-
gaged in the world to keep our people safe and our
economy strong. The Administration proposes to:

Double American Exports by 2014. The
President, in 2009, set the goal of doubling Amer-
ican exports over five years. To that end, the
Administration will work to pass the U.S.-Korea
Free Trade Agreement, which will open up the
market of the twelfth-largest economy to U.S.
goods and services and support thousands of jobs.
The Budget proposes $526 million for the Inter-
national Trade Administration (ITA) to continue
implementation of the National Export Initiative,
a broad Federal strategy to increase American ex-
ports and export-related jobs. With this funding,
ITA can strengthen its efforts to promote exports
from small businesses; help enforce international
free trade agreements; fight to eliminate barriers
to sales of U.S. products; and improve the com-
petitiveness of U.S. firms. The Budget also sup-
ports the activities of the Export-Import Bank to
strengthen its efforts to promote small business
exports and to meet increased financing demands
at no cost to the taxpayer. This will support bil-

lions of dollars in new exports and hundreds of
thousands of U.S. jobs. The Administration also
supports U.S. Trade and Development Agency
activities to promote U.S. exports for priority
development projects in emerging economies.

Create a Unified Approach to Budgeting
Operations in Iraq, Afghanistan, and Paki-
stan. In the past, war funding was done through
supplemental appropriations measures, which
obfuscated the true cost of these operations. This
Administration has consistently included the ex-
traordinary costs associated with funding mili-
tary operations in Iraq and Afghanistan through
a separate Overseas Contingency Operations
(OCO) budget request for the Department of De-
fense (DOD), thus making it transparent and
clear what these operations cost and their impact
on our fiscal situation. In this Budget, the Ad-
ministration proposes to apply this approach to
both military and civilian efforts in these coun-
tries, to reflect the role that non-Defense agencies
play in our operations and specifically to reflect
the transition from military to civilian-led mis-
sions in Iraq. Indeed, this makes it easier to see
when costs increase as the situation warrants
and when costs decrease as these operations
wind down. In turn, this transparency helps
with fiscal discipline as it ensures that extraor-
dinary funding does not permanently become
part of an agency’s base budget. Specifically,
certain temporary and extraordinary Depart-
ment of State and U.S. Agency for International
Development (USAID) diplomatic, development,
and related assistance in Iraq, Afghanistan, and
Pakistan will be requested as OCO funding and
be similarly funded. An OCO budget is of great
help as we transition from military-led to civil-
ian-led operations since it provides a mechanism
through which we can view and budget for a tran-
sition to a more normal diplomatic presence in
these countries when appropriate. In the Budget,
overall OCO spending goes down in 2012, with
the defense drawdown in Iraq significantly larger
than civilian increase. Specifically, DOD has an
OCO decrease of $41 billion, and the Department
of State and USAID have increases of $3 billion.
Overall, OCO funding is $126 billion, $38 billion
less than requested for 2011.
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Fund the Transition to a Civilian-led Mis-
sion in Iraq and Begin the Drawdown in
Afghanistan. On August 31, 2010, combat op-
erations in Iraq officially ended. To support the
U.S. transition from a military to a civilian-led
mission in Iraq, the Budget helps Iraq develop its
energy sector so that it can support itself in due
time, funds a more intense diplomatic presence
to triage flashpoints; and supports efforts to help
Iraq build its civilian and military capabilities.
Specifically, the Budget includes funding for: the
drawdown of all U.S. troops in Iraq by December
31, 2011 and transfer of over 500 bases back to
the government of Iraq; the establishment of two
additional regional consulates and two Embassy
Branch Offices; the transfer of more than 400 es-
sential activities from DOD to the State Depart-
ment; and the establishment of police and crimi-
nal justice hub facilities and security cooperation
sites to continue enhancing security forces and
ministry capabilities. In Afghanistan, the Bud-
get supports operations necessary to fulfill our
mission with funding for: force protection; recon-
stitution of damaged equipment; intelligence ac-
tivities; and training, equipping, and sustaining
the Afghan Army and police. Funding to build
Afghan capacity is key to the planned drawdown
of U.S. forces in Afghanistan beginning in the
summer of 2011.

Pursue Efficiencies, Reduce the Growth
in Military Spending, and Maintain Military
Readiness. Although security spending cannot
be frozen while the country is engaged in Afghan-
istan and Iraq, all parts of Government must
share in the sacrifices needed to put the country
on the sustainable fiscal path that is critical to
our global competitiveness. The Department of
Defense is pursuing a variety of strategies to set
a course for zero real growth in defense spending,
and saving $78 billion in its base budget as com-
pared to the 2011 estimate for the next half de-
cade. This will reduce DOD spending by $13 bil-
lion in 2012. To accomplish this, Secretary Gates
is implementing a package of terminations, con-
solidations, and efficiencies that range from the
elimination of the Marine Corps Expeditionary
Fighting Vehicle to the consolidation of two Air
Force air operations centers in the United States

and two in Europe and reducing the number of
flag officers by more than 100. These savings are
a critical component of our long-term plans as the
projected savings—where they materialize—will
be used to fund efforts to combat higher priority
national security concerns such as cybersecu-
rity, satellites and satellite launch vehicles, and
nuclear security.

Reform Defense Department Contracting.
DOD contracts account for approximately 70 per-
cent of all Federal procurement spending, making
DOD reform initiatives critical to broader efforts
to improve Government-wide purchasing so that
we get better services and goods at lower prices
for taxpayers. Building on efforts begun in 2010,
DOD will continue to improve its acquisition
policy, reduce its use of high-risk contracts, such
as those awarded without competition and those
priced on a time-and-materials basis, and elimi-
nate or reconfigure lower-priority acquisitions.

Make Foreign Affairs Operations More
Efficient and Effective. Although foreign af-
fairs funding is not part of the freeze on non-se-
curity discretionary spending, it is critical that
these funds are used in a way that maximizes the
impact of every dollar and that assures funds are
not wasted on the unnecessary. The State De-
partment budget reflects a program-by-program
review that identified reductions and focused
resources on high priority areas. For instance,
entire bilateral programs in six countries have
been eliminated and the Assistance for Europe,
Eurasia and Central Asia account has been re-
duced by $115 million in order to focus funding
on regions with the greatest assistance needs.
Similarly, several countries will no longer receive
bilateral security assistance funding, as resourc-
es are being focused on countries with strategic
significance. The African Development and Inter-
American Foundations have been cut by 20 per-
cent and directed to reduce their overhead and
seek partnerships to leverage their remaining
funds. The State Department will use informa-
tion technology to achieve efficiencies and save
approximately $15 million in 2012, including
eliminating duplication of data center services
and infrastructure to control energy use and
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facility costs, phasing out legacy messaging sys-
tems, and implementing the more efficient Global
Foreign Affairs Compensation System (GFACS).
USAID has launched a far-reaching initiative to
improve overseas acquisitions and contracting
processes through procurement reform which
will lead to more effective partnerships with host
country governments and other donors. And
within the Global Health Initiative, the costs of
commodities and service delivery continue to fall
dramatically; notably, the per patient cost to the
United States of providing anti-retroviral treat-
ment for AIDS patients has fallen by over 50 per-
cent since 2008 due to increased use of generic
drugs, task-shifting to nurses and community
health workers as appropriate, and increased in-
volvement from and improved coordination with
partner governments.

Modernize the Nation’s Nuclear Weap-
ons Arsenal, Reduce Proliferation Risks,
and Maintain a Strong Strategic Deter-
rent. The Administration remains dedicated
to modernizing America’s nuclear arsenal and
the complex that sustains it as well as sustain-
ing and modernizing U.S. strategic delivery sys-
tems. The Administration proposes $11.8 billion
for the National Nuclear Security Administration
(NNSA). This investment includes $7.6 billion, to
maintain a safe, secure, and effective nuclear ar-
senal by improving and replacing aging facilities
and infrastructure, continuing nuclear weapon
life extension programs, and sustaining stock-
pile surveillance and certification activities. The
Administration funds $2.5 billion to prevent the
proliferation of nuclear weapons by fully funding
efforts to secure and dispose of nuclear material,
develop technologies to detect and deter nuclear
testing and smuggling, and support internation-
al nonproliferation treaties, regulatory controls,
and safeguards. The Administration also pro-
poses $1.2 billion for naval reactors, to include
construction of new reactor fuel handling infra-
structure and continued reactor development
for a new ballistic missile submarine to sustain
a robust nuclear deterrent. Finally, reflecting
their close partnership and shared commitment,
a portion of 2013-16 funding for weapons activi-
ties will be included in the Defense Department’s

budget, with allocations being made to the NNSA
each budget year.

Prepare for Emerging Threats Including
Cyber-Attacks. There are a range of emerging
threats for which our military must be prepared:
from chemical and biological weapons to cyber-
attacks on the information technology networks
that are integral to the running of our economy
and our society. The Budget invests in a host
of initiatives to improve our ability to protect
the United States from these emerging threats.
These include: full funding of $31.8 million
for the reorganized chemical, biological, radio-
logical, nuclear and high-yield explosive conse-
quence management structure, which will be in
place prior to the end of 2012; $665 million to
enhance the advanced development of next gen-
eration medical countermeasures against chemi-
cal, biological, radiological and nuclear threats;
$200 million for a public-private partnership of
a vaccine manufacturing facility in support of
the Administration’s new Medical Counter Mea-
sure Initiative; $138 million to continue building
DOD’s Institute of Infectious Disease at the new
Interagency Biodefense Campus; $97 million to
improve the security of online transactions, en-
hance cybersecurity education efforts, increase
cutting-edge cybersecurity R&D, and improve
network security at small Federal agencies; and
funding to support the full operational capabil-
ity of the new U.S. Cyber Command and other
programs to protect our information networks.
Moreover, the Administration proposes $459 mil-
lion to support the operations of the National
Cyber Security Division of the Department of
Homeland Security, which will strengthen the
defense of Federal civilian networks and help to
support private-sector capabilities as well.

Address Root Causes of Conflict and Se-
curity Threats. In our increasingly interdepen-
dent world, failed states or regional conflicts can
quickly have effects all over the world. Intense
poverty, pandemics, and food insecurity all can
contribute to political instability and eventually
conflict. Alleviating these conditions is the right
thing to do, and it is also the smart thing to do
as attacking these root causes of suffering can
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prevent future security threats. To that end, the
Budget funds:

e The Global Health Initiative. The Presi-
dent’s Global Health Initiative (GHI) will
save millions of lives while fostering sustain-
able health care delivery platforms through
increased investments in global health.
This approach will achieve ambitious health
outcome targets by focusing on country-led
strategies to address the full range of devel-
oping country health needs in an integrated
way while strengthening partner-country
health systems. The GHI supports innova-
tion by investing in promising technologies
and bringing potential advances to scale.
Overall, the Administration will invest $9.8
billion in the GHI in 2012 and continues to
pursue the ambitious health outcome tar-
gets laid out in the GHI strategy document
as well as efficiencies in program delivery.

o Feed the Future. The Administration in-
cludes funding for agriculture development
and international nutrition programs as
part of a multi-year plan—as well as a G-20
commitment—to lift a significant number of
people out of poverty and reduce malnutri-
tion for millions of children under five-years-
old by 2015. The Administration provides
funding through bilateral assistance and
a multi-donor facility administered by the
World Bank for poor countries that make
policy and financial commitments to address
their internal food security needs. The Ad-
ministration also maintains strong support
for food aid and other humanitarian assis-
tance, including $4.2 billion to help internal-
ly displaced persons, refugees, and victims of
armed conflict and natural disasters.

Foster the Creation of an Advanced, In-
teroperable Communications System for
First Responders. Today’s public safety agen-
cies largely lack access to the level of wireless ca-
pabilities used by the military and large commer-
cial enterprises. Federal, State and local public
safety agencies largely rely on their legacy land
mobile radio systems, which only provide voice

communications and are often not interoper-
able with other local and regional systems. This
fragmented system of voice only communications
has left public safety organizations with 1990’s
technology to face the problems of a 21t Century
world. To support the creation of an interoper-
able, 4G wireless network for public safety, the
Administration is calling for a total of $10.6 bil-
lion toward this effort derived from the sale and
reallocation of spectrum. Specifically, the Budget
proposes to reallocate “D Block” spectrum valued
at over $3.1 billion (which will be reserved for
public safety and not auctioned as called for un-
der existing law), $7 billion to support the deploy-
ment of this network, and $500 million to fund
R&D and support for standards and technolo-
gies to ensure the network capabilities meet the
mission requirements of public safety.

Safeguard the Nation’s Air Transporta-
tion System. The Administration proposes $54
million to support the deployment of up to 1,275
new Advanced Imaging Technology (AIT) screen-
ing machines at airport checkpoints by the end
of 2012. AIT machines allow security officers to
detect both metallic and non-metallic anomalies
such as weapons and explosives on persons enter-
ing an airport’s secure area. These machines will
be used with stringent privacy measures includ-
ing maintaining anonymity between those being
screened and those viewing the image, and the
inability to store or transmit images captured
by AIT. To improve the operation of Transporta-
tion Security Administration processes and sys-
tems and reduce redundancy, the Administration
proposes $58 million for the continued moderniza-
tion and streamlining of transportation security
vetting and credentialing.

Strengthen Border Security and Immi-
gration Verification and Integration Pro-
grams. The Budget includes funding to support
21,370 Border Patrol agents and funding for 300
new Customs and Border Protection Officers for
passenger and cargo screening at ports of entry
as well as expansion of pre-screening operations
at foreign airports and land ports of entry. This
enhancement will reduce wait times and increase
seizures of unlawful items. In addition, the
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Budget proposes $132 million to enhance and ex-
pand immigration-related verification programs
at U.S. Citizenship and Immigration Services.
Through E-Verify, U.S. employers can maintain
a legal workforce by verifying the employment
eligibility of their workers, while the Systematic
Alien Verification for Entitlements (SAVE) pro-
gram assists Federal, State, and local benefit-
granting agencies with determining eligibility for
benefits by verifying immigration status. These
programs promote compliance with immigra-
tion laws and prevent individuals from obtaining
benefits they are not eligible to receive. The Ad-
ministration also increases support for integra-
tion of new immigrants, proposing $20 million to
promote citizenship through education and prep-
aration programs, replication of promising prac-
tices in integration for use by communities across
the Nation, and expansion of innovative English
learning tools.

Support the Nation’s Troops and Their
Families. The men and women of our armed forc-
es rely on the families that support them in their
service. To support them as they answer their
call to service, the Budget provides $8.3 billion to
support military families, including $1.2 billion
to expand availability of affordable, high-quality
child care; $4.7 billion to improve servicemem-
bers’ quality of life; and $2.4 billion to support
and build DOD schools, supporting quality edu-
cation for military dependents. In addition, the
Budget shifts $73 million from the OCO budget to
the base Department of Defense budget. This is
a more honest budgeting approach and will bring
more transparency about long-term needs, which
will help ensure stability and adequate resources
for important family support programs over the
long-term. For the Coast Guard, the Budget pro-
vides investments in Coast Guard-owned family
housing developments to provide suitable and af-
fordable housing for Coast Guard members and
their families assigned to areas where there are
documented shortages. The President has also di-
rected his Cabinet to make military families a top
priority, ensuring the entire Federal Government
supports military families, encouraging greater
collaboration between agencies, and reducing un-
necessary duplication of programs and services.

Care for Wounded, Ill, and Injured
Servicemembers. To provide high-quality
medical care to the more than 9.6 million service-
members, retirees, and their families, the Budget
includes funding for a variety of programs. The
request includes support for wounded warrior
transition units and centers of excellence in vi-
sion, hearing, traumatic brain injury, and other
areas to continuously improve the care provided
to wounded, ill, and injured servicemembers, in-
cluding: $32.2 billion overall for medical care;
$677 million to provide care for traumatic brain
injury (TBI) and psychological health; and $415
million for continued support of wounded, ill, and
injured medical research, including psychologi-
cal health and TBI/Post Traumatic Stress Disor-
der. To ensure beneficiaries receive treatment in
state-of-the-art hospitals and clinics, the Budget
plans for completion of the Walter Reed Nation-
al Military Medical Center, and funds construc-
tion of the Fort Bliss hospital replacement, and
ambulatory care centers at Andrews Air Force
Base and Lackland Air Force Base.

Prioritize Specialized Care for Veterans
with Psychological and Cognitive Health
Needs. The President’s Budget includes $6 bil-
lion to enhance the Department of Veterans Af-
fairs (VA’s) ability to provide the best possible spe-
cialized care for post-traumatic stress, traumatic
brain injury, and other mental health needs. The
Budget makes possible collaborative programs
between the Department of Defense and VA that
target psychological health, research new evi-
dence-based approaches, and increase outreach
to veterans. Those programs will increase our
ability to care for the psychological and cogni-
tive conditions that will continue to impact our
veteran population for many years to come.

Continue Efforts to End Veteran Home-
lessness by 2015. The President’s Budget in-
vests $939 million to continue the expansion of
VA services for homeless and at-risk veterans.
These funds will move us toward the goal of
ending veteran homelessness by 2015. Facilitat-
ing this will be collaborative partnerships with
local governments, non-profit organizations,
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and the Departments of Housing and Urban
Development, Justice, and Labor.

Begin Implementation of a New Paperless
System to Boost Efficiency and Responsive-
ness at the Department of Veterans Affairs.
We have been caring for veterans of our Nation’s
wars for centuries. But this long-held commit-
ment cannot rely on outdated processes and tech-

nology to deliver the benefits veterans need and
the Nation needs. That is why the Budget pro-
vides $183 million for the implementation of a
new paperless claims processing system. These
funds will allow the VA to move away from its
reliance on paper records, thereby improving the
speed and efficiency of claims processing while si-
multaneously enhancing the security of veterans’
personal information.



DEPARTMENT OF AGRICULTURE

Funding Highlights:

Provides $23.9 billion in discretionary funding, a decrease of $3.2 billion. Consistent with
Administration priorities, investments are made in renewable energy and key research areas.
Savings are created by reducing direct payments to high-income farmers, refocusing USDA’s
homeownership programs, and targeting USDA conservation programs.

Invests $6.5 billion in renewable and clean energy to spur the creation of high-value jobs,
make America more energy independent, and drive global competitiveness in the sector.

Increases funding for the Agriculture and Food Research Initiative to $325 million and targets
increases for research in areas that are key to American leadership: human nutrition and
obesity reduction, food safety, sustainable bioenergy, global food security, and climate change.

Refocuses rural housing assistance to programs that work better, providing 170,000 new
homeownership opportunities, of which at least 30,000 are expected to go to low income rural
borrowers.

Maximizes efficiency and effectiveness of forest restoration efforts to improve forest health
and resiliency by combining and streamlining multiple programs.

Funds for the Wetlands Reserve Program and the Environmental Quality Incentives Program
to restore and protect 271,158 acres of wetlands and provide over $1.4 billion for conservation
assistance.

Provides $7.4 billion to support supplemental nutrition assistance available to low-income and
nutritionally at-risk pregnant and post-partum women, infants and children up to age 5.

Provides $35 million for the Healthy Food Financing Initiative to bring grocery stores and other
healthy food retailers to underserved communities.

The U.S. Department of Agriculture (USDA)
provides leadership on issues related to food, ag-
riculture, and natural resources based on sound
public policy, the best available science, and ef-
ficient management. USDA focuses on further
developing alternative markets for agricultural
products and activities, providing financing
needed to help expand job opportunities and

improve housing, utilities, and infrastructure
in rural America. The Department also works
to enhance food safety by taking steps to re-
duce the prevalence of food-borne hazards from
farm to table, improve nutrition and health by
providing food assistance and nutrition edu-
cation and promotion, support international
agricultural and economic development, and
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manage and protect America’s public and pri-
vate lands by working cooperatively with other
levels of government and the private sector. The
President’s Budget provides $23.9 billion to sup-
port this important mission, a decrease of $3.2
billion. In keeping with the Administration’s
cost-cutting goals, departmental funding focuses
on renewable energy development and innova-
tion research. Savings are created by reducing di-
rect payments to high-income farmers, refocusing
USDA’s home ownership programs, and target-
ing USDA conservation programs to high priority
ecosystems.

Invests in American Competitiveness

Funds Renewable and Clean Energy. The
clean energy economy is poised to convert a fos-
sil fuel-based industry to a sustainable system,
creating high-value jobs in rural America. The
Administration proposes $6.5 billion in financial
assistance to electric cooperatives, research in-
stitutes, and small businesses to promote the ex-
pansion of renewable energy and biofuels. Of this
amount, $6 billion will be targeted to decrease
the Nation’s reliance on fossil fuels and promote
renewable and clean energy at electric genera-
tion, transmission, and distribution sites in rural
communities. The President’s Budget proposes a
program level of approximately $400 million to
support biofuels.

Supports American Innovation by Advancing
Priority Research. The Administration provides
increases for select USDA research in human
nutrition and obesity reduction, food safety, sus-
tainable bioenergy, global food security, and cli-
mate change, and also fully funds the Census of
Agriculture while maintaining fiscal discipline
by cutting lower priority projects and activities.
The Administration increases funding to $325
million for the Agriculture and Food Research
Initiative; an increase of 24 percent since 2010.
To support these priorities, the Administration
proposes to eliminate funding for all research
grant earmarks and cancel $224 million in un-
obligated balances for research construction proj-
ects, resulting in current savings and significant
future cost avoidance.

Improves the Way Federal Dollars are
Spent

Redirects Aid to Needy Rural Americans.
Agriculture, when compared to other sectors of
the economy, has weathered these tough econom-
ic times relatively well. For instance, net farm
income is forecast to be $79 billion in 2010, an
increase of $16.8 billion—or 27 percent—from
2009, and the third largest level of income earned
in the history of U.S. farming. Further, the top
five years for farm earnings have occurred since
2004, attesting to the profitability of farming this
decade. Finally, in every year since 1996, average
income of farm households has exceeded average
U.S. non-farm household income. However, the
economic situation in some non-farm rural com-
munities is very different. Over a third of non-
metropolitan counties lost at least 10 percent of
their population from 1988 to 2008. Population
loss tends to reduce property values, increase tax
burdens, reduce the supply and demand for lo-
cal goods and services, and result in the loss of
young, highly-skilled workers. Given the unique
needs of rural farm and non-farm communities,
the President’s Budget proposes to refocus and
reprioritize assistance to rural America to more
appropriately address these needs.

Decreases Long-Term Agricultural Spending.
The Budget includes a decrease in agricultural
spending of $2.5 billion over 10 years. The
Administration proposes that farm policy target
payments to only those who really need them.
The savings would be generated by reducing
payments to wealthy farmers.

Refocuses Rural Housing Assistance
to Programs that Work Better. The
Administration proposes to refocus USDA’s single-
family housing assistance programs to improve
effectiveness. USDA has effectively used the
guaranteed single-family housing loan program
to provide homeownership assistance to low to
moderate income rural borrowers. The Adminis-
tration proposes to provide single family housing
mortgage assistance primarily through the guar-
anteed program and includes a $24 billion loan
level with roughly $4 billion in loans expected to
be made to low-income rural borrowers. Overall,
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this loan level is expected to provide as many as
170,000 new homeownership opportunities for
rural Americans.

Maximizes the Impact of Forest Restoration
Resources by Consolidating Programs. To maxi-
mize the Forest Service’s ability to address chang-
ing needs and manage diverse forest landscapes,
the Administration supports a holistic approach
to restoration and maintenance of sustainable
landscapes. By merging multiple programs, the
Forest Service can increase its ability to restore
forest resiliency and health while supporting sus-
tainable economic development. This streamlined
approach will also improve forest management
efficiency.

Targets Conservation Funding for High-
Priority Ecosystems. The Administration sup-
ports a robust conservation agenda to advance re-
source protection goals by strategically targeting
funding to high-priority regional ecosystems and
initiatives. Included in the proposal are the high-
est funding levels ever for the Wetlands Reserve
Program and the Environmental Quality Incen-
tives Program, which will allow for the restoration
and protection of nearly 271,158 additional acres
of wetlands and provide over $1.4 billion for con-
servation assistance, respectively. The Adminis-
tration also fully funds the Conservation Reserve
Program, maintaining the program’s enrollment
at 32 million acres. Additionally, the Administra-
tion provides funding across a range of conserva-
tion programs to support the installation of high-
impact targeted conservation practices designed
to improve water quality on 6 million acres within
regional ecosystems such as the Chesapeake Bay,
the Bay-Delta region in California, and the Upper
Mississippi River Basin. These efforts reflect a
broad partnership among Federal agencies, State
and local governments, Tribes, industry and agri-
culture to advance water policy goals.

Increases America’s Healthy Food
Choices

Strengthens Nutrition Assistance and
Promotes Healthy Eating. America cannot be

globally competitive if too many of its people are
hungry or ill because of lack of access to healthy
foods. At a time of abiding need, the President’s
Budget provides $7.9 billion for discretionary nu-
trition program support. Funding supports 9.6
million participants in the Special Supplemental
Nutrition Program for Women, Infants, and Chil-
dren (WIC) program, which is critical to the health
of pregnant women, new mothers, and their in-
fants. The Administration supports implemen-
tation of the Healthy, Hunger-Free Kids Act of
2010, strengthening the child nutrition programs
and increasing children’s access to healthy meals
and snacks. As the Supplemental Nutrition As-
sistance Program (SNAP) continues to serve an
unprecedented number of participants, the Ad-
ministration re-proposes to temporarily suspend
the time benefit limits for certain working-age,
low-income adults without dependents for an ad-
ditional fiscal year. This proposal helps remove
access barriers to SNAP and increase food pur-
chasing power among some of the hardest-to-
reach populations. The Budget also proposes to
restore the SNAP benefit cuts that were included
in Child Nutrition Reauthorization. SNAP is the
cornerstone of our Nation’s food assistance safety
net and touches the lives of more than 43 mil-
lion people. The Administration is committed to
meeting the continued needs of its beneficiaries
by serving all eligible participants to reduce food
insecurity.

Supports Efforts to Combat Food Deserts.
The Administration supports expanding access to
healthy foods for low-income Americans in rural
and urban food deserts by providing $35 million
in the Office of the Secretary. In addition, other
funds of Rural Development and the Agricultural
Marketing Service will be available to support
USDA’s portion of the Healthy Food Financing
Initiative. The funding will provide grants, loans,
loan guarantees, and other assistance to expand
retail outlets for farm products in food deserts.

Works with Congress on the Next Farm
Bill. The Administration is committed to work-
ing with the Congress as it develops legislation
to reauthorize the 2008 Farm Bill to simplify
programs, improve access, target payments, and
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enhance program performance and efficiency.
These measures should strengthen rural commu-
nities and economies, improve access to healthy
foods, support key conservation goals, and main-
tain U.S. farmers and ranchers competitiveness

as they produce our food, feed, fiber, and fuel. As
part of this collaboration, USDA will also work
with the Congress to improve access to SNAP
benefits, program operations, and program
integrity.

Department of Agriculture
(In millions of dollars)

Actual Estimate
2010 2011 2012
Spending
Discretionary Budget Authority:
Commodities and International...........ccceceevevivcieecsceee e 4,395 4,045
Rural DevelopmMENt .......c.coviveeeriecee e 2,973 2,443
FOIESt SEIVICE ...t 5,313 5137
CONSEIVALION.....ceeeviseeriseet et s st s et s st et se et st et e e seeresae e sreseareneas 1,010 887
Food and NULHtION SEIVICE ........ceueeevereeeecereeeecee e 7,827 7,879
RESEAICH........ocectictiectie e s 2,846 2,374
Marketing and Regulatory Programs .........ccccoeevvieniennennienns 2,103 1,992
Central AdMINIStration............ccovvrieisseee e 627 642
Subtotal, excluding items DEIOW...........ccvvirreirririereenes 27,094 26,396 25,399
RECEIPLS .. 62 -107 -139
Mandatory savings PropoSalS .........ccceeeerreireerirerenieeeieseseeeeeens — -588 -1,381
Total, Discretionary budget authority..........ccovverrerrnensneeneseinees 27,032 25,701 23,879
Memorandum:
Legislative proposal, Secure Rural SChOOIS...........c...ccccovvrrvrrnrrrnnnne, — — 328
Total, Discretionary QULIAYS .......cccerereeimeriir i 26,376 32,042 27,580
Mandatory Outlays:
Food and NULHLION SEIVICE ........ceveveveveeeececreceeeee e 86,734 96,757 99,057
Commodity Credit Corporation ............ccoeeveeenvirerceesissceeennns 12,526 13,528 10,780
CrOP INSUANCE ..ottt 4,706 6,989 3,174
Natural Resources Conservation Service..........ccovvevevccicnrienns 1,947 2,655 3,259
Agricultural Marketing SErviCe .........oevevrnienienesseeneeis 1,255 1,299 1,303
FOIESE SEIVICE......ovveeeeeesse et 779 783 702
Rural Development including liquidating accounts................c....... 2,718 257 -1,309
Receipts, reestimates and all other programs...........ccccocceveeunineen. 2,140 -1,706 -532
Total, Mandatory Utlays.............ccccvrieiieiiiiie e 103,089 120,048 116,434
Total, QULIAYS .....eovveeceicce e 129,465 152,090 144,014
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Department of Agriculture—Continued

(In millions of dollars)

Actual Estimate
2010 2011 2012
Credit activity
Direct Loan Disbursements:
FArmM LOANS ..ot s s 2,102 1,975 1,904
Commodity Credit COrporation .........c.cccovvreeeernsireeeesssseeesernns 7,190 7,015 7,884
Rural ULlItIES SEIVICE........cvvieeeeeeeeree e 6,369 8,220 8,810
Rural HOUSING SEIVICE ....c.vvereieiiiririeireeeicescse s 2,663 2,086 1,437
Rural BUSINESS SBIVICE.......covveeeeeeeeeeeeeeeceeereree e — 13 19
e 62 — —
All Other PrOgrams ... ssse s 30 90 79
Total, Direct loan disbursements ..........cocvveeveeeececese e 18,416 19,399 20,133
Guaranteed Loan Disbursements:
FarM LOANS .....eceiveiieeieeet ettt sttt sr e arens 3,117 3,271 3,097
Commodity Credit COrporation ............c.veeeereereeensineenieenseneenens 2,539 5,500 5,500
Rural ULlitieS SEIVICE........ocvvveeceiieeciie e — 2 1
Rural HOUSING SEIVICE .......cvveiieeiieirieireeisiceisie s 18,711 20,231 24,395
Rural BUSINESS SBIVICE.......cvvvveeeeeeeeeeeeeceereretees e 2,165 2,241 1,937
All Other Programs..........cceeeiecrreeinecersie s 1 19 21
Total, Guaranteed [oan diSBUrSEMENES .........cccvvvvvereereieercre e 26,533 31,264 34,951
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Funding Highlights:

Provides $8.8 billion in discretionary spending, a decrease of $5.1 billion from the 2010
enacted level. This reflects increased funding for the National Institute of Standards and
Technology and continued strong support for the promotion of U.S. exports. Reductions are
made to lower priority and low-performing programs.

Invests in American innovation by providing $764 million for the National Institute of Standards
and Technology laboratories, $75 million for the Technology Innovation Program, and $12
million for Advanced Manufacturing Technology Consortia, and by strengthening the fee
structure at the U.S. Patent and Trademark Office and reforming the patent process.

Enhances American manufacturers’ competitiveness by providing $143 million to the Hollings
Manufacturing Extension Partnership, which helps firms identify growth strategies and adopt
more efficient manufacturing processes.

Promotes American exports and export-related jobs by providing $526 million for the
International Trade Administration as it continues to implement the National Export Initiative.

Fosters the next generation of wireless broadband by supporting efforts to make 500
megahertz of additional spectrum commercially available, providing substantial benefit to
consumers and businesses across the Nation.

Provides over $10 billion of resources in mandatory spending, offset by spectrum auction
proceeds, to help build an interoperable public safety broadband network that will strengthen
economic growth and public safety, while benefitting from commercial innovation.

Invests in regional economic competitiveness by providing $325 million to the Economic
Development Administration to support planning, capacity building and capital projects
through programs such as the Regional Innovation Program authorized in the America
COMPETES Reauthorization Act.

Advances climate science and services to meet growing demands from the public and private
sector for credible and timely products that aid in planning for and responding to climate
variability and change.

Sustains critical satellite programs to monitor the Earth’s weather and climate and improve
forecasting for severe weather events to protect public safety. Supports fisheries stock
assessments and economic development that contributes to sustainable fishing industries
and coastal communities. Sustains support for the President’s National Ocean Policy and
research programs.
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Performance Excellence program.

e Strengthens support for the Census Bureau’s economic and household data collection to help
improve private- and public-sector decision-making.

* Creates savings by ramping down the 2010 Decennial Census.

* Reduces funding for non-essential programs such as the Emergency Steel Loan Guarantee
program, the Public Telecommunications Facilities Grant program, and the Baldrige

The Department of Commerce has a broad
mandate to promote economic growth and foster
job creation for the American people. It has cross-
cutting responsibilities in the areas of trade, tech-
nology, entrepreneurship, economic development,
environmental stewardship, and statistical re-
search and analysis. To support this important
work, the President’s Budget proposes $8.8 bil-
lion in discretionary funding for the Department
of Commerce, a decrease of $5.1 billion from the
2010 enacted level. In addition to planned reduc-
tions due to the completion of the 2010 Decennial
Census, other key reductions include outdated or
lower priority programs: the Emergency Steel
Loan Guarantee program; Trade Adjustment
Assistance for Firms; certain statistical reports
produced by the Census Bureau; the Public Tele-
communications Facilities Grant program; and
the Baldrige Performance Excellence program, as
well as administrative savings. Yet, since inno-
vation and exports are critical to long-term eco-
nomic growth and competitiveness, there is more
than a $100 million increase for the National In-
stitute of Standards and Technology (NIST), and
strong funding for the promotion of U.S. exports.
Substantial new mandatory funding is provided
to support the President’s Wireless Innovation
and Infrastructure Initiative, including develop-
ment of a national public safety broadband net-
work. The National Oceanic and Atmospheric
Administration’s (NOAA) critical weather satel-
lites, which promote more accurate forecasts that
serve families and businesses nationwide, are
also sustained.

Boosts American Competitiveness

Fosters American Innovation. The Ad-
ministration proposes $764 million for NIST

laboratories as part of the President’s Plan for
Science and Innovation, which is more than $100
million above the 2010 enacted level and consis-
tent with the President’s plan to double funding
for key basic research agencies. This funding will
accelerate the discovery, development and de-
ployment of a wide variety of new technologies,
ranging from nanotechnology and cybersecurity
advances to interoperable and secure Smart Grid
devices. The Budget also includes $12 million
for the Advanced Technology Consortia program,
a new public-private partnership that will de-
velop road maps for research that will broadly
benefit the Nation’s industrial base. In addi-
tion, the Administration proposes to reform the
patent system to accelerate innovation and pro-
vide greater certainty to businesses. The Budget
proposes to give the U.S. Patent and Trademark
Office (USPTO) full access to its fee collections
and strengthens USPTO’s efforts to improve the
speed and quality of patent examinations through
a temporary fee surcharge that will better align
application fees with processing costs.

Enhances the Competitiveness of Ameri-
can Manufacturers. The Administration pro-
poses $143 million for the Hollings Manufac-
turing Extension Partnership, which helps U.S.
manufacturers identify growth and innovation
strategies and adopt more efficient manufactur-
ing processes. In combination with advanced
manufacturing support from NIST, the Bud-
get will improve U.S. manufacturers’ ability to
compete globally.

Promotes American Exports. The Presi-
dent has set the goal of doubling American
exports over five years. To that end, the Ad-
ministration proposes $526 million for the Inter-
national Trade Administration (ITA) to continue
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implementation of the National Export Initiative,
a broader Federal strategy to increase American
exports and export-related jobs. With this fund-
ing, ITA can strengthen its efforts to promote ex-
ports from small businesses; help enforce inter-
national free trade agreements; fight to eliminate
barriers to sales of U.S. products; and improve the
competitiveness of U.S. firms.

Invests Spectrum Receipts to Build a
Public Safety Broadband Network, Expand
Wireless Broadband to Rural America, and
Promote Cutting-edge Wireless Technolo-
gies. In support of the Wireless Innovation and
Infrastructure Initiative, the Budget proposes $7
billion of mandatory funding over the next several
years to help build an interoperable public safety
broadband network and provides additional spec-
trum (the “D block” of spectrum in the 700 mega-
hertz band) for public safety use. This spectrum
is currently valued at $3.2 billion, making the
total commitment for the public safety network
over $10 billion. Building upon the recommen-
dations of the National Commission on Terrorist
Attacks Upon the United States, this effort will
enhance public safety by providing the Nation’s
first responders modern and efficient communi-
cations capabilities while allowing the network to
benefit from commercial innovation. In addition
to funding provided directly to the Department
of Commerce, the President’s Budget will provide
$5 billion to help expand next generation wire-
less broadband networks in rural America. This
investment will complement the Federal Com-
munications Commission’s efforts to reorient its
Universal Service Fund towards broadband sup-
port. Finally, the President’s Budget allocates
$3 billion of spectrum receipts to a Wireless In-
novation Fund, to help develop and promote cut-
ting-edge wireless technologies to advance public
safety, Smart Grid, telemedicine, distance learn-
ing, and other broadband capabilities and to fa-
cilitate spectrum relocation. This funding will
support efforts in a variety of agencies, including
the Departments of Defense and Commerce and
the National Science Foundation.

The President’s Wireless Innovation and
Infrastructure Initiative also proposes to

reallocate Federal agency and commercial spec-
trum bands using auctions that are expected to
raise more than $27 billion over the next 10 years,
in order to expand access to wireless broadband
nationwide. Up to 500 megahertz of spectrum
will be repurposed over the coming decade, which
will greatly facilitate access for smart phones,
portable computers, and innovative technologies
that are on and over the horizon.

Enhances Regional Economic Competi-
tiveness. Competitive regional economies are
the building blocks of national growth. The Ad-
ministration supports growth strategies based on
stronger regional clusters of economic activity,
better planning, commercialization of research
and development, and catalytic capital projects
through the $325 million provided for the Eco-
nomic Development Administration (EDA). This
includes funds to implement the recently enacted
America COMPETES Reauthorization Act, in-
cluding aid to businesses and regions through
the Regional Innovation Program and financing
for science and research parks. EDA will also
support the Administration’s proposal to make
competitive awards for Growth Zones, to bring
market-based growth strategies and tax benefits
to 20 new areas facing economic distress in urban
and rural regions that have both strong potential
for growth and significant need.

Improves Weather Forecasting, Climate
Monitoring, Fisheries Management, and
Ocean Programs. NOAA satellite coverage con-
tinuity is needed for monitoring weather and cli-
mate. To support this, the Budget provides $1.9
billion to fund the development and acquisition of
NOAA’s polar-orbiting and geostationary weather
satellite systems, satellite-borne measurements
of sea level and other climate variables, and oth-
er space-based observations. The Administration
also increases the number and frequency of fish-
eries stock assessments which will help optimize
the amount of sustainable fish harvests under
legal mandates to help prevent overfishing. The
Budget continues progress on the President’s Na-
tional Ocean Policy with funding for competitive
grants in support of regional ocean partnerships
for improved coastal zone management, as well



56

DEPARTMENT OF COMMERCE

as support for research on climate change and
ocean acidification. Oil spill response is also a
priority, and the Budget increases funding for
the Integrated Ocean Observing System, mussel
monitoring, and research to improve spill impact
assessments. As part of its responsibilities for
forecasting weather and climate, and supporting
healthy coastal ecosystems, NOAA will partici-
pate in Federal, State, and local efforts to protect
and restore our water resources.

Strengthens Key Statistical Programs.
The Administration proposes $1 billion for the
Census Bureau to complete tabulation of the
2010 Census data; improve the accuracy of the
American Community Survey; and support a con-
tinuous update process of the Census Bureau’s
geospatial and address data, which is expected
to produce long-run cost savings. These initia-
tives will provide more accurate data for decision-
makers at all levels of government and in the
private sector. Funds are also provided to begin
research that will lead to the development of a
cost-effective and accurate 2020 Census. The Ad-
ministration proposes additional funding for the
Bureau of Economic Analysis to enhance the reli-
ability of sensitive key economic data, including

the Gross Domestic Product. These measures will
provide policymakers and the public more time-
ly, detailed, and robust data on the state of the
business and household sectors of the economy.

Improves the Way Taxpayer Dollars are
Spent

Cuts Waste by Terminating Non-Essen-
tial Programs. The Department of Commerce
supports a wide variety of programs aimed at
spurring growth and competitiveness. As our
economy evolves, so must these programs. The
Budget proposes to reduce or eliminate funding
for programs that are no longer necessary, such
as the Emergency Steel Loan Guarantee pro-
gram, or programs that are a lower priority in a
difficult fiscal climate, including certain statisti-
cal reports produced by the Census Bureau, the
Public Telecommunications Facilities Grant pro-
gram, and the Baldrige Performance Excellence
program. The Department has also committed
to trimming its administrative costs by at least
$136 million through efficiencies in acquisitions,
human capital, logistics, general administration,
and information technology.
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Department of Commerce
(In millions of dollars)
Actual Estimate
2010 “o011 2012
Spending
Discretionary Budget Authority:
Departmental Management
Salaries and EXPENSES ........cvvirrreinnieresese s 59 65
Steel Loan Program ... — -43
CYDEISECUILY ... — 23
HCHB RENOVALION.........coeiiiiriiieiieirieisis s 23 16
Office of the InSpector GENEral..........ccvevernrnniereee e 27 34
Subtotal, Departmental Management ..........ccooevviennnninneeninens 109 95
Economic Development Administration (EDA)
Salaries and EXPENSES ........covirrieirinierieeee s 38 41
Economic Development Assistance Programs .............cocoeveneeenenen. 255 284
Subtotal, Economic Development Administration.............ccccceuevneee. 293 325
Bureau of the Census
Salaries and EXPENSES ..o 259 272
Periodic Censuses and Programs............ccoocveernienennienenneennnn, 6,966 753
Decennial Census (NON-AAd) ...........ccoveerererninisieisisssisssissssssenns 6,751 498
Subtotal, Bureau of the CENSUS ........cceueveeeeerrriceeee e, 7,225 1,025
Economics and Statistics Administration ... 97 113
International Trade Administration (Net) ........cccveerininnenineeneens 447 517
Bureau of Industry and SECUtY ........cccvirierriinirernecssecsisis 100 M
Minority Business Development AGENCY.........ccoveererriinrnieeineeeneneeeeens 32 32
National Oceanic and Atmospheric Administration
Operations, Research and FacCilities ...........cccoovuenienreenieniesinins 3,412 3,444
Procurement, Acquisition and Construction.............cccoeeeeevrverereeninnnns 1,360 2,053
OFhr ACCOUNTS ... 81 1
Subtotal, National Oceanic and Atmospheric Administration........... 4,853 5,498
Patent and Trademark Office
Program BVEL ... 1,887 2,706
FEES .ot e —2,068 —2,706
Subtotal, Patent and Trademark Office.........coveveevrceevicirciinns -181 —
National Institute of Standards and Technology (NIST)
Scientific and Technical Research Services..........ccovvvrinererinennn. 521 681
Industrial TeChNOIOGY SEIVICES.......ccruivrereeiiriirieiriireieieisei e 195 238
Technology Innovation Program (non-add) .............c.cccouervecrrnininennes 70 75
Manufacturing Extension Partnership (non-add).............c.ccccovvvereninns 125 143
Construction of Research Facilities..........ccoevernenniennenreeseeens 147 85
Subtotal, National Institute of Standards and Technology............... 863 1,004
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Department of Commerce—Continued
(In millions of dollars)

Actual Estimate
2010 “o011 2012
National Telecommunications and Information Administration (NTIA)
Salaries and EXPENSES ..o 20 56
Public Telecomm. and Facilities Planning and Construction ................ 20 —
Subtotal, National Telecommunications and Information
AdMINISTALION ...t 40 56
AL OB .. —6 -10
Total, Discretionary budget authority............cooeiiiiiiiiii e 13,872 9,003 8,766
Memorandum:
Budget authority from SUPPIEMENTAIS ...........ccovevvreriereesiseereesierniins 79 — —
Total, Discretionary OUHAYS ........cccovviieierrrieee e 13,132 11,295 11,267
Mandatory Outlays:
Digital Television Transition and Public Safety Fund...............ccccvvnininnes 31 390 255
Wireless Innovation and Infrastructure Initiative (DOC portions):
Legislative PropoSal ... — — 1,447
Public Safety Broadband Network (NTIA)(non-add)........................ — — 1,400
Wireless Innovation Fund:
Public Safety Innovation Fund (NIST) (non-add)........................ — — 27
Economic Development Assistance Programs (EDA)
(NON-AAQ) ..ottt — — 20
All other DOC mandatory programs............ceeeeeeeeeeenssemserneenesesesnssnssenns 84 200 173
Total, Mandatory OULIAYS .........coovveiiiiiee e 115 590 1,875
TOAl, OUHAYS....oovvereeerceeeieeiseeise sttt 13,247 11,885 13,142
Credit activity
Direct Loan Disbursements:
Fisheries Finance Direct Loan Financing account...........c.coccvenenienenee. 90 45 52
Total, Direct loan diSBUISEMENLS ......cveeveiiiiiiiii s 90 45 52

Guaranteed Loan Disbursements:
Economic Development Assistance Programs account.............ccooveeeenee. — — 45
Total, Guaranteed loan diSbUISEMENLS.........cccveivveieiiie i — — 45




DEPARTMENT OF DEFENSE

Funding Highlights:

Provides $553 billion for the base budget, an increase of $22 billion above the 2010
appropriation. This reflects continued investment in national security priorities such

as cybersecurity, satellites, and nuclear security. The Budget also includes a series of
management and acquisition reforms that will produce a net of $78 billion in savings through
2016.

Maintains ready forces and continues efforts to rebalance military forces to focus on both
today’s wars as well as potential future conflicts.

Enhances the Administration’s commitment to maintaining a reliable nuclear deterrent by
increasing investments in the nuclear weapons complex and in weapon delivery technologies,
and to nonproliferation by preventing the spread of nuclear materials around the world.

Supports the Administration’s goal to provide the Nation’s military with the most effective
and modern equipment possible in a cost-efficient manner. Departmental priorities include
improving business practices, such as developing and purchasing weapons consistent with
improved acquisition policy.

Continues strong support for servicemembers and military families.

Supports access to medical care for over 9.6 million servicemembers, retirees, and their
families. This includes ongoing support for wounded warrior transition units and centers of
excellence in vision, hearing, traumatic brain injury, and other areas to continuously improve
the care provided to wounded, ill, and injured servicemembers.

Reinvests $100 billion of expected savings in high-priority areas such as the development or
purchase of unmanned intelligence, surveillance, and reconnaissance assets; more ships;

a new ground combat vehicle; the Advanced Extremely High Frequency satellite; and the
stealthy F-35 Joint Strike Fighter.

Continues the reform agenda to achieve more efficient business operations.

Invests in long-term scientific and technological innovation to ensure that the Nation has
access to the best defense systems available in the world.

Invests in new and on-going cybersecurity research and development and improvements to
existing cybersecurity capabilities.
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The Administration continues to invest in
the Nation’s military servicemembers and their
families and provides them with the training,
equipment, and infrastructure needed to main-
tain military readiness. The President’s Budget
for the Department of Defense (DOD) reflects that
commitment, proposing $553 billion—an increase
of $22 billion above the 2010 appropriation.

Although not subject to the President’s freeze
on non-security discretionary spending, DOD is
undertaking a series of management efficiency
and acquisition reforms that will produce a net of
$78 billion in savings over the years 2012 through
2016 compared to the previous DOD topline fund-
ing levels. Cost-cutting measures include the con-
solidation of several Air Force operation centers,
reduced Army construction costs, and the Navy’s
use of multi-year procurement strategies.

DOD supports the provision of an additional
$2.2 billion for National Nuclear Security Admin-
istration weapons activities between 2013 and
2016. These funds will enhance the reliability of
the Nation’s nuclear weapons complex and sup-
port the goals of the Nuclear Posture Review as
the United States and Russia implement the New
Strategic Arms Reduction Treaty (START).

The incremental costs of funding Overseas
Contingency Operations (OCO), including ongo-
ing efforts in Afghanistan and transition activi-
ties in Iraq, are funded separately in the Budget
at $118 billion. A full discussion of these costs is
presented in the OCO chapter.

Protects Americans and Supports Those
Who Serve

Maintains Military Readiness. The
Administration is committed to providing
servicemembers with the resources needed to re-
spond to the multiple, complex, and sometimes
unconventional threats posed by today’s security
environment. To that end, the Budget provides
$172 billion of Operation and Maintenance funds
to support training and readiness. The Adminis-

tration’s commitment is to ensure the troops have
the equipment they need to train and fight.

Prepares for Emerging Threats. The
Administration supports continued improve-
ments in DOD’s ability to protect servicemem-
bers and others from emerging threats both in
the United States and abroad with several ini-
tiatives including full funding of $31.8 million
for the reorganization of a chemical, biological,
radiological, nuclear and high-yield explosive
(CBRNE) response element and the addition of
eight Homeland Response Forces (HRF) (for a cu-
mulative total of 10 HRF's), which will be in place
prior to the end of 2012; $200 million for a public-
private partnership of a vaccine manufacturing
facility in support of the Administration’s new
Medical Counter Measure Initiative; and $138
million to continue building DOD’s Institute of
Infectious Disease at the new Interagency Bio-
defense Campus. This facility will be an impor-
tant asset to help protect the Nation from public
health threats like emerging infectious diseases
and deliberate biological attacks.

Sustains Nuclear Deterrent to Protect the
Nation and Promote International Stability.
As part of its 2010 Nuclear Posture Review and in
support of the New START Treaty, the Adminis-
tration will modernize America’s nuclear arsenal
and the complex that sustains it. Moreover, the
Administration remains dedicated to sustaining
and modernizing U.S. strategic delivery systems,
thus helping to ensure diverse deterrents in the
face of evolving challenges and technological de-
velopments. This includes specific commitments
to maintain continuous at-sea deployments of
ballistic missile submarines in the Atlantic and
Pacific Oceans, as well as the ability to surge ad-
ditional submarines during crises; sustain the Air
Force’s Minuteman III missile through 2030; and
modernize the heavy bomber force so it can serve
for the indefinite future. Additionally, the Ad-
ministration will enhance international stability
by reducing the risks of global nuclear prolifera-
tion. The Budget continues the President’s global
lockdown initiative to secure nuclear materials,
detect and deter nuclear testing and smuggling,
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and support verification and implementation of
international nonproliferation treaties. The Ad-
ministration also promotes stability by support-
ing ballistic missile defenses that will protect
the United States and its allies from attack by
nuclear or conventional ballistic missiles.

Supports Allies to Help Fight Terrorism.
Providing assistance to develop foreign coun-
tries’ security capabilities is an essential element
of U.S. strategy in Iraq and Afghanistan and of
the overall national security strategy. The Ad-
ministration is committed to funding these se-
curity sector assistance programs in an effort to
maintain and develop allies’ capability to prevent
terrorist threats, to the United States and other
countries, which originate from abroad. Further,
by assisting the development of other countries’
abilities to combat terrorism, these investments
reduce the need for greater U.S. involvement in
the future.

In addition to these programs, which are di-
rectly related to completing the mission in Iraq
and combat operations in Afghanistan, the
Budget provides $500 million for DOD’s global
military “train and equip” assistance programs.
DOD uses these programs to fund counterterror-
ism training in a variety of countries. DOD also
uses these programs to develop the internal coun-
terterrorism capability of Yemen, which is critical
to the Administration’s goal of defeating al Qaeda
in the Arabian Peninsula.

Backs the Nation’s Troops and Their
Families. Today’s servicemembers make up
the most elite and proficient fighting force in
the world, and their strength depends on the
strength and stability of their families. Overall,
the Budget provides $8.3 billion to support mili-
tary families, including $1.2 billion to expand
availability of affordable, high-quality child care;
$4.7 billion to improve servicemembers’ quality
of life; and $2.4 billion to sustain and build DOD
schools, supporting quality education for military
dependents.

The Budget also includes funding for a 1.6 per-
cent pay raise for military service members, as
well as a variety of monthly special skill-based
payments, enlistment and reenlistment bonuses,
and other benefits. In addition, included in the
$8.3 billion, the Budget shifts $73 million from
the OCO budget to the base budget to support
stability and adequate resources for important
family support programs over the long-term.

Cares for Wounded, 111, and Injured Ser-
vicemembers. The Administration sustains on-
going efforts to provide high-quality medical care
to the over 9.6 million servicemembers, retirees,
and their families. This includes support for
wounded warrior transition units and centers
of excellence in vision, hearing, traumatic brain
injury (TBI), and other areas to continuously
improve the care provided to wounded, ill, and
injured servicemembers. The Budget provides:

e $52.5 billion for the overall Military Health
System, which includes construction of mili-
tary hospitals and clinics, pay for military
medical staff, as well as accrual contributions
for future Medicare-eligible beneficiaries;

e A projected $677 million to provide care for
TBI and psychological health; and

e $415 million for continued support of
wounded, ill, and injured medical research,
to include psychological health and TBI/Post
Traumatic Stress Disorder.

To ensure that beneficiaries receive treatment
in state-of-the-art hospitals and clinics, the Bud-
get plans for completion of the Walter Reed Na-
tional Military Medical Center, and funds con-
struction of the Fort Bliss hospital replacement,
and ambulatory care centers at Andrews Air
Force Base and Lackland Air Force Base.

Streamlines the Disability Evaluation
and Compensation Process. DOD has also
worked to improve and streamline the disabil-
ity evaluation and compensation process. The
Administration funds full implementation of
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the new DOD-Department of Veterans Affairs
(VA) joint medical exam process, which has been
shown to decrease the time between a service-
member’s separation from DOD and when he or
she receives a VA disability check from 180 days
to 34 days.

Improves the Way Federal Dollars are
Spent

Reforms Acquisition. DOD contracts ac-
count for approximately 70 percent of all Federal
procurement spending, making DOD reform
initiatives critical to broader efforts to improve
Government-wide purchasing. Building on efforts
begun in 2010, it is vital that DOD continue to im-
plement its acquisition reforms, reduce its use of
high-risk contracts related to time-and-materials
and labor-hours, modernize key weapons systems
to provide servicemembers with the best technol-
ogy to meet battlefield needs, and eliminate or re-
configure lower-priority acquisitions. In line with
its reforms, DOD will begin implementing an in-
novative satellite acquisition approach in order to
reduce costs and strengthen the industrial base.
This approach will use advance appropriations
to ensure both a full-funding commitment and
greater cost transparency.

Eliminates Unneeded Weapons Systems.
DOD recognizes the need to develop a portfolio of
affordable and versatile military capabilities that
can be produced on a reasonable schedule and
in sufficient quantities. To that effect, Secretary
Gates has recommended for termination several
major weapons systems that are experiencing
significant development problems, unsustainable
cost growth, or are not suited for today’s security
challenges. These include the Marine Corps Ex-
peditionary Fighting Vehicle, the procurement
of the Army Surface Launched Medium Range
Air-to-Air Missile air defense system, and the
Navy’s SM-2 Block IIIB surface-to-air missile.
The capabilities that were to be provided by these
niche systems will be largely met through the
modernization and upgrade of existing systems
at a fraction of the cost. The total cost savings

that will be realized from these terminations will
exceed $13 billion.

Improves Departmental Management and
Seeks Efficiencies. Secretary Gates is mak-
ing broad changes to how DOD is managed up
and down the organization, from the individual
Services to the Office of the Secretary. Altogeth-
er, he has proposed changes that will produce net
savings of $78 billion over the course of five years.
These improvements focus on creating a more
streamlined, agile and effective organization and
on freeing up resources currently tied up with ac-
tivities that are low priorities or even relics from
how the U.S. military was organized during the
Cold War. Up to $100 billion in efficiency sav-
ings will then be reinvested in higher priorities
within DOD. Examples of these efficiency initia-
tives include the Air Force’s consolidating two
air operations centers in the United States and
two in Europe, the Army’s avoiding $1.4 billion in
military construction costs by sustaining existing
facilities, and the Navy’s saving more than $1.3
billion by using multi-year procurement strate-
gies to buy new surveillance, jamming, and fight-
er aircraft. DOD is making itself into a leaner
organization by slimming down upper manage-
ment, for example by dis-establishing the head-
quarters of the Second Fleet in Norfolk, Virginia,
which had distinct responsibilities during the
Cold War but which currently has training and
mission responsibilities that will be transferred
to a different part of the Navy. DOD is further
promoting a leaner organization by trimming the
number of Generals and Admirals by more than
100 positions out of the roughly 900 currently on
the books, and by eliminating or downgrading
nearly 200 out of 1,400 senior civil servant posi-
tions. While these personnel changes will result
in only modest savings, they will contribute to a
leaner, more effective DOD.

The Secretary is also proposing to take impor-
tant steps to tackle burgeoning health care costs
that cannot be sustained in the long run with-
out undermining the department’s core mission.
While DOD is committed to providing its service-
members, retirees, and their families with qual-
ity healthcare, the current system is out of bal-
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ance. The Budget proposes a package of health
care efficiency and management reforms that are
projected to save nearly $8 billion over the next
five years.

Invests in Innovation for National
Security

Funds Research and Development for the
Military of the Future. The Administration
is determined to adequately fund the Nation’s
long-term scientific and technical needs—includ-
ing those for national security—even within con-
strained budgets. Accordingly, the Budget pro-
poses $76.7 billion for research, development, test
and evaluation, including $12.2 billion for early-
stage science and technology programs. These
science and technology programs, which include
basic and applied research, as well as early tech-
nology development, allow the Nation to explore
diverse scientific principles and technological
applications, including bio-defense, cybersecu-
rity, information access, and cleaner and more
efficient energy use. DOD-funded research pro-
vides future options for new defense systems and
helps the Nation avoid technological surprise by
potential adversaries. The funding proposed in
the Budget will be awarded through competitive
processes, with experts guiding the choices of
research topics to be undertaken, and reviewing
and selecting projects for funding based on pro-
posals submitted by universities, non-profit orga-
nizations, for-profit companies and Government
labs.

Modernizes Weapon Systems. A major goal
of the Administration is to provide servicemem-
bers with the most effective and modern equip-

ment possible in a cost-efficient manner. To
accomplish this, the Budget requests $113 billion
to continue to procure advanced weapons systems
and other equipment to support both today’s wars
and future conflicts. These include: upgraded ar-
mored vehicles to better protect the troops ($593
million), the Virginia class submarine to improve
the Navy’s ability to operate in coastal waters
and support special operations forces ($4.7 bil-
lion), the Advanced Extremely High Frequency
satellite to provide secure communications to all
branches of the Armed Forces ($975 million), and
the stealthy F-35 Joint Strike Fighter ($9.7 bil-
lion). The Budget also bolsters the capabilities of
the key components in the ongoing effort to rebal-
ance the military to focus on current and emerg-
ing threats, namely, cyber and electronic warfare,
Unmanned Aerial Vehicles, and helicopters.

Secures Information Infrastructure from
Intrusion. The Budget provides $2.3 billion
to support improved cybersecurity capabilities
within DOD and greater joint planning efforts
between DOD and the Department of Homeland
Security (DHS) to increase the effectiveness of
cybersecurity efforts across the Government.
The Administration also requests $119 million
to support full operational capability for U.S. Cy-
ber Command, which was established in 2010 to
direct the operation and defense of specific DOD
information networks. In addition to bolstering
ongoing operational capabilities, the Adminis-
tration funds new and on-going cybersecurity
science and technology; enhances DOD activities
to protect core defense information systems; and,
in partnership with DHS, supports cybersecuri-
ty demonstration and pilot programs to protect
critical network information systems.
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Department of Defense
(In millions of dollars)

Actual Estimate
2010 2011 2012
Spending
Discretionary Base budget authority:
Military PErSONNEL .....c.cveveereieieieieicneeeese s seseens 134,977 142,829
Operation and MaintenNanCe...........cccvurvieirieieininiesesesee e, 184,271 204,388
e 0ToTN =T 1< ) T 104,821 113,029
Research, Development, Test and Evaluation ............cccccvvevveenvircncnnne, 80,140 75,325
Military CONSIFUCHION .......cvveeieirririce e 21,030 13,073
Family HOUSING ..ot 2,259 1,695
Revolving and Management FUNAS .......cccoveeerninccessseeeesse e, 2,612 2,701
Subtotal, Discretionary Base budget authority...........cccocevvennirnienicnnennn, 530,110 549,119 553,040
Memorandum:
Budget authority from SUPPIEMENLAS ............ccereveeniisieriseseieeeesee -1,906 — —
Discretionary Overseas Contingency Operations (OCO) budget authority
(discussed separately in OCO chapter):
LT To1 (<o SO 162,265 — —
Requested (2011 excludes $258 million in U.S. Coast Guard funding) ....... 159,082 117,585
Subtotal, Discretionary OCO budget authofity...........c.covvvernrcrsinnireininrens 162 265 159,082 117,585
Total, Discretionary budget authority (Base and OCO).........cccouvvrvererrererennnn. 692,375 708,001 670,625
Total, Discretionary Outlays (Base and OCO) ..........cooeereereeenienineernieneeineiees 663,683 733,904 701,643
Mandatory Outlays:
EXISHNG LAW ..ottt 3,032 5,761 5774
Legislative PropoSal ... — — 50
Total, Mandatory OUHAYS ........cccevvieecreeicccce e 3,032 5,761 5,824
TOtAl, QULIAYS .vvvieceeieieiieiec e 666,715 739,665 707,467
Credit activity

Total, Direct 10an diSDUISEMENTS.......cceiieeiee s 150 258 194




NATIONAL INTELLIGENCE PROGRAM

Funding Highlights:

* Strengthens the capabilities of the Nation’s intelligence agencies to furnish timely, accurate,
and insightful intelligence on the capabilities and intentions of foreign powers, including

international terrorist groups.

* Improves intelligence integration and responsible information sharing for a more effective and

efficient intelligence enterprise.

* Supports global intelligence operations in regions of strategic importance such as Afghanistan

and Pakistan.

e Enhances Federal Cybersecurity capabilities to protect a central part of our Nation’s and

economy’s infrastructure.

e Allocates resources to support a U.S. Government-wide counterterrorism action plan.

* Improves oversight of the Intelligence Community’s contractor workforce to combat waste and

improve the way Federal dollars are spent.

The National Intelligence Program (NIP)
funds intelligence activities in several Federal
departments and the Central Intelligence Agency
(CIA). NIP’s work is critical to not only protect-
ing American citizens, but also safeguarding our
economy from outside threats to foster continued
economic growth. This Budget request repre-
sents a focused effort by the Director of National
Intelligence (DNI) to introduce greater fiscal dis-
cipline within the NIP. Although not subject to
the President’s freeze on non-security discretion-
ary spending, the DNI has conducted an efficien-
cies review similar to that of the Department of
Defense. The DNI has used many of these identi-
fied efficiencies to reduce the growth in spending
within the Intelligence Community (IC).

NIP’s budget is classified, so the President’s
Budget does not publicly disclose funding

requests for intelligence activities. This chap-
ter highlights key NIP-funded activities without
detailing funding information.

Strengthens Capabilities of the Nation’s
Intelligence Agencies. To protect America’s
national security, the IC provides effective in-
telligence collection, the analysis of that intelli-
gence, and the production of finished intelligence
products. The IC is responsible for timely and ef-
fective dissemination of intelligence to those who
need it, from the President and heads of Executive
Departments to military forces, and law enforce-
ment agencies. To meet the country’s national
security challenges, the IC is: improving intel-
ligence integration and responsible information
sharing; strengthening its component agencies’
collection and analysis capabilities; maintain-
ing the security of Federal cyber networks; and
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protecting against the threat of international ter-
rorism against the United States and allies. The
NIP budget supports the Administration’s na-
tional security objectives and the National Intel-
ligence Strategy (NIS). The DNI, the Director of
the CIA, and Department Secretaries with intelli-
gence organizations will use 2012 funds to defeat
terrorists and disrupt their capabilities, prevent
the proliferation of weapons of mass destruction,
penetrate and analyze the most difficult targets
of interest to U.S. foreign policymakers, iden-
tify and disrupt counterintelligence threats, and
provide strategic warning to policymakers on is-
sues of geopolitical and economic concern. The
Administration also remains committed to mea-
suring performance to assess progress and create
accountability for results across the NIP.

Improves Intelligence Integration and
Responsible Information Sharing. The NIP
budget will improve intelligence integration
to more efficiently and effectively harness the
strengths and capabilities of the IC. Through
National Intelligence Managers and their associ-
ated Unified Intelligence Strategies, the DNI will
bring the IC together to execute the goals of the
National Security Strategy, the NIS, and the Na-
tional Intelligence Priorities Framework. The IC
is working to create a responsible information en-
vironment that enables the integration and shar-
ing of intelligence information anywhere, any-
time, with any authorized user—where access is
controlled by policy and law and not constrained
by technology.

Supports the President’s Strategy in
Afghanistan and Pakistan. The Administra-
tion will request funding for global intelligence
operations, which will support the President’s
strategy in Afghanistan and Pakistan and oth-
er regions of strategic importance to the United
States. Intelligence Community collection and
analysis play a key role in informing decision-
makers at the strategic level and supporting the
war fighter at a tactical level.

Enhances Federal Cybersecurity Capabil-
ities. A secure U.S. information infrastructure—
including IC telecommunications and computer
networks and systems, and the data that reside
on them—is critical to national security. Threats
to information technology infrastructure endan-
ger national and economic security and citizens’
privacy and are, therefore, an important policy
focus of the Government. The NIP budget sup-
ports Presidential cybersecurity priorities, such
as the National Strategy for Trusted Identities in
Cyberspace (NSTIC) and the National Initiative
for Cybersecurity Education (NICE), as well as
the continued support of cybersecurity research
and development.

Allocates Resources to Support Counter-
terrorism Efforts. The National Counterter-
rorism Center’s (NCTC) U.S. Government-wide
counterterrorism action plan lays out broad stra-
tegic objectives aligned with policy objectives to
guide implementation. The Administration will
continue to integrate mission-based budgeting in
the counterterrorism area with the annual bud-
get process and will work with the NCTC, the
IC, and relevant Departments, such as Defense,
State, and Homeland Security, to direct resourc-
es in support of counterterrorism implementa-
tion objectives. The Administration will also
introduce more outcome measures and program
evaluations in this area to help improve program
effectiveness.

Improves Oversight of and Includes
Reductions to the Contractor Workforce.
The IC continues to improve its oversight of the
contractor workforce by implementing guidance
on the proper use of contractors and by refining
its understanding of this part of the workforce
through the annual core contractor inventory.
Moreover, the IC continues to strive for the appro-
priate mix of civilians, military, and contractors
in its multi-sector workforce. The NIP budget in-
cludes reductions to the contractor workforce as
the DNI seeks to streamline operations and make
the IC more efficient.



DEPARTMENT OF EDUCATION

Funding Highlights:

Provides $77.4 billion. The Budget includes a significant increase for K-12 education, while
making tough choices to put the Pell Grant program on a sustainable fiscal path.

Provides $1.4 billion for new competitions, modeled on the successful Race to the Top
initiative, to strengthen and reform early childhood education, improve district performance in
elementary and secondary education, and improve outcomes in higher education.

Continues support for a $5,550 maximum Pell Grant award, $819 above the level in 2008,
while putting the program on a sustainable fiscal path by eliminating the year-round Pell Grant
and the in-school interest subsidy for graduate and professional student loans.

Strengthens the effectiveness of America’s teachers with $975 million in competitive initiatives
to recruit, prepare, reward, and retain great teachers.

Invests $26.8 billion, an increase of 6.9 percent, in a reformed Elementary and Secondary
Education Act (ESEA) focused on raising standards, encouraging innovation, and rewarding
success, while allowing States and districts more flexibility to invest resources where they
will have the greatest impact. The new ESEA directs funds to reform-oriented competitive
initiatives, consolidates dozens of programs, and cuts programs that do not demand results.

Provides $300 million for the Investing in Innovation program to support effective approaches
to student learning.

Invests $150 million in Promise Neighborhoods, to support effective community services,
strong family supports, and rigorous comprehensive education reforms to improve the
educational and life outcomes for children and youth in high-need communities.

Provides over 13 million students with low-cost loans to attend college and provides new
rewards for colleges and universities that achieve outcomes for disadvantaged students.

Eliminates 13 discretionary programs and consolidates 38 K-12 programs into 11 streamlined
programs focused on improved outcomes.

Fosters productivity by encouraging States and districts to enact education reforms that are
more cost-effective.
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In its first two years, the Administration has
combined unprecedented financial support for
American education with extraordinary success
in promoting and achieving fundamental reforms
that will benefit students of all ages and their
families and help create a workforce that can com-
pete with any in the world economy for decades to
come. The President’s Budget builds upon this
success with a request of $77.4 billion for the De-
partment of Education. K-12 education receives
one of the only significant funding increases in
the 2012 Budget, though the increase is smaller
than that last year due to the fiscal environment.
To support the reauthorization of the Elementary
and Secondary Education Act (ESEA), the Ad-
ministration proposes to focus increased funding
on reform-oriented competitive initiatives, con-
solidate dozens of programs, and reduce funding
for grants that do not demand results. The Bud-
get maintains historic increases for Pell Grants,
which are critical to creating future generations
that are well-educated and globally-competitive.
To put Pell Grants on a firm financial footing that
can be sustained for years to come, the Budget
eliminates year-round grants that began in 2009
and eliminates the in-school interest subsidy for
loans to graduate students.

Invests in an Educated, Competitive
America

Adapts the Race to the Top Model of Com-
petition to Transform Lifelong Learning.
Widely viewed as leveraging more change than
any other competitive education grant program
in history, the Race to the Top (RTT) initiative
spurred States across the Nation to bring togeth-
er teachers, school leaders, and policymakers to
achieve difficult yet fundamental improvements
to our education system. The competition fos-
tered meaningful change even in States that did
not ultimately win an award. Looking at the suc-
cess the RTT competition had in targeting funds
to the most innovative and successful education
programs, the Administration proposes three
new initiatives based on similar principles: offer-
ing competitive funding; demanding significant
reforms with deep support; requiring outcomes;

and measuring success. Specifically, the Budget
proposes:

e An Early Learning Challenge Fund. Quality
early education is an investment that pays
off for years by preparing children for a life-
time of learning. The Budget includes $350
million to establish a new, competitive Early
Learning Challenge Fund, administered by
the Department of Education and the De-
partment of Health and Human Services, for
States that are ready to take dramatic steps
to improve the quality of their early child-
hood programs.

o A New K-12 Race to the Top. The Budget
proposes $900 million for a new K-12 RTT
that will bring the RTT reform approach to
school districts, with a focus on cost-effective
reforms that improve student achievement
in an era of tight budgets.

o A “First in the World” Competition Among
Colleges and Universities. To help America
restore its international leadership in the
number of students graduating college, the
Budget invests $150 million in a new initia-
tive to increase college access and comple-
tion and improve educational productivity.
The proposal introduces into the Fund for
Improvement of Postsecondary Education
an evidence-based framework, enabling the
Fund to become a postsecondary “Investing
in Innovation” program that will test, vali-
date, and scale up effective approaches. In
addition to these competitive grants, the
Budget also provides $50 million in 2012 and
a total of $1.3 billion over five years in per-
formance-based funding to institutions that
have demonstrable success in enrolling and
graduating more high-need students and en-
abling them to enter successful employment.

Sustains Maximum Pell Grant Increases
and Makes Tough Choices to Put the Pro-
gram on Firm Fiscal Footing. Since 2008, the
Administration has increased the maximum Pell
Grant by $819, ensuring access to postsecondary
education for over nine million needy students.
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The Budget maintains this commitment by
sustaining the $5,550 maximum award to support
the President’s 2020 higher education goal. To
pay for this expansion, the Budget also supports
the urgent enactment of a new Pell Grant Pro-
tection Act that makes the tough choices needed
to fully fund the $5,550 maximum award in the
coming years. These steps include eliminating
the poorly targeted in-school interest subsidy for
loans to graduate students and ending the costly
new year-round Pell Grant, which offers students
a second Pell Grant in one year, but has cost 10
times more than anticipated and failed to dem-
onstrate a meaningful impact on students’ aca-
demic progress. This approach fully funds antici-
pated growth in the Pell Grant program over the
next decade, and the Administration will work
with the Congress on a responsible approach to
budgeting for unanticipated growth.

Increases the Number of Effective Teach-
ers and School Leaders. Increasing the num-
ber of great teachers, especially in disadvantaged
schools, will require major new efforts to recruit
greater numbers of talented individuals into
teaching; better prepare and support individuals
to be successful in the classroom; and recognize
and reward excellence in the classroom. In addi-
tion to a $2.5 billion investment in an overhauled
teacher quality formula grant, the Budget invests
$500 million in the Teacher and Leader Innova-
tion Fund, a competitive program for States and
districts with smart approaches to strengthening
the impact of school professionals, and $250 mil-
lion in Teacher and Leader Pathways, a competi-
tive program to invest in effective teacher and
leader preparation programs. As a replacement
of the existing TEACH grants program, the Bud-
get provides $185 million for a grant program for
States that agree to measure the performance of
their teaching institutions, supply scholarship aid
to talented individuals attending the most suc-
cessful programs, hold the least effective teacher
education programs accountable for results, up-
grade licensure and certification standards, and
provide recognition and portable certification to
effective classroom teachers. The Budget also
includes $40 million for a new competitive grant to
improve and expand teacher education programs

at minority-serving institutions, a significant
pipeline for preparing a diverse teaching force.

Prepares 100,000 STEM Teachers for the
Classroom and Encourages Breakthrough
Technology. Students need to master science,
technology, engineering, and mathematics
(STEM) in order to thrive in the 21st Century
economy, and we have seen other nations eclipse
ours in preparing their children in these critical
fields. That is why the President has set the am-
bitious goal of preparing 100,000 STEM teach-
ers over the next decade, and recruiting 10,000
STEM teachers over the next two years. The Bud-
get includes $80 million to expand promising and
effective models of teacher preparation, which
will help train effective STEM teachers. In ad-
dition, the Budget includes $90 million for a new
Advanced Research Projects Agency-Education
(ARPA-ED) in 2012 that would promote dramatic
breakthroughs in educational technology.

Helps Students with Disabilities Achieve
Their Full Potential. The Budget provides a
$200 million increase for Individuals with Dis-
abilities Education Act (IDEA) State Grants,
which help students with disabilities succeed in
elementary and secondary school. An 11 percent
increase for the IDEA Infants and Families pro-
grams (Part C), providing an additional $50 mil-
lion, will also help ensure many of our youngest
and most vulnerable children get off to a strong
start. In addition, a new $30 million joint pilot
with three other agencies will develop and evalu-
ate innovative approaches to improving outcomes
of children receiving Supplemental Security
Income and their families.

Use Resources More Effectively for
Better Results

Reforms Elementary and Secondary
School Funding by Supporting High Stan-
dards, Encouraging Innovation, and Re-
warding Success. Too often, funds are allocated
based on variables that are not tied to success or
the educational goals we need to reach to educate
a competitive workforce. As the Congress moves
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forward to reauthorize the ESEA, the Adminis-
tration will work with the Congress to restructure
K-12 funding to focus resources on the Nation’s
most critical educational goals. Specifically, we
want to encourage States to adopt standards that
prepare all students for college and a career; to
support dramatic improvements in the quality of
assessments; and to recognize and reward schools
and teachers for helping students make impor-
tant gains. Our proposal also offers new flexibil-
ity for successful States and districts to pursue
solutions to help all students graduate from high
school—college- and career-ready. In addition,
we would encourage innovation by consolidating
narrow programs into broader competitive grant
authorities. Key support for this proposal in the
Budget includes:

e $300 million in new Title I funding to reward
schools that show the most progress in im-
proving the achievement of at-risk students.

e $300 million to continue the Investing in In-
novation program to test, validate, and scale
up effective approaches to student learning.

e $150 million in Promise Neighborhoods, an
initiative that supports effective community
services, strong family supports, and rigor-
ous comprehensive reforms to improve the
educational and life outcomes for children
and youth in high need communities.

e $372 million to expand educational options
by helping grow effective charter schools
and other autonomous public schools that
achieve positive results and give parents
more choices.

e $600 million for School Turnaround Grants
to support the Administration’s commitment
to helping States and districts turn around
our Nation’s lowest performing schools.

e $835 million to support a well-rounded edu-
cation, including reading; science, technol-
ogy, engineering, and math; and the humani-
ties; and $365 million for efforts to promote
school safety, health, and well-being.

e $750 million to strengthen and reform edu-
cation for English learners and to support
innovations that will improve learning out-
comes.

Restructures Narrow Education Programs
Into Broad and Flexible Competitions that
Fund What Works. Over the years, numerous
small programs have been created to deliver edu-
cation funding, yet many of them have not been
evaluated for efficacy or have not been proven to
make a difference. We have a responsibility to
spend every dollar as effectively as possible. The
President’s Budget eliminates 13 discretionary
programs and consolidates 38 K-12 programs into
11 new programs that emphasize using competi-
tion to allocate funds, giving communities more
choices around activities, and using rigorous evi-
dence to fund what works. The Administration’s
proposal also includes provisions to ensure that
new grant competitions result in an equitable
geographic distribution of funds nationwide, in-
cluding to rural communities.

Helps States and Districts Do More with
Less by Evaluating What Works and Paying
for Success. Now more than ever we cannot
waste taxpayer dollars on programs that do not
work. That is why the Budget includes signifi-
cant resources to continue the Department’s ef-
forts to evaluate investments launched under the
Recovery Act and to initiate several new evalu-
ations of interventions in adult and postsecond-
ary education. In addition, the Budget contains
$100 million to help States and districts provide
important information to principals and teach-
ers about their progress in meeting their reform
goals and improving outcomes for students. As
we learn what works, we also should reward those
who are able to get extraordinary results from
the dollars they spend. The Administration is
launching a series of low-cost incentive programs
including “pay for success bonds” that provide
funding only after results are achieved; prioritiz-
ing cost-saving initiatives within Race to the Top
and Investing in Innovation; and creating a prize
for State and local grantees with the greatest cost
savings.
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Department of Education
(In millions of dollars)

Estimate
Actual
2010 2011 2012

Spending
Discretionary Budget Authority:
Legislative proposal, Elementary and Secondary Education Act:

College and Career Ready Students ' .........ccocvenenenencnisieines 14,492 14,792
School TUrNaround Grants ...........ceeereereeeeeneineeeeseeeeeseseseeeesees 546 600
RACE 10 the TOP .. — 900
INVeSting iN INNOVATION ........cccevicrir e — 300
English Learner EUCALION.............cooiuviieiinicrcriece e 750 750
Effective Teaching and Learning for a Complete Education................. 870 835
College Pathways and Accelerated Learning..........c.couevveereenieneerninnns 103 86
Excellent Instructional TEAMS .......coevveiieiici e 3,495 3,250
Expanding Educational Options...........ccveririnieiniininneseseeeeneens 409 372
Supporting StUdeNt SUCCESS........c.rviriiriiiririers s 1,541 1,781
Special Education State GrantS 2 ... 12,319 12,569
Career and Technical Education and Tech Prep ......cccovvveevvviccnisinnnns 1,272 1,008
Adult Education State Grants............coerreneninsneseseseseseeseeeens 628 635
Workforce Innovation FUN ..o — 30
Federal Student Aid:
Supplemental Educational Opportunity Grants............ccoerercvereeneenns 757 757
Federal WOrk StUAY ..o 980 980
Higher Education:
Minority Serving Institutions—Discretionary funding ...........cccccvevriuenne 613 653
Minority Serving Institutions—Mandatory funding (non-add)............... 278 278
TRIO programs- Discretionary funding ...........coceeencerenneenineeeneinees 853 920
TRIO programs-Mandatory funding (non-add)................c.coceveevvereecenne. 57 —
GEAR UP ... 323 323
Student Aid AdMINIStratioN.........cccvvveeiee e 806 1,095
Institute of EAUCAtION SCIENCES........covvveeeiriieierineeeiseseeeseeeiis 659 760
AlLOTNEL o 5,221 5,398
Subtotal, non-Pell Discretionary budget authority 2 ..., 46,637 50,297 48,797
Federal Pell Grants (with proposed policy changes in 2012).................... 17,495 36,261
Mandatory Savings PropoSal...........cweereeermeireeiernieeeniseeseeeseseiesseeseses — —7,661
Total, Discretionary budget authority ..o 64,132 72,859 77,397

Total, Discretionary OULAYS ...........ccvreeeieniereeeee e 106,544 100,994 78,935
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Department of Education—Continued
(In millions of dollars)

Estimate
Actual
2010 2011 2012
Mandatory Outlays:
Legislative proposal, Provide mandatory appropriation to sustain recent
Pell Grant INCIEASES ........cuuevieerereereireseieiseiee s — — 2,069
Legislative proposal, Eliminate in-school interest subsidies for graduate
and professional STUAENES ..........coveriircrie e — — -984
Legislative proposal, Provide current borrowers incentive to convert from
guaranteed loans to direct loans to simplify loan servicing .................. — — -2,136
Legislative proposal, Eliminate year-round Pell Grants and simplify the
student @id @PPIICALION ..........cveirerieireire e — —60 -535
Legislative proposal, Reform and expand Perkins loan program ............. — — -578
Legislative proposal, Other student aid reforms ............ocovvevnvnicninne — — -378
Academic Competitive/SMART Grants...........ccoeureerieeniniineeeneineineeeneens 881 780 4
Vocational Rehabilitation (VR) State Grants ...........ccocecvevvevecccsvicnnen, 2,686 3,316 3,168
AlTOtNET ... -17,223 25647 -8,638
Total, Mandatory OULIAYS ..o -13656  -21,611 -8,008
TOtal, QUHAYS ..o 92,888 79,383 70,927

Credit activity
Direct Loan Disbursements:

Historically Black College and University Capital Financing...........c......... 171 137 186

Federal Direct Student Loans (FDSL).......cccoveeeennecceessecee e 74,709 133,507 145,129

TEACH GrantS .....c.cucvcuererereieiercreereteeeee et bebebenes 104 127 107

Student Loan ACQUISITION .......cvveeeiireirieieieesee s 56,909 972 37,704

Federal PErkiNS LOANS .......vcveiieieiiiiei e — — 2,167
Total, Direct loan diSOUrSEMENES.........cceveviiiiciececee e 131,893 134,743 185,293
Guaranteed Loan Disbursements:

Federal Family Education Loans (FFEL).........ccccccvennninnesneces 42141 — —
Total, Guaranteed l0an diSDUISEMENLS ...........ccceveeeeeerererereeeeceeeee e 42 141 — —

! Program level. Budget authority is same as the program level in 2010 and $841 million less than the program level in 2012.

2 Program level. Budget authority is same as the program level in 2010 and $841 million less than the program level in 2012.
Includes IDEA Part B State Grants, IDEA Preschool grants, and IDEA Grants for Infants and Families.

3 Discretionary budget authority totals in 2010 are net of —~$143 million in funds rescinded under P.L. 111-226. Budget
authority does not include an $18 million transfer to the Student Aid Administration from 2009 Federal Work-Study
under the authority provided by Sec. 304 of P.L.. 111-8. Discretionary totals do not include rescissions of Academic
Competitiveness/SMART Grant balances amounting to $561 million in 2010 and $597 million in 2011.

4 The Pell Grant program was requested as mandatory funding in 2011. The 2011 discretionary total of $72,859 includes an
adjustment for Pell Grants based on the annualized CR, P.L. 111-242
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Funding Highlights:

e Provides $29.5 billion, a 12 percent increase over the 2010 enacted level. This reflects
increases for priority areas such as clean energy, nuclear security, and research and
development. Savings are achieved through cuts to inefficient fossil energy programs.

* Doubles the number of Energy Innovation Hubs, adding three areas of research to focus on
critical materials including rare earth materials, battery and energy storage, and new grid
technologies and systems to help Smart Grid and improve energy transmission efficiency.

* Positions the United States to lead in the clean energy economy by providing $5.4 billion
for long-term research and development at the Office of Science and $550 million for the
Advanced Research Projects Agency—Energy.

* Makes a significant commitment to U.S. energy technology leadership, more than doubling
energy efficiency research, development, and deployment and increasing renewable energy
investments by over 70 percent.

e Initiates a public-private effort to reduce energy usage in our Nation’s commercial buildings
by 20 percent by 2020. The Department of Energy’s programs include a “Race to Green”
grant competition and a pilot program to provide retrofit loan guarantees that will focus on
universities and hospitals. These programs complement an expanded and redesigned tax
incentive for commercial building upgrades.

e Helps reach the goal of one million advanced technology vehicles on the road by 2015
through more than $580 million to assist in research and development, a competitive grant
program to support deployment in communities across the country, and enhancements to the
existing electric vehicle tax incentive.

e Increases the percentage of electricity produced by clean energy sources by encouraging
early commercial deployment of innovative clean energy technologies with additional loan
guarantee support for nuclear power plants and innovative energy efficiency and renewable
energy projects. This financing support complements tax incentives (e.g., Section 1603
grants and Section 48c credits) for renewable energy generation and manufacturing.

e Eliminates inefficient fossil fuel subsidies that impede investment in clean energy sources and
undermine efforts to address the threat of climate change.

e Includes $7.6 billion to maintain a safe, secure, and effective nuclear weapons stockpile in
support of the planned decrease in deployed U.S. and Russian weapons under the New
Strategic Arms Reduction Treaty approved by the Senate.
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nuclear and radiological material worldwide.

materials.

e Strengthens national security through funding for the detection, elimination, and securing of

* Continues the Nation’s efforts to reduce environmental risks and safely manage nuclear

The Department of Energy (DOE) is charged
with advancing the national, economic, and
energy security of the United States; promoting
scientific and technological innovation in sup-
port of that mission; and ensuring the environ-
mental cleanup of the national nuclear weapons
complex. It facilitates some of the President’s
highest priorities: clean energy and research
and development (R&D), which are critical to
the Nation’s economic competitiveness and na-
tional security. The President’s Budget provides
$29.5 billion for DOE to support this mission, a
12 percent increase over the 2010 enacted level.
While funding has been increased in these critical
areas, the Administration has identified areas for
savings, such as certain fossil energy programs
where industry has the resources to move forward
without Federal assistance.

Invests in the Clean Energy Economy
and Jobs of the Future

Doubles the Number of Energy Innova-
tion Hubs. Energy Innovation Hubs will bring
together top scientists to work in teams on cross-
disciplinary research related to critical materials
and rare earth elements, energy storage and bat-
teries, and the development of new grid technolo-
gies and systems to help Smart Grids improve
energy transmission efficiency. Innovation and
breakthroughs often happen when scientists and
thinkers from different disciplines have a chance
to work together on some of our toughest prob-
lems. This was the approach undertaken in the
Manhattan Project and in the effort to develop
radar. As we look at the challenges facing the
Nation, especially those related to clean energy,

we need to foster this kind of creativity. That is
why the Budget doubles the number of Energy In-
novation Hubs, creating three more Hubs across
the country. These new Hubs will join existing
Hubs on fuels from sunlight, energy efficient
buildings, and modeling and simulation technolo-
gies for nuclear power.

Funds Clean Energy Research, Devel-
opment, and Deployment to Keep America
Competitive. To lead in the industries of tomor-
row, it is critical that we invest in R&D today. The
Budget advances the President’s Plan for Science
and Innovation to double the budgets of key basic
research agencies, providing $5.4 billion for the
Office of Science, including $2.0 billion for basic
energy sciences to discover new ways to produce,
store, and use energy. These funds are part of a
broad energy strategy that starts with research
and includes deployment through grants, financ-
ing assistance, and tax incentives. Compared to
2010, the Budget more than doubles funding for
energy efficiency activities to improve the energy
productivity of our industries, vehicles, and build-
ings. It ramps up support for renewable energy
research, development, and deployment activi-
ties by over 70 percent, including: $457 million
for solar energy; $341 million for biofuels and
biomass R&D, including a new reverse auction to
promote advanced biofuels; and more than dou-
bling investment in geothermal energy to $102
million. It also includes: $853 million to support
nuclear energy, including research and develop-
ment of a variety of nuclear technologies, such
as Small Modular Reactors; and $453 million for
a fossil energy R&D portfolio focused on carbon
capture and storage technologies. The Budget
includes funding to accelerate the deployment of
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new models of energy research pioneered in the
last several years, including $550 million for the
Advanced Research Projects Agency—Energy, a
program that supports breakthrough ideas. Fi-
nally, building on the unprecedented investment
in clean energy provided by the American Rein-
vestment and Recovery Act of 2009 (the Recov-
ery Act), the Budget provides $36 billion in loan
guarantee authority for new nuclear power fa-
cilities and an additional $200 million in credit
subsidy to support $1 billion to $2 billion in loan
guarantees for innovative energy efficiency and
renewable energy projects, and proposes new loan
authority to improve the efficiency of commercial
buildings, hospitals and schools.

Reduces Buildings’ Energy Use by 20
Percent by 2020. The 80 billion square feet
of non-residential building space in the United
States present an opportunity to realize large
gains in energy efficiency. In 2010, commercial
buildings consumed roughly 20 percent of all en-
ergy in the U.S. economy. The President’s Better
Buildings Initiative will, over the next 10 years,
seek to make non-residential buildings 20 percent
more energy efficient by catalyzing private sec-
tor investment through a series of incentives to
upgrade offices, stores, universities, schools, hos-
pitals and other commercial buildings. The Bud-
get proposes to make American businesses more
energy efficient through three new initiatives:
re-designing the current tax deduction for com-
mercial buildings and upgrades by changing it to
a credit and increasing the program by $1 billion;
launching two new pilot projects that focus on in-
creasing financing opportunities for universities,
schools, and hospitals by providing loan guaran-
tees; and creating a $100 million “Race to Green”
competition for State and municipal governments
to implement innovative approaches to build-
ing codes, standards, and performance measure-
ments so that commercial building efficiency will
become the norm. These programs build on the
Administration’s commitment to retrofitting resi-
dential and government buildings, particularly
through the Recovery Act investments and the
Administration’s proposed Homestar program.
The Administration continues to call on the
Congress to pass the Homestar bill, which would

create jobs by encouraging Americans to invest in
energy saving home improvements.

Helps Put One Million Advanced Technol-
ogy Vehicles on the Road by 2015. To reach
this goal and become the first in the world to do
so, the Budget proposes new efforts to support
electric vehicle manufacturing and adoption in
the United States. The Budget transforms the
existing $7,500 tax credit for electric vehicles into
a rebate that will be available to all consumers
immediately at the point of sale, and advances
innovative technologies through new R&D invest-
ments, building on the Recovery Act investments.
In addition, the Budget proposes an investment
of $588 million for vehicle technologies—an in-
crease of 88 percent above current funding lev-
els, including a new effort to reward communities
that invest in electric vehicles and infrastructure
and remove regulatory barriers through a $200
million grant program, modeled after the Race to
the Top program.

Modernizes the Electric Grid. The Budget
continues to support the modernization of the
Nation’s electric grid by investing in research,
development, and demonstration of Smart Grid
technologies. This effort will spur the transition
to a smarter, more efficient, secure and reliable
electric system. As part of this effort, the Budget
supports a new Energy Innovation Hub that
will focus on grid technologies. The end result
will promote energy- and cost-saving choices
for consumers, reduce emissions, and foster the
growth of renewable energy sources like wind
and solar. In addition, the Budget supports the
Power Marketing Administrations to reliably
operate, maintain, and rehabilitate the Federal
hydropower and transmission systems.

Eliminates Inefficient Fossil Fuel Sub-
sidies. Consistent with the Administration’s
Government-wide effort to identify areas for sav-
ings, the Budget eliminates inefficient fossil fuel
subsidies that impede investment in clean energy
sources and undermine efforts to address the
threat of climate change. Approximately $4 bil-
lion per year in tax subsidies to oil, gas, and other
fossil fuel producers are proposed for repeal.
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Protects Americans from the Threat of
Nuclear Harm and Pollution

Modernizes the Nation’s Nuclear Weap-
ons Arsenal, Reduces Proliferation Risks,
and Maintains a Strong Strategic Deterrent.
The Administration proposes $11.8 billion in new
budget authority for the National Nuclear Secu-
rity Administration (NNSA), $1.9 billion more
than the 2010 enacted level. The overall invest-
ment includes $7.6 billion for Weapons Activities,
an increase of $1.2 billion over the 2010 enacted
level, to maintain a safe, secure, and effective nu-
clear arsenal by improving and replacing aging
facilities and infrastructure, continuing nuclear
weapon life extension programs, and sustaining
stockpile surveillance and certification activities.
This is the first of a multi-year effort, consistent
with the report on the nuclear weapons infra-
structure submitted to the Congress in Novem-
ber 2010. This multi-year funding is included in
the outyear Budget assumptions and will be in-
cluded in NNSA’s budget each year. The Admin-
istration also proposes $2.5 billion to prevent the
proliferation of nuclear weapons by fully funding
efforts to secure and dispose of nuclear mate-
rial, to develop technologies to detect and deter

nuclear testing and smuggling, and to support in-
ternational nonproliferation treaties, regulatory
controls, and safeguards. The Administration
also proposes $1.2 billion for the work on naval
reactors, including design of a new spent fuel
handling infrastructure and reactor development
for a replacement to the Ohio Class ballistic mis-
sile submarine to sustain a robust nuclear deter-
rent. Finally, reflecting their close partnership
and shared commitment, a portion of future fund-
ing for NNSA will be included in the Department
of Defense’s budget, with allocations being made
to NNSA each budget year.

Protects the Public from Harmful
Exposure to Radioactive Waste and Nuclear
Materials. The Environmental Management
program continues to clean up waste and contam-
ination to meet its cleanup commitments at sites
used for nuclear weapons production and energy
research. The program’s cleanup actions include
removing radioactive wastes from underground
storage tanks, decontaminating and decommis-
sioning old production facilities, and installing
groundwater monitoring wells primarily at sites
in Washington, South Carolina, Idaho, Tennessee,
and New Mexico.
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Department of Energy
(In millions of dollars)

Actual Estimate
2010 2011 2012
Spending
Discretionary Budget Authority:
National Defense:
National Nuclear Security Administration............ccooverveeneeseeeennns 9,881 11,783
Cancellation of unobligated balances ..........ccoerrienenienieeneenenn. — -70
Other Defense ACHVItIES........covveeveiiiiieccc e, 847 859
ENErgy RESOUICES ....c.cuveiiiieierccee s 4,445 5,697
ST 1=T 1ot TR 4,964 5416
Environmental Management ... 6,459 6,130
Corporate Management............ceverinieenieneseesesesessse e 256 171
Power Marketing AdminiStrations.............ccvereeeeniencenensieieseeseneiens 150 86
OFfSEHING FECRIPES ... -508 -525
Total, Discretionary budget authOrity........coc.ovvrerinrinrnsseeseeesesesesesenees 26,494 28,353 29,547
Memorandum:
Budget authority from SUDPIEMENIAIS .............ccooveverreriririeisrersesesereiens -20 — —
American Recovery and Reinvestment Act reSCISSION...............ccccvvevverrerrernenn. -1,500 — —
Total, Discretionary OUHAYS ........ccocvviieeesrriiccesr s 32,911 47,808 42,483
Mandatory Outlays:
EXISHNG QW ... -830 -1,877 -1,244
Legislative proposals:
Ultradeep Water, Qil, and Gas Research and Development............... — — 30
Home Energy Retrofit Rebate Program ..........ccccoeovvevninniencenens — 300 1,800
Wireless INNOvation FUNG.........ccoiirercceeercee e — — 20
Total, Mandatory OULIAYS ..o -830 -1,577 606
TOtal, QUHAYS ...t 32,081 46,231 43,089
Credit activity
Direct Loan Disbursements:
Title 17 Innovative Technology Direct Loan Financing Account............... 444 9,857 16,958
Advanced Technology Vehicles Manufacturing Direct Loan
FIiNanCing ACCOUNL.........cuiueiieirieirere s 1,581 18,556 2,786
Total, Direct loan diSOUrSEMENES..........ccvevvevieccee e 2,025 28,413 19,744
Guaranteed Loan Commitments:
Title 17 Innovative Technology Loan Guarantee Financing Account ' .... 99 2,589 3,713
Better Buildings Pilot Loan Guarantee Initiative for Universities,
Schools, and HOSPItAIS ........ccvviircessecce e — — 2,000
Total, Guaranteed 10an COMMIMENES .......c.voveieieereceiresceir s s eneeseeneens 99 2,589 5,713

! The commitments noted here include disbursements of loan guarantee commitments by the Government, not “conditional

commitments” under Title XVII, which are legally contingent on the satisfaction of various conditions precedent.
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Funding Highlights:

e Provides $79.9 billion, which is slightly above the 2010 funding level. This supports
Administration priorities such as implementation of the Affordable Care Act, biomedical
research, and Head Start. Savings are achieved through reductions in the Community
Services Block Grant and home energy assistance.

* Includes significant deficit reduction resulting from the passage of the Affordable Care Act.

e Supports new consumer protections and review of unreasonable premium increases, expands
coverage for uninsured Americans with pre-existing conditions, and funds programs to hold
health insurance companies more accountable to their enrollees.

* Continues a commitment to strengthen program integrity in Medicare, Medicaid, and
the Children’s Health Insurance Program, and provides new resources to reach the
Administration’s goal of reducing the Medicare fee-for-service error rate in half by 2012.

* Invests in America’s competitiveness through funding for biomedical research.

* Strengthens national preparedness through funding for the advanced development of next
generation medical countermeasures against chemical, biological, radiological and nuclear
threats.

e Invests approximately $3.5 billion for discretionary HIV/AIDS prevention and treatment
activities across the Department to expand access to affordable health care and prevention
services and align activities with the National HIV/AIDS Strategy.

* Increases access to health care services among American Indians and Alaska Natives.

* Ensures our Nation’s food safety system is stronger and more reliable by implementing
key provisions of the FDA Food Safety Modernization Act and recommendations from the
President’s Food Safety Network Working Group.

* Builds on the President’s Zero to Five Agenda to improve outcomes for America’s children
with investments in Child Care and Head Start.

e Proposes reforms to child welfare to improve outcomes for children in key areas, such as
safety and permanency.

* Supports the President’s fatherhood agenda by encouraging States to ensure that when
fathers do the right thing and pay child support, their children benefit.
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The Department of Health and Human Services
(HHS) is the principal Federal agency charged
with protecting the health of all Americans and
providing essential human services. The Presi-
dent’s Budget includes $79.9 billion to support
HHS’s mission. Within this level, the Depart-
ment is taking on significant new responsibilities
through implementing the Affordable Care Act
and the new food safety law, as well as strength-
ening program integrity. On the health side, bio-
medical research is funded at $32 billion at the
National Institutes of Health, an increase of $740
million over the 2010 level (post-transfers). In ad-
dition, the Budget supports other priorities, such
as the training of primary care providers. These
increases are offset by a series of consolidations
and eliminations among public health programs
that we can no longer afford, such as the elimi-
nation of a children’s hospital graduate medical
education program. On the human services side,
the Budget invests in Head Start and child care,
which are critical to boosting the long-run pros-
pects of children, and proposes reforms in child
care, child welfare, and child support. To tighten
our belts, the Budget cuts and reforms the Com-
munity Services Block Grant and brings funding
for energy assistance to low-income families back
down to previous levels.

Improves Health Care Services and
Reduces Cost to Taxpayers

Reduces Our Long-term Budget Deficit
and Provides New Benefits for Americans
through Implementation of the Affordable
Care Act (ACA). The ACA is estimated to reduce
the deficit by approximately $230 billion over the
next decade and about $1 trillion over the second
decade, based on the most recent Congressional
Budget Office analysis. The ACA reduces the
deficit by employing a wide range of strategies
that achieve the goal of delivering better health
care for less, including provisions to fight waste,
fraud, and abuse; reward providers for delivering
high-quality care; and reform America’s health
care delivery system by developing innovative
ways to deliver care for patients. Benefits include
new consumer protections; expanding coverage

to uninsured Americans with pre-existing con-
ditions; helping employers provide coverage for
early retirees; supporting development of com-
petitive health insurance marketplaces, which
will enable Americans to pool their buying power
for more affordable coverage; strengthening the
Medicare trust funds; reducing costs for Medi-
care beneficiaries; promoting high quality pa-
tient care; providing assistance to States expand-
ing Medicaid coverage for low-income adults; and
expanding options to provide home and commu-
nity-based service alternatives to institutional
settings in Medicaid. For the Early Retiree Rein-
surance Program, HHS is closely monitoring the
Program, and as further data become available
on implementation, we look forward to working
with the Congress to address emerging issues.

Supports Reforming Medicare’s Pay-
ments to Physicians to Improve Quality and
Efficiency. Medicare physician payments are
determined under a formula, commonly referred
to as the “sustainable growth rate.” This formula
calls for reductions in physician payment rates,
which Congress has overridden consistently since
2003. In December, the Administration worked
with the Congress to offset legislation prevent-
ing a 25 percent cut to physician payment rates
for 2011. The Budget goes further by proposing
to continue the current payment levels and off-
set the costs for the next two years with specific
health savings and assumes sustainable growth
rate relief in future years will be fully offset, con-
sistent with recent congressional action. The Ad-
ministration is committed to working with the
Congress to achieve permanent, fiscally respon-
sible reform and to give physicians incentives to
improve quality and efficiency, while providing
them with predictable payments for the care they
furnish to Medicare beneficiaries.

Reduces Fraud, Waste, and Abuse in Medi-
care, Medicaid, and the Children’s Health
Insurance Program (CHIP). In June, 2010,
the President announced a goal of reducing the
Medicare fee-for-service improper payment rate
to half of its current level by 2012. The Budget
puts forward a robust set of proposals to reach
the President’s goal, as well as to strengthen
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Medicare and Medicaid program integrity more
broadly. For example, the Budget proposes requir-
ing State Medicaid agencies to track and monitor
prescription drug billing, prescribing, and utiliza-
tion patterns that could be indicative of abuse; it
also proposes limiting State financing practices
that increase Federal Medicaid spending, start-
ing in 2015, as recommended by the National
Commission on Fiscal Responsibility. Addition-
ally, it provides $581 million in discretionary pro-
gram integrity funding to implement activities to
reduce the payment error rate and enhance civil
and criminal enforcement for Medicare, Medicaid,
and CHIP. The Budget also prioritizes effective
implementation and application of program in-
tegrity tools and resources that were provided by
the ACA, including enhanced provider screening
and participation requirements, improved data
analysis capabilities, expanded overpayment re-
covery activities, and enhanced law enforcement
authorities. As a result, the Administration will
be better able to minimize inappropriate pay-
ments, protect against fraud, and provide greater
value for program expenditures to beneficiaries
and taxpayers.

Increases Affordability and Reduces
Costs for Prescription Drugs Across Federal
Programs. The high cost of prescription drugs
is a burden for many Americans. The Adminis-
tration will accelerate access to more affordable
pharmaceuticals that will lead to cost savings
for consumers and health programs across the
Federal Government. The President’s Budget
includes two proposals to increase availability
of generic drugs by providing the Federal Trade
Commission authority to stop drug companies
from entering into anticompetitive agreements
intended to block consumer access to safe and
effective generics, and hastening availability of
generic biologics while retaining the appropriate
incentives for research and development for the
innovation of breakthrough products.

Undertakes a New Approach to Prevent-
ing Chronic Diseases through a Consolidat-
ed and Reformed Chronic Disease Program.
The Administration creates anew Comprehensive
Chronic Disease Prevention Program (CCDPP)
by consolidating Centers for Disease Control and

Prevention (CDC) Heart Disease and Stroke, Dia-
betes, Cancer, Arthritis and other Conditions, Nu-
trition, Health Promotion, Prevention Centers,
and select school health activities into one com-
petitive grant program. These inter-related con-
ditions share many common risk factors and in-
terventions that would benefit from coordinated,
collaborative implementation with consolidated
leadership and oversight to foster collaboration
and coordination and improve efficiency among
these specific programs. The CCDPP also pro-
vides States with additional flexibility to address
the top five leading causes of death, while in-
creasing accountability and improving health
outcomes. This new approach will improve over-
all health outcomes while also strengthening
accountability of Federal resources.

Maintains Continuity of Coverage for
Low-Income Individuals. The Budget extends
Transitional Medical Assistance, which provides
continued Medicaid eligibility for welfare recipi-
ents transitioning to work, and the Qualified
Individuals program, which pays Medicare Part
B premiums for qualified low-income seniors.

Strengthens the Health Professions Work-
force. Strengthening the primary care work-
force is critical to reforming the Nation’s health
care system. Increasing access to primary care
health providers can help prevent disease and ill-
ness, ensure all Americans have access to high-
quality care, and reduce costs by decreasing the
need for more invasive treatment that could have
been prevented through early care. To increase
access to this type of care, the Administration
provides increased resources for primary care
training and support for health care providers
who choose to enter primary care in medically
underserved areas. In total, the Budget includes
investments that will help train more than 4,000
primary care providers estimated to enter the
workforce over the next five years. In addition,
because health workforce needs and solutions are
not all the same across the country, the Federal
Government will partner with States to plan for
and implement their own innovative solutions to
increase the number of primary care providers in
their States.
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Improves Access to Health Care for Amer-
ican Indians and Alaska Natives (AI/ANSs).
The Budget includes $4.624 billion for the Indi-
an Health Service (IHS) to strengthen Federal,
tribal, and urban programs that serve 1.9 million
AI/ANs at approximately 650 facilities nation-
wide. The Administration will also expand ac-
cess to critical Contract Health Services to cover
health care services provided outside of the In-
dian health system when services are not avail-
able at THS-funded facilities. In addition, the
Administration funds staff and operating costs
at new and expanded facilities to increase access
to health care services and enhance the Indian
health system.

Invests in Science for a Healthy
Economy

Supports Biomedical Research at the
National Institutes of Health (NIH). Bio-
medical research is essential to the health
of the American people and the health of our
economy. Innovation in this field creates and
sustains companies, products, and jobs. The
Budget includes $32 billion for basic and applied
biomedical research supported by NIH both on-
campus and at academic and independent re-
search institutions across the country. Through
implementation of the National Center for Ad-
vancing Translational Sciences and the Cures
Acceleration Network, NIH will increase its fo-
cus on bridging the translational divide between
basic science and therapeutic applications. By
fostering novel collaborations among govern-
ment, academia, and industry, NIH will acceler-
ate the development of treatments for diseases
and disorders that affect millions of Americans.
NIH will continue to pursue the leading edge of
discovery in basic cancer science, development of
new cancer treatments, and prevention and early
detection of cancer, focusing on recent discover-
ies regarding cancer genomes. For Alzheimer’s
disease, NIH is partnering with the private sec-
tor to find new methods for early diagnosis and
to support early drug discovery and preclini-
cal drug development. Ongoing research into
environmental factors, early detection, and novel

treatments will transform our understanding and
care for those with autism spectrum disorders.

Strengthens the Nation’s Preparedness
Against Naturally Occurring Threats and
Intentional Attacks. The Administration
provides $765 million to enhance the advanced
development of next generation medical coun-
termeasures against chemical, biological, radio-
logical and nuclear threats. Additionally, $655
million is provided to ensure the availability of
medical countermeasures from the Strategic
National Stockpile during a public health emer-
gency. The Department has invested $6.5 billion
since 2005 to enhance the Nation’s ability to rap-
idly respond to an influenza pandemic. During
the 2009 H1N1 pandemic, the Department built
on these investments using funds appropriated
for HIN1 response by the Congress in a pan-
demic influenza supplemental, as well as exist-
ing funds, for a total of $5.3 billion. Remaining
pandemic influenza funding has been allocated to
enhance preparedness for future pandemics and
other public health emergencies, including an ex-
tensive long-term effort to improve the Nation’s
medical countermeasure enterprise. In 2012,
HHS will continue to use these resources to build
the U.S.-based advanced manufacturing facili-
ties for vaccines and other biologics and support
the development of recombinant and molecular
vaccines.

Bolsters the Safety of the Nation’s Food
and Medicines. The Budget includes $2.7 bil-
lion in budget authority and $4.4 billion in total
program resources for the Food and Drug Ad-
ministration (FDA). The Budget enables FDA to
further the core principles recommended by the
President’s Food Safety Working Group and im-
plement key elements of the Food Safety Modern-
ization Act. The Administration will work with
the Congress to enact additional food safety fees
to support the full implementation of the FDA
Food Safety Modernization Act and the Budget
reflects the collection of these fees in 2013 and be-
yond. In 2012, FDA will advance efforts to imple-
ment the ACA provisions to establish a pathway
to approve biosimilar products and to improve
nutrition labeling. To better protect health in re-
sponse to natural or intentional threats, the Ad-
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ministration also invests in FDA’s efforts to ad-
vance regulatory science and support the review
of new medical countermeasures for chemical, ra-
diological, biomedical, and nuclear threats.

Keeps America Healthy

Makes Sound Investments in Proven
Prevention Strategies. The Administration
promotes wellness and reduces the national bur-
den of chronic disease by allocating $1 billion
within the Prevention and Public Health Fund
(Fund), which was included in the ACA. The
Budget allocates $1 billion within the Fund for ac-
tivities that have demonstrated improved health
outcomes and will help reduce health care costs.
The Budget also establishes a new Baby Friendly
Hospital Initiative to promote breastfeeding, and
supports new Community Transformation grants
to improve the health of the Nation. Within
CDC, the Budget also includes $47 million to re-
duce healthcare associated infections (HAIs) and
expands reporting of HAIs through hospitals and
Ambulatory Surgical Centers.

Continues Critical Funding for Health
Centers. Health centers are a key component of
the Nation’s health care safety net. These sites
offer comprehensive, high quality, primary and
preventative health care services to all Ameri-
cans regardless of ability to pay. Health centers
will continue to be a critical element of the health
system as the Nation expands insurance cover-
age through the ACA. In 2009, the Recovery Act
provided $500 million to expand health center
services to an additional 2 million patients. The
ACA continues this progress by investing a total
of $2.2 billion in new resources for health center
services in 2011 and 2012. The Budget builds on
this investment by providing an additional $2.1
billion. In 2012, health centers are estimated to
serve 24 million patients.

Invests in Mental Health and Substance
Abuse Prevention Efforts. Within the Sub-
stance Abuse and Mental Health Services
Administration (SAMHSA), the Administration
provides $535 million for prevention services
targeting early risk factors that can improve

behavioral health outcomes for children and
young adults. To assist military members and
their families with the effects of deployment,
the Administration supports a new $10 million
initiative to increase access to mental health
and substance abuse prevention, treatment, and
recovery services. The Budget also includes $154
million for behavioral health supportive services
for homeless individuals and families with mental
and substance abuse disorders to transition into
permanent supportive housing.

Supports the National HIV/AIDS Strategy
and Expands Access to Treatment, Care,
and Prevention. The Budget expands access
to HIV/AIDS prevention and treatment activities
and supports the goals of the National HIV/AIDS
Strategy: reducing HIV incidence, increasing ac-
cess to care and optimizing health outcomes, and
reducing HIV-related health disparities. The
Budget prioritizes HIV/AIDS resources within
high burden communities and among high-risk
groups, including men who have sex with men,
African Americans, and Hispanics and realigns
resources within CDC, Health Resources and Ser-
vices Administration, SAMHSA, and the Office of
the Secretary to support the National HIV/AIDS
Federal Implementation Plan. The Administra-
tion also increases resources for the Ryan White
program to expand access to life-saving HIV-
related medications. The Budget also improves
health outcomes by allowing CDC and States to
transfer up to 5 percent across HIV/AIDS, tu-
berculosis, sexually transmitted diseases, and
hepatitis programs to improve coordination and
integration. The Budget includes $22 million for
the Enhanced Comprehensive HIV Prevention
program for metropolitan areas most affected by
the HIV epidemic.

Provides Services for Vulnerable
Populations in a Cost-Effective Way

Continues Strong Support for High-
Quality Early Childhood Programs. Because
effective investment in early childhood is so criti-
cal to children’s ability to reach their full poten-
tial and the Nation’s future economic health, the
Budget includes $8.1 billion for Head Start and
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Early Head Start to serve approximately 968,000
children and families, maintaining the historic
expansion undertaken with Recovery Act funds.
The Budget similarly includes an additional $1.3
billion to support 1.7 million children with child
care subsidies. At the same time, the Budget
invests in improved quality: supporting a $350
million competition among States to improve pro-
gram quality through the Early Learning Chal-
lenge Fund; proposing a Child Care Development
Block Grant reauthorization that focuses on im-
proving quality, protecting health and safety, and
strengthening early learning; and supporting
proposed regulations to strengthen Head Start by
requiring low-performing programs to compete
for funding.

Reforms Foster Care to give Children
Greater Safety and Permanency. The Admin-
istration proposes improvements in the foster
care system to prevent child abuse and neglect
and keep more children safely in their homes and
out of long-term foster care. The proposal fixes
broken financing rules that too often fail children
by providing new incentives for States to improve
child outcomes, streamlining administrative
procedures, and testing innovative approaches
to improving outcomes. At the same time, the
proposal maintains legal protections for children
and preserves a funding entitlement for States.

Supports Responsible Fatherhood. The
Budget encourages fathers to take responsibil-
ity for their children by changing policies so that
more of fathers’ child support reaches their chil-
dren while continuing a commitment to vigorous
enforcement. The Budget increases support for
States to pass through child support payments to
families, rather than retaining those payments,
and encourages States to provide access and
visitation services that can improve a father’s
relationship with his family. The Budget tar-
gets additional State incentives based on perfor-
mance, which continues an emphasis on program
outcomes and efficiency.

Supports Seniors. The Budget includes
$96 million for the Administration’s Caregiver

Initiative, an effort to expand help to families
and seniors so that caregivers can better man-
age their multiple responsibilities and seniors
can live in the community for as long as possible.
Without creating new programs, this initiative
provides new resources to support the network of
agencies in local communities across the country
that already provide critical help to seniors and
caregivers. The Budget also transfers the Senior
Community Services Employment Program from
the Department of Labor to HHS’ Administration
on Aging where the program can operate suc-
cessfully with fewer resources through improved
coordination with other efforts to promote seniors’
health, wellness, and independence.

Brings Cost of LIHEAP Down to Previous
Levels. During this period of tough budget choic-
es, the President’s Budget provides $2.57 billion
for the Low Income Home Energy Assistance Pro-
gram (LTIHEAP) to help struggling families make
ends meet by offsetting some of their home heat-
ing and cooling costs. The Budget does not re-
propose the creation of a LIHEAP funding trig-
ger included in previous budget requests, but the
Administration is continually monitoring energy
prices, and if they should spike again, we would
explore what level of LIHEAP funding would
be necessary. The LIHEAP program doubled in
2009 following an energy spike, but energy prices
are now significantly lower, and the prior level is
no longer sustainable. The 50 percent funding
reduction brings funding back to the level before
the energy price spike.

Cuts and Reforms the Community Services
Block Grant. The Budget cuts funding for the
Community Services Block Grant (CSBG) by 50
percent. CSBG provides funding for the impor-
tant work of Community Action Agencies, but
does not hold these agencies accountable for out-
comes. The Budget provides $350 million to fund
the highest performing Community Action Agen-
cies so that scarce taxpayer dollars are targeted
to high-performing agencies that are most suc-
cessful in meeting important community needs.
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(In millions of dollars)

Department of Health and Human Services

Spending
Discretionary Budget Authority:

Food and Drug Administration '
Program Level (non-add)

Health Resources and Services Administration

INIAN HEAIN SEIVICE.. ...t

Centers for Disease Control and Prevention
National Institutes of Health
Substance Abuse and Mental Health Services Administration
Agency for Healthcare Research and Quality

Program Level (non-add)
Centers for Medicare and Medicaid Services (CMS) 2°
Discretionary Health Care Fraud and Abuse Control
Administration for Children and Families
Administration on Aging
General Departmental Management

Program Level (non-add)

Office of GVl RIGITS.......c.ouiiiiiee s

Office of the National Coordinator for Health Information Technology

Program Level (non-add)
Office of Medicare Hearing and Appeals
Public Health and Social Services Emergency Fund
Office of Inspector General

L {0 (=) TP

Subtotal, Discretionary budget authority
Unallocated BioShield balances transferred from Department of

Homeland Security *

Total, Discretionary budget authority

Memorandum:
Budget authority from supplementals

Total, Discretionary outlays ®

Mandatory Outlays:

Medicare

EXISHNG AW 5 ..o
Legislative proposal

Medicaid and Children’s Health Insurance Program (CHIP)

EXISHNG AW ..o
Legislative proposal

Actual Estimate

2010 2011 2012
2,597 2,744
3284 4,360
7,506 6,821
4,053 4,624
6,467 5,893
30,784 31,829
3,431 3,387
397 366
3,734 4,397
311 581
17,334 16,180
1513 2,237
498 364
600 650
41 47
42 57
61 78
71 81
1,345 595
50 53
48 51
79826 81334 79,941
2,424 — —
82250 81,334 79,941
215 — —
89255 91417 88619
446616 489,319 468,522
— — 17282
280,658 285418 279,346
— — -297
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Department of Health and Human Services—Continued
(In millions of dollars)

Actual Estimate
2010 2011 2012
All other
EXIStNG [AW ..o 37,645 43,636 38,130
Legislative proposal .............ccouwrevveernrrvvissnnnsssissnsesssisssessssssees — 22 1,209
Total, Mandatory outlays 2 764919 818,395 804,192
TOtAl, QUHAYS ..o 854,174 909,812 892,811
Credit Activity
Direct Loan Disbursements:
Consumer Operated and Oriented Plan Financing.............cccvevveeneenen. — — 593
Total, Direct loan diSbUrSEMENES.........cccvvviiieiecccec e — — 593

Guaranteed Loan Disbursements:
Health Center Guaranteed Loan FINGNnCe ........ccvvvevvseieesseeeee e — 17 17
Total, Guaranteed [0an COMMITMENS .......ovevreieeirieeei st — 17 17

! FDA budget authority reported to Treasury for 2010 is $235 million higher than actual available budget authority due
to the timing of FDA user fee collections.

2 The CMS budget authority and outlay total for 2010 includes approximately $320 million that is misclassified as
discretionary rather than mandatory.

3 Amounts appropriated to the Social Security Administration (SSA) from the Hospital Insurance and Supplementary
Medical Insurance accounts are included in the corresponding table in the SSA chapter.

4In 2010, $3,033 million from the Bioshield Special Reserve Fund (SRF) was transferred from the Department of
Homeland Security to the Department of Health and Human Services. Of this amount, $609 million was redirected to
support Advanced Development and NIH, and $2,424 million remains as balances in the SRF. In 2011, $476 million
from the SRF will be used to support the Biomedical Advanced Research and Development Authority.

5 Includes $149 million in 2010, $902 million in 2011, and $480 million in 2012 of CMS Program Management mandatory
funding. SSA funding from the Medicare Improvements for Patients and Providers Act is included in the corresponding
table of the SSA chapter.

6 Funding for the Centers for Medicare and Medicaid Innovation is included with all other mandatory outlays.
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Funding Highlights:

approach.

communities.

infrastructure, and economy.

services.

e Provides $43.2 billion, an increase of $309 million above the 2010 enacted level. Increases
were made in core homeland security functions such as border security and Coast Guard
assets. Savings are achieved by the elimination of stove-piped and duplicative State and local
grant programs, administrative costs, and professional contract services.

* Refocuses funding for border surveillance on technologies that have proven to work, allowing
for a tailored approach in different border regions instead of the previous one-size-fits-all

* Bolsters the Nation’s preparedness by providing $3.8 billion for State and local grants to
support capability enhancements for the first responder and emergency management

e Safeguards the Nation’s transportation systems with an $82 million increase to support
deployment of up to 1,275 Advanced Imaging Technology screening machines at airport
checkpoints, with robust, built-in privacy safeguards.

» Strengthens border security and immigration enforcement by supporting 21,370 Border Patrol
agents and by enhancing and expanding immigration verification systems.

e Supports the Comprehensive National Cyber Security Initiative efforts to secure information
networks and defend against cyber-threats to Federal networks, the Nation’s critical

e Upgrades the Coast Guard’s assets by providing $358 million to construct six more Fast
Response Cutters and $130 million to construct two more Maritime Patrol Aircraft.

e Supports military families through a $9 million increase for Coast Guard-sponsored child care

The Department of Homeland Security (DHS)
is the principal Federal agency charged with
the vital missions of preventing terrorism and
enhancing security, securing and managing
America’s borders, enforcing and administer-
ing immigration laws, safeguarding and se-
curing cyberspace, and ensuring resilience to
disasters. The Nation’s security in these areas

is not only critical to our safety, but also to the
continued growth of our economy and long-term
global competitiveness. The President’s Budget
includes $43.2 billion to support these missions,
an increase of $309 million, or 0.7 percent, from
the 2010 enacted level. Increases were made in
core homeland security functions such as bor-
der security through new Customs and Border
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Protection officers, and modernizing and replac-
ing Coast Guard assets. Although not subject to
the President’s freeze on non-security discretion-
ary spending, the Department identified cost sav-
ings. Specifically, the Administration proposes to
eliminate stove-piped and duplicative State and
local grant programs through consolidation and
cutting over $450 million from administrative
costs and professional contract services.

Maximizes Federal Security Dollars

Refocuses Border Surveillance Funding
on Technologies that Have Proven to Work.
The Administration supports a refocus of border
surveillance technology funding toward exist-
ing and proven technology that will help secure
the Nation’s borders. The Budget includes $242
million to acquire technologies that will com-
plete the optimum border security technology lay
down in three sectors in Arizona. This technol-
ogy initiative is tailored to the unique needs of
each border region—beyond the prior, one-size-
fits-all approach—and will result in the faster
deployment of security technology, better overall
coverage for situational awareness and agent
protection, and ultimately a more effective and
efficient deployment strategy. An assessment of
the technology mix for the remaining Southwest
border sectors will be completed in 2011 and will
inform future resource needs.

Supports Effective Disaster Response and
Better Targets Support for First Responders
by Eliminating Duplicative Programs.
Americans rely on the Nation’s first responders
to help them through a crisis, from natural di-
saster to terrorist attack. Accordingly, $3.8 bil-
lion is provided for State and local programs to
equip, train, exercise, and hire first responders.
To better target these funds, the Budget proposes
the elimination of six stove-piped and duplicative
stand-alone grant programs, consolidating them
into broader State or local grants that are award-
ed based on risk. This approach provides greater
flexibility for State and local officials to fill criti-
cal homeland security capability gaps while pro-
moting cost-effectiveness and improving impact.

This structure and the funding proposed in the
Budget continues to focus on the highest prior-
ity State and local homeland security initiatives
and maintains critical State and local support
personnel. The Administration also supports di-
saster response and resilience efforts by funding
the Disaster Relief Fund (DRF) at $1.8 billion.
The DRF is used by the Federal Emergency Man-
agement Agency, in the event of a presidentially-
declared disaster or emergency, to assist State
and local governments in response, recovery, and
mitigation.

Reduces Lower Priority Administra-
tive Functions to Bolster Critical Mission
Operations. The Budget targets limited resourc-
es to the Department’s highest Federal mission
priorities. Over $450 million in cuts to consulting
and professional service contracts as well as re-
ductions in travel, printing, supplies, and advisory
services are reflected in the Budget. These re-
ductions result from the Secretary of Homeland
Security’s department-wide efficiency reviews
and the President’s Accountable Government
Initiative. These cost savings have been used to
expand DHS’ mission operations including roll-
ing out the latest in aviation screening technology
and support staff to safeguard the traveling pub-
lic, strengthening the border by deploying new
security technology, and expediting the removal
of criminal aliens to secure our communities.

Protects the Homeland

Safeguards the Nation’s Transportation
Systems. The Administration’s request will sup-
port the deployment of an additional 275 new
Advanced Imaging Technology (AIT) screen-
ing machines at airport checkpoints, for a total
of 1,275 AITs by the end of 2012. AIT machines
allow security officers to detect both metallic and
non-metallic anomalies such as weapons and
explosives on persons entering an airport’s sterile
area. Privacy measures include maintaining ano-
nymity between those being screened and those
viewing the image and the inability to store or
transmit images captured by AIT. Additionally,
the Budget includes $273 million in funding to
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support both recapitalization and deployment of
new explosives detection systems in the Nation’s
airports. The Administration proposes $58 mil-
lion for the continued modernization and stream-
lining of transportation security vetting and
credentialing, which will reduce redundant TSA
processes and systems. The modernization effort
will support vetting and credentialing programs
for individuals requiring access to the transpor-
tation infrastructure. This initiative affects the
security of critical infrastructure and will be
achieved though a unifying business integration
effort that will establish an interface with numer-
ous other systems, such as U.S. VISIT’s IDENT
and the FBI’'s Criminal Justice Information Sys-
tem.

Strengthens Border Security and
Immigration Verification Programs. The
President’s Budget includes funding to support
21,370 Border Patrol agents and funds an addi-
tional 300 new Customs and Border Protection
(CBP) Officers for passenger and cargo screening,
as well as expansion of pre-screening operations
at foreign airports and land ports of entry. This
increase will reduce wait times and increase sei-
zures of unlawful items. Additionally, beginning
in 2011, CBP will incorporate new measures to
assess the security of our borders. These new
measures will provide insight on how increases
in technology and the deployment of personnel
and infrastructure along the Southwest border
improve the security of specific border sectors. In
addition, the Budget proposes $132 million to en-
hance and expand immigration-related verifica-
tion programs at U.S. Citizenship and Immigra-
tion Services. Through E-Verify, U.S. employers
can maintain a legal workforce by verifying the
employment eligibility of their workers, while the
Systematic Alien Verification for Entitlements
program assists Federal, State, and local benefit-
granting agencies with determining eligibility for
benefits by verifying immigration status. These
programs promote compliance with immigration
laws and prevent individuals from obtaining ben-
efits they are not eligible to receive.

Protects Critical Information Networks.
Information networks are central to the function-
ing of America’s economy and the Nation’s secu-
rity. The Administration proposes $459 million to
support the operations of the National Cyber Se-
curity Division, which protects Federal systems,
and sustains efforts under the Comprehensive
National Cybersecurity Initiative to protect the
Nation’s information networks from the threat of
attacks or disruptions. The benefits of this invest-
ment extend beyond the Federal sphere and will
also help strengthen private sector capabilities.

Promotes Citizenship and Integration.
The Administration increases support for inte-
gration of new immigrants, proposing $20 million
to promote citizenship through education and
preparation programs, replication of promising
practices in integration for use by communities
across the Nation, and expansion of innovative
English-learning tools.

Invests Significantly in Upgrading the
Coast Guard’s Surface, Air, and Shore
Assets. The Coast Guard-led response to the
Deepwater Horizon explosion and oil spill, the
largest spill response in our Nation’s history,
reinforced the critical importance of response
assets. The Administration proposes $358 million
to construct six more Fast Response Cutters and
$130 million to construct two more Maritime
Patrol Aircraft. Funding of $65 million enables
the Coast Guard to continue full rate produc-
tion of their search and rescue communications
system, Rescue 21. The Administration provides
$93 million to recapitalize aging shore facilities
that support the effective and efficient execution
of all Coast Guard missions.

Supports Coast Guard Families. The Bud-
get enhances the quality of life for Coast Guard
personnel by investing in Coast Guard-owned
family housing developments. These invest-
ments will expand access to suitable and af-
fordable housing for Coast Guard members and
their families assigned to areas where there are
documented shortages. Additionally, it provides
$9 million more for Coast Guard-sponsored child
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care services to enable more Coast Guard families accreditation by the National Association for the

to take advantage of the assistance and to achieve Education of Young Children.

Department of Homeland Security
(In millions of dollars)

Actual Estimate
2010 2011 2012
Spending
Discretionary Budget Authority:
Departmental Management and Operations...........ccccveverenneeninenens 1,131 1,302
Office of the Inspector General.............ccvevnirnirnre e 130 144
Citizenship and Immigration ServiCes...........ccrrrnneennieseneseens 235 365
United States SECIet SEIVICE ......vvv ettt 1,490 1,699
Immigration and Customs Enforcement.............cocoovvvvieniicnnisnesnienns 5,440 5,495
Customs and Border Protection...........cccveiviiieiieceeee s 10,117 10,380
Transportation Security AdmInIStration ............ccocevvenennesniesenn, 5515 5114
Federal Law Enforcement Training CeNnter...........ceennenenienieeneineinene. 282 276
National Protection and Programs Directorate ...........cccoevvvreennnnicnnn. 1,444 1,428
United States Coast GUAIT..........cccveeeeeeerieeeeeee s 8,594 8,677
Federal Emergency Management AQENCY.........cocveerrmerneerneneeseneeennenenns 7,116 6,790
Science and TeChNOIOGY .........cvveriirieeierinieee s 999 1,177
Domestic Nuclear Detection OffiCe .........cuevrrrrrrenninreeseeseeseseens 376 331
Subtotal, Discretionary budget authority (N€t) .........ccvernieninnerriesins 42,869 43,589 43,178
Less BioShield Transfer to HHS. ... -3,033 —
Total, Discretionary budget authority (Net) .........cccverirreneniiiescccins 39,836 43,589 43,178
Memorandum:
Budget authority from supplementals ...............c.ccocvvvencninivcininisicen. 5,460 — —
Overseas Contingency OPEIatiONS ...........ccoveeervreriisiseeisessinsssisisssinsssinsns 242 254 258
Total, Discretionary OUHAYS .......ccorriieirrrreer s 45,948 48,915 46,342
Mandatory Outlays:
Citizenship and Immigration SErviCeS........cccvvrrierrireenreeseesereessseenens 2,374 2,542 2,602
Federal Emergency Management AQENCY.........cocveierneerneeeseneeennenennes -899 -838 -337
Customs and Border ProteCtion...........ccceeievieeeerceeeecceeeece s 1,108 1,403 1,471
United States Coast GUAIT..........cccveeeeeeeeeeeeeeeeee s 1,704 1,329 1,647
AT OTNET .t -5,764 -5,270 —4,812
Total, Mandatory OULIAYS ..........ccieeerimciriciecscee s -1,477 —-834 571
TOtAl, QULIAYS ..ot 44 471 48,081 46,913
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Department of Homeland Security—Continued
(In millions of dollars)

Estimate
Actual
2010 2011 2012
Credit activity
Direct Loan Disbursements:
DiSASTEr ASSISTANGCE .....veivieeieee ettt ettt ettt ettt st et s e se e e e e e e enens 34 257 —

Total, Direct loan diSBUISEMENLS........cvveeiieciecce e 34 257 —
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DEPARTMENT OF HOUSING AND
URBAN DEVELOPMENT

Funding Highlights:

e Provides a gross spending (program) level of $48 billion, an increase of over $900 million
over 2010 and a net level of $42 billion, a decrease of $1.1 billion from 2010. To help deliver
on the President’s commitment to reduce spending, funding for several grant programs has
been reduced below recent enacted levels and increases were made only for the neediest
Americans, including an initiative to combat homelessness.

* Continues to deliver a high level of housing counseling services, including assistance for
families in danger of foreclosure, and continues to offer loss mitigation solutions for FHA-
insured borrowers similarly at risk.

e Improves public housing and revitalizes surrounding neighborhoods by providing $250
million to continue HUD’s transformative investments in high-poverty neighborhoods where
distressed HUD-assisted public and privately owned housing is located.

e Invests in sustainable, innovative communities by providing $150 million to create incentives
for more communities to develop comprehensive housing and transportation plans that result
in sustainable development, reduced greenhouse gas emissions, and increased transit-
accessible housing.

e Supports an interagency effort led by HUD and the Department of Commerce’s Economic

Development Administration to help distressed cities and regions utilize public resources more

strategically and forms partnerships to support job creation and economic development.

e Reduces funding for the Community Development Block Grant Program by $300 million.
The reduced funding level will continue to enable State and local governments to address
infrastructure, affordable housing, and economic development needs in their communities.

* Provides $35 billion to preserve rental housing assistance to 4.7 million low-income families
and $200 million to begin the transformation of HUD-assisted public and privately-owned
housing, and thereby prevent the loss of critical affordable units, by leveraging private capital
for preservation.

e Provides more than $2.5 billion to continue progress toward the Administration’s goal to end
chronic homelessness and homelessness among veterans and families, implementing an
innovative, multi-agency strategic plan.
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The Department of Housing and Urban De-
velopment (HUD) supports home ownership, ac-
cess to affordable housing free from discrimina-
tion, and community development. Affordable
housing and a healthy mortgage market are es-
pecially critical to America’s continued recovery
and long-term economic health. The President’s
Budget provides $48 billion excluding receipts
to support these efforts, an increase of over $900
million over 2010 and a net level of $42 billion, a
decrease of $1.1 billion from 2010. To help deliver
on the President’s commitment to reduce spend-
ing, funding for several grant programs has been
reduced below recent enacted levels, including a
$300 million reduction to the Community Devel-
opment Block Grant. In this constrained fiscal
environment, increases were made only for the
neediest Americans. An increase of $577 million
above the 2010 enacted level is made to combat
homelessness. This funding supports the compre-
hensive strategy outlined in the Administration’s
evidence-based Federal Strategic Plan to End
Homelessness.

Supports the Housing Sector and the
Economic Recovery

Supports the Mortgage Market and Helps
Borrowers who are at Risk of Foreclosure.
The Administration projects that the Federal
Housing Administration (FHA) will insure $218
billion in mortgage borrowing in 2012, support-
ing new home purchases and re-financed mort-
gages that significantly reduce borrower pay-
ments. FHA financing was used by 38 percent of
all homebuyers, 60 percent of African American
homebuyers, and 61 percent of Hispanic families
who purchased homes in 2009. It also is a vital fi-
nancing source for first-time homeowners, rough-
ly 30 percent of whom use FHA insured financing.
But FHA is also a vital option for homeowners
facing foreclosure. FHA’s loss mitigation program
minimizes the risk that financially struggling
borrowers go into foreclosure. Since the start of
the mortgage crisis, it has helped more than half
a million homeowners. The Budget continues the
restructured premium levels that FHA imple-
mented in October 2010, and includes another

premium increase planned for this year. These
will boost FHA’s capital reserves—to better pro-
tect the taxpayer against the risk of net credit
losses by the program—and increase Federal
revenues. The Budget also includes $168 million
for housing and homeowner counseling through
HUD and the Neighborhood Reinvestment Cor-
poration (NeighborWorks). Over half of these
funds are dedicated to foreclosure assistance.
NeighborWorks’ National foreclosure Mitigation
Counseling program has assisted over 1 million
households since its inception in 2008.

Rehabilitates and Transforms HUD-
Assisted Housing and Distressed Neighbor-
hoods. The Budget provides $250 million for
the Choice Neighborhoods initiative to continue
transformative investments in high-poverty
neighborhoods where distressed HUD-assisted
public and privately-owned housing is located.
The Budget will reach five to seven neighborhoods
with grants that primarily fund the preserva-
tion, rehabilitation and transformation of HUD-
assisted public and privately-owned multifamily
housing, and will also engage local governments,
nonprofits, and for-profit developers in partner-
ships to improve surrounding communities. This
initiative is a central element of the Administra-
tion’s interagency, place-based strategy to sup-
port local communities in developing the tools
they need to revitalize neighborhoods of concen-
trated poverty into neighborhoods of opportunity.
The Budget reflects a strategy in which HUD, the
Department of Justice, the Department of Educa-
tion, the Department of Health and Human Ser-
vices, and other agencies will work together, co-
investing, and pooling their expertise as part of
a focused Neighborhood Revitalization Initiative.

Supports Sustainable Communities and
Innovative Infrastructure Planning. The
Budget sustains support for the multi-agency
Partnership for Sustainable Communities, one
of the pillars of the Administration’s place-based
agenda. The Budget includes $150 million to cre-
ate incentives for more communities to develop
comprehensive housing and transportation plans
that result in sustainable development, reduced
greenhouse gas emissions, and increased transit-
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accessible housing. This amount will allow more
communities to achieve these purposes, in ad-
dition to the over 100 grants recently awarded
across the country by HUD, the Department of
Transportation (DOT), and the Environmen-
tal Protection Agency (EPA). As a part of this
effort, up to $5 million will be used to improve
energy efficiency in HUD-assisted public and
privately-owned housing through better energy
use data collection and analysis. Combined with
DOT’s funding for strengthening State and lo-
cal infrastructure capacity and EPA’s technical
assistance, this Partnership aims to lower the
cost of living while improving the quality of life
for families. This will work in concert with the
Administration’s proposal for surface transporta-
tion re-authorization, a multi-pronged approach
to improve and expand infrastructure investment
to accelerate economic growth.

Improves the Way Federal Dollars are
Spent

Assists Cities in Using Their Funds More
Effectively to Support Job Creation. The
Budget supports the launch of an interagency
effort led by HUD and the Department of Com-
merce’s Economic Development Administration
(EDA) to help communities to better employ the
Federal investments they already receive, pro-
mote high-impact strategies, and build the local
capacity needed to execute those strategies in
economically distressed areas. This effort will
enable these communities to create more effec-
tive partnerships with businesses and non-prof-
its that will attract critical private investments
to promote job creation. With leveraged support
from HUD, other Federal agencies, and the phil-
anthropic community, the Federal Government
offers targeted EDA funds, technical assistance,
and a National Resource Bank—a “one-stop shop”
of experts that communities can draw upon for a
full range of services, including fiscal reforms, re-
purposing land use, and business cluster and job
market analysis.

Reduces Funding for the Community
Development Block Grant (CDBG) Program.
The Budget reduces funding for the CDBG by 7.5
percent or $300 million relative to current fund-
ing levels. This is a tough choice that balances
the need to decrease the budget deficit with the
tough fiscal conditions confronting State and lo-
cal governments. These flexible funds will allow
1,200 State and local grantees to improve infra-
structure, build and rehab affordable housing,
and create and retain jobs.

Leverages Private Capital to Preserve
Public Housing and Other Critical Afford-
able Rental Housing. The Budget includes a
$200 million demonstration project and rigor-
ous evaluation of the conversion of up to 255,000
public housing units to long-term project-based
rental assistance contracts that will leverage pri-
vate capital to reduce the huge backlog of capital
repair needs and provide tenants with a mean-
ingful option to move to different neighborhoods.
Through similar conversions, the Transforming
Rental Assistance Initiative will preserve 7,600
privately-owned, HUD-assisted units at risk of
leaving the affordable housing stock. Over the
last decade, more than 180,000 such units have
left the stock. This initiative will also make it
easier for families to use vouchers to move to
opportunity-rich neighborhoods, through com-
petitive grants to housing authorities to address
mobility barriers, and a demonstration program
to test the impact and cost-effectiveness of alter-
native approaches to mobility assistance.

Reduces Funding for New Housing
Construction for Seniors and Persons with
Disabilities. The Budget provides a total of $953
million for the Housing for the Elderly and Hous-
ing for Persons with Disabilities Programs, which
is a $172 million cut relative to the 2010 enacted
level. Preserving assistance to all existing units
is the top funding priority. The Administration is
committed to working with the Congress to up-
date and reform these programs so that project
sponsors can maximize use of the funding for
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new construction by effectively leveraging and
targeting investments based on need and by pro-
viding residents access to key services required to
age in place or live independently.

Provides Housing Opportunities

Preserves Affordable Rental Opportuni-
ties. The President’s Budget requests $19.2 bil-
lion for the Housing Choice Voucher program to
help more than two million extremely low- to low-
income families with rental assistance to live in
decent housing in neighborhoods of their choice.
The Budget funds all existing mainstream vouch-
ers and provides new vouchers targeted to home-
less veterans, families, and the chronically home-
less. The Administration remains committed to
working with the Congress to improve the man-
agement and budgeting for the Housing Choice
Voucher program, including reducing inefficien-
cies, and re-allocating Public Housing Authority
reserves based on need and performance. The
Budget also provides $9.4 billion for Project-Based
Rental Assistance to preserve approximately 1.3
million affordable units through increased fund-
ing for contracts with private owners of multifam-
ily properties. This critical investment will help
extremely low- to low-income households obtain,
or retain, decent, safe and sanitary housing.

Funds the Federal Strategic Plan to End
Homelessness. The Budget for HUD provides
over $2.5 billion to make progress toward the
goals of the Federal Strategic Plan to End Home-
lessness, which was released by the Administra-
tion in June 2010. This includes over $2.3 billion
for Homeless Assistance Grants to maintain ex-
isting units and expand prevention, rapid re-
housing, and permanent supportive housing, and
$145 million in new housing vouchers for over
19,000 homeless veterans and homeless per-
sons who receive health care and other services
through the Departments of Health and Human
Services and Veterans Affairs. In addition, the
Budget provides $50 million for new service coor-
dinators and incentive fees, which will motivate
housing authorities to serve more homeless per-
sons. These funding increases will enable HUD
to assist approximately 78,000 additional home-
less individuals and families.

Addresses the Housing Needs of Native
American Tribes. The Budget provides $700
million for the Native American Housing Block
Grant program, which helps mitigate the severe
housing needs many Native Americans continue
to face. This program is the primary source of
funding for housing on tribal lands, and provides
over 550 Tribes with funding for vital housing ac-
tivities, such as construction, rehabilitation, and
operations.

Department of Housing and Urban Development

(In millions of dollars)
Actual Estimate
2010 2011 2012
Spending
Discretionary Budget Authority:
Community Development FUNG...........ocvirnnneneee s 4,405 3,804
Sustainable Housing and Communities (non-ada).............c.c.cccccevvenn. 150 —
Sustainable Housing and COMMUNILIES ..........cocurveerierieniieriinisereneiene — 150
HOME Investment Partnerships Program...........cccoevveeenieninineeneenenns 1,807 1,650
Homeless ASSIStance Grants...........ccocvvcceeirscicesseseesses s 1,852 2,372
Housing Opportunities for Persons with AIDS ... 332 335
Tenant-based Rental ASSISTANCE .........ccccoveveveveviciecceeece e 18,084 19,223
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Department of Housing and Urban Development—Continued

(In millions of dollars)

Actual Estimate
2010 2011 2012
Project-based Rental ASSIStaNCe..........ccoeuvvicrerrrccerreree e, 8,558 9,429
Public Housing Operating FuNd............ccooevnninnreeseseeseseenns 4,760 3,962
Public Housing Capital FUNG.........cccceirimirineeseeeise s 2,475 2,405
Transforming Rental ASSISIANCE .........cocrieveriniiriicreeeeene, — 200
Choice NeighborhoodS/HOPE V..o 198 250
Native American Housing Block Grant............ccoeennnenenenncineinnns 700 700
Housing for the EIderly..........ooiiiinirceeeseeseseeeseiins 817 757
Housing for Persons with DiSabilities ............ccvrieeeriernienicncsnce 297 19