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THE BUDGET MESSAGE OF THE PRESIDENT

The budget for 2004 meets the challenges posed by three national priorities: winning the war
against terrorism, securing the homeland, and generating long-term economic growth. It restrains
the growth in federal spending and addresses the long-term fiscal challenge presented by Medicare
and Social Security’s unfunded promises. This year’s budget also helps America meet its goals both
at home and overseas.

We remain at war with an enemy that seeks to use murder, stealth, and fear against all free na-
tions. Yet our response has been resolute. The people of Afghanistan have been freed from the
oppressive regime that sponsors the terrorists who planned and carried out the attacks of September
11, 2001. We are hunting down the terrorist leaders and their collaborators, one by one. And we
continue to disrupt their plots, shut down their financing, and deny them safe haven.

We have moved to secure the nation’s safety. Just 10 days ago, the new Department of Homeland
Security began operations in the biggest reorganization of the Federal Government in a half-century.
The cabinet-level department unifies the work of 22 programs and agencies and will move quickly to
better protect Americans from threats here at home. We also have moved to defend America’s inter-
ests abroad, and to confront danger wherever it emerges. Working with our allies and partners, we
will face down regimes that govern by fear and deception, and we will devote the necessary resources
to protect ourselves and our friends against the use of weapons of mass destruction.

We are strengthening our economy by allowing American families to keep more of their own money
and encouraging businesses to save, spend, and grow. While the economy is growing, it is not growing
fast enough. Too many Americans who want to work can’t find a job, and too many American families
are falling behind.

The growth and jobs plan I outlined earlier this year will provide critical momentum to our eco-
nomic recovery. For every American paying income taxes, I propose speeding up the tax cuts already
approved by the Congress, because Americans need that relief today. And for America’s 84 million
investors, and those who will become investors, I propose eliminating the double taxation of stock
dividends. Double taxation is unfair and bad for our economy.

Government cannot manage or control the economy. But government can remove the barriers
blocking stronger economic growth. My plan will give Americans more tools to achieve that growth.

A recession and a war we did not choose have led to the return of deficits. My Administration
firmly believes in controlling the deficit and reducing it as the economy strengthens and our national
security interests are met. Compared to the overall federal budget and the $10.5 trillion national
economy, our budget gap is small by historical standards. By protecting our vital national security
interests and promoting economic growth, we will meet the challenges and concerns of the American
people. We will not let them down.

I will also insist on spending discipline in Washington D.C., so we can meet our priorities. We
must prepare for the future costs of Social Security and Medicare. My budget takes the first steps
toward modernizing Medicare and includes prescription drug coverage.

1



2 THE BUDGET MESSAGE OF THE PRESIDENT

We will continue to focus on getting results from federal spending. A federal program’s measure
of success is not its size, but the value it delivers. And my budget will focus on this goal in a new and
important way. If federal programs cannot show results, they should be overhauled, or retired.

And while human compassion cannot be summarized in dollars and cents, this budget addresses
the many challenges our society faces: bridging the gap for low-income families, so they can buy af-
fordable homes; helping communities of faith pull the addicted from the grip of drugs; lifting children
out of poverty and hopelessness by creating good schools and offering them caring adult mentors; and
easing the pain and hardship of the global epidemic of AIDS.

Some of the challenges we face will endure for many years and require great resources. As we look
down that path, we will not always get to choose which battles we fight. It is, however, our duty to
fight them. History may not remember every single way we contributed to this nation’s betterment,
but it will remember if we failed to try. The courage to take on challenges, and the enterprise with
which we have succeeded in meeting them, have always distinguished America. This same courage
and enterprise will help America meet these challenges, and prevail once again.

GEORGE W. BusH
February 3, 2003



BUDGET AND MANAGEMENT HIGHLIGHTS

Budget Highlights

What We Will Accomplish

What We Will Spend
(2004 levels except where noted)

Create Jobs and Strengthen the Economy

Tax relief and job
growth

Unemployment

assistance

Corporate
accountability

$1,083 average tax cut for 92 million
Americans and create 2.1 million jobs.

Five-month extension of unemployment
benefits (enacted).

Provide over one million unemployed
individuals with up to $3,000 to find work.

Protect shareholders from fraud and restore
confidence in the corporate sector and
financial markets by ensuring corporate
financial information is accurate and
accessible, corporate management is
accountable, and auditors are independent.

Keep government spending from growing
faster than the income of the American
family (four percent).

$7.1 billion (2003).

$3.6 billion for Re-employment Accounts
(2003 and 2004).

SEC: $842 million (nearly double the 2002
level).

FBI: +$16 million (+110 staff) for
investigations.

U.S. Attorneys: +$9 million (+94 staff) for
prosecutions.

Secure America from Terrorism and Other Threats Abroad

Department of
Defense (DoD)

Missile defense

Support foreign
partners

Millennium
Challenge Account

Secure an orderly buildup in the defense
budget to meet new threats.

Defend America against ballistic missiles
with initial capability in late 2004.

Advance the global fight against terrorism
by supporting foreign partners—particularly
frontline states.

Aid developing countries that demonstrate
commitments to govern justly, invest in
people, and encourage economic freedom.

$380 billion (+$15 billion or four percent).
President Bush's DoD budget is $84 billion
higher than the budget he inherited --

the largest increase since the Reagan
Administration.

$9.1 billion in 2004.

$2.3 billion in 2004 assistance.

Targeted assistance to Jordan ($250
million), Pakistan and Turkey ($200 million
each), Afghanistan ($150 million), and
Colombia ($463 million).

$1.3 billion as first step toward President's
$5 billion in annual funding by 2006.
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What We Will Accomplish

What We Will Spend
(2004 levels except where noted)

Protect the Homeland

All federal homeland
security programs
(non-defense)

Department of
Homeland Security

Bioterrorism

Prevent terrorist attacks within the United
States, reduce America's vulnerability to
attacks, and enhance emergency response
and recovery capabilities.

Integrate 22 agencies and programs into
a new department of 179,000 employees,
whose central mission is to protect the
homeland.

Strengthen and expand the capability
to respond to a bioterrorism threat by
maintaining and strengthening current
Strategic National Stockpile.

Secure medical countermeasures to
strengthen our preparedness against
bioterror attacks.

Meet Other Priorities

No Child Left Behind

Pell Grants

Special Education

Compassion

Test all students in grades 3-8 by the
2005-2006 school year and ensure all
students reach proficiency in reading and
math.

Provide nearly five million low-income
students the opportunity to get
postsecondary education.

Provide support to states to ensure over
6.5 million students with disabilities get a
quality education.

Expand the capacity of faith-based and
community organizations to address
problems, promote responsible fatherhood
and marriage by targeting the 25 million
children living in homes without fathers,
and reach out to the five million people who
need drug coverage but do not receive it.

$35 hillion (more than double compared to
the pre-September 11" level).

$36.2 billion (+64 percent compared to
the pre-September 11" level for these
programs).

$400 million to maintain and strengthen
the nation's existing vaccine and
pharmaceuticals stockpile.

$890 million in mandatory spending in
2004 and $5.6 billion over 10 years.

$12.4 billion (+$1 billion or nine percent) for
Title | programs in needy public schools.

$1 billion for Reading First (+$50 million).

$100 million for Early Reading First (+$25
million or 33 percent).

$220 million for Charter School grants
(+$20 million or 10 percent).

$75 million for a new School Choice
Incentive Fund.

$12.7 billion in Pell Grants ($4,000
maximum award for eligible students).

$9.5 billion (+$1 billion).

$447 million to serve infants and toddlers
with disabilities and their families.

$200 million for drug treatment vouchers.

$2.1 billion in charitable tax incentives ($20
billion over 10 years).

$100 million for the Compassion Capital
Fund.

$20 million to promote responsible
fatherhood and marriage.
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What We Will Accomplish

What We Will Spend
(2004 levels except where noted)

Global AIDS
prevention,
research, and cure

Famine

Energy security

Health insurance

Health centers

Disease prevention

Homeownership

Engage Americans in volunteer service
through the USA Freedom Corps.

Combat the spread of AIDS that currently
afflicts 42 million people in the world and is
destroying the social and economic fabric
of many countries in Sub-Saharan Africa,
as well as threatening other regions.

Presidential authority to respond to famine
and other crises.

Accelerate widespread use of fuel-cell
vehicles by focusing on hydrogen
technologies.

Work with other nations to develop fusion
as a commercially viable energy source.

Extend health insurance coverage to four
million low and middle income Americans
who do not have employer coverage.

Add 230 new and expanded sites to serve
an additional one million people in rural
and underserved urban areas.

Reduce the incidence of asthma (26.7
million people), diabetes (17 million
people), and obesity.

Increase minority homeownership by
5.5 million through 2010 and continue
America's record overall homeownership
rate (68 percent of households).

$50 million in grants for mentoring children
of prisoners, doubling the program.

$359 million for the Peace Corps.

$15 billion over five years for the hardest
hit countries.

$627 million in Health and Human Services
(HHS).

$790 million in Agency for International
Development.

$200 million contingency fund with flexible
authorities to provide food, grants, or other
emergency support.

Devote more than $1.5 billion over five
years to the hydrogen initiative, more than
doubling funding in this area.

Contribute to the International
Thermonuclear Experimental Reactor
project.

Refundable tax credit to subsidize up to
90 percent of coverage for low and middle
income Americans ($89 billion over 10
years).

$1.6 billion (+$169 million) to fund 3,685
health center sites serving 14 million
people.

+$100 million for the Centers for Disease
Control and Prevention, in partnership with
other HHS agencies.

Add $7.5 billion in Federal Housing
Administration mortgages to 60,000
homebuyers with lower credit ratings.

$200 million to fully fund the Down Payment
Assistance initiative.

$2.2 billion (+five percent) for HOME
formula funding.

Tax incentives for low-income homeowners
($16 billion over 10 years).
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What We Will Accomplish

What We Will Spend
(2004 levels except where noted)

Medicare

Environment

Stewardship of
parks and other
federal lands

Research and
development

Veterans

Modernize and reform Medicare for its 41
million eligible beneficiaries to improve
care, including a prescription drug benefit
option while ensuring its long-term financial
viability.

Reduce powerplant emissions of sulfur
dioxide, nitrogen oxide, and mercury by 70
percent.

Continue America's progress on clean
air, clean water, and natural resource
protection.

Increase from 91 percent to 95 percent by
2005 the population served by community
water systems that meets all health-based
standards.

Eliminate the National Park Service
maintenance backlog.

Reduce risk to the 73 million acres of
federal forest vulnerable to catastrophic
fire.

Enhance the nation’s wildlife refuges.

Promote scientific discovery and
technological innovation to generate
economic growth and jobs, and to improve
national defense and the quality of life.

Serve six million veterans participating in
Veterans Affairs programs.

Reduce disability claims processing from
209 days (2002) to 100 days (2004).

Increase claims accuracy from 80 percent
to 90 percent in this same time period.

+$400 billion (10-year increase).

$150 million to cleanup orphan hazardous
waste sites.

Add $10 million to the President’s
Brownfields initiative (doubled in 2003).

$4.3 billion (+seven percent) for the
Environmental Protection Agency's
operating budget.

Increase the long-term Clean Water State
Revolving Fund level to $2.8 billion and the
Drinking Water State Revolving Fund to
$1.2 billion.

Double funding (2002—-2006) to eliminate
maintenance backlog.

$900 million to fully fund the Land and
Water Conservation Fund.

$415 million for the Forest Service and
Interior Department to implement the
President’s Healthy Forests Initiative.

$402 million (+$27 million) for national
wildlife refuges.

$123 billion (+seven percent).

$63.6 billion.
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Management Highlights

Recent Accomplishments

Two years ahead of schedule, the Department of the Treasury and the Social Security Admin-
istration met the goal to produce audited financial statements by November 15th, 45 days after
the end of the year compared with 151 days under previous administrations.

For the first time ever, the Department of Agriculture received a clean opinion on its financial
statements. Indications are that NASA will get a clean opinion, as well.

The Department of Health and Human Services (HHS) has reduced its personnel offices from 40
to seven, and will eventually reduce to just one. This and other consolidations will allow HHS
to redeploy hundreds of employees to the front lines to deliver services directly to the American
people.

The Department of Defense reduced headquarters staff by 11 percent, reducing civilian employ-
ees by over 3,000 in just the last year.

Erroneous Medicare payments fell from 6.8 percent in 2000 to 6.3 percent in 2001. Erroneous
Food Stamp payments fell from 8.9 percent in 2000 to 8.7 percent in 2001. These seemingly
small gains prevented the waste of almost $1 billion.

Citizens are now only three clicks away from transactions and services on the redesigned
www.Firstgov.gov that Yahoo!© rated as one of the “world’s 50 most incredibly useful websites.”

The federal government began 2002 with 10 percent of its individually billed travel accounts
delinquent. That amount has been cut to six percent, bringing total delinquent dollars for indi-
vidually billed accounts down by over $300 million.

The President secured passage of legislation pulling 22 agencies and programs into one new De-
partment of Homeland Security. The Department will have enhanced managerial flexibilities,
including giving managers the ability to quickly move workers to better safeguard the nation
from attack.

GovBenefits.gov provides, with a minimum of red tape, an online tool for citizens to learn about
federal benefit programs for which they may qualify.

Sample Work in Progress

The Free File program, launched by the IRS in January 2003, will enable 60 percent or more of
taxpaying Americans to prepare and file their taxes online, for free.

The number of federal payroll providers will be reduced from 22 to two, saving the American
taxpayers $1.2 billion in payroll processing costs.

All major federal departments and agencies will produce audited financial statements 45 days
after the end of 2004.

The Department of Housing and Urban Development will cut its erroneous rental subsidy
payments in half.

Rules for conducting public-private competitions will be slashed by almost 12,000 words, cutting
the time for holding competitions from up to four years to a maximum of just one.

The Department of Veterans Affairs is opening up the activities of 52,000 employees to compe-
tition over the next five years, and 25,000 of them in 2003.

The number of government-owned vehicles will decline by more than 10,000 in 2004.






WINNING THE WAR ON TERRORISM

We are committed to defending the nation. Yet wars are not won on the defensive. The best way to keep
America safe from terrorism is to go after terrorists where they plan and hide.

President George W. Bush
November 16, 2002

Overview

America is taking the fight to the terrorists. We have ended the Taliban regime and al Qaeda’s safe
haven in Afghanistan. The victory over the Taliban has been followed by successes in other areas of
the world. Yet the war has only begun. As President Bush has repeated time and again, America is
in the opening stages of a long struggle against terrorist groups and the nations that support them.

The United States and cooperating nations have brought a wide range of capabilities to bear on
terrorism. The diverse activities undertaken illustrate the degree to which we are engaged in a new
type of war. The United States and cooperating nations have:

¢ built and maintained a global coalition of
more than 70 countries to fight terrorism;

e conducted successful military opera-
tions resulting in regime change in
Afghanistan,;

¢ provided freedom and humanitarian relief
to oppressed people in Afghanistan;

¢ frozen terrorists’ assets and restricted the
flow of money that enables terror; and

¢ exploited unprecedented intelligence ca-
pabilities to locate, track, and apprehend
terrorists on the run.

Achieving these kinds of successes in the years ahead will require a sustained commitment of
resources.

Several recent high-profile events demonstrate that America and our allies are continuing to make
progress:

¢ On September 11, 2002, Pakistani forces captured Ramzi Binalshibh. Binalshibh was a key
member of the al Qaeda cell that planned and carried out the September 11™ attacks.

e On September 14, 2002, five men arrested outside Buffalo were charged with providing material

support to terrorists. The men are believed to have operated an al Qaeda-trained terrorist cell
on U.S. soil.
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e On October 2, 2002, U.S. troops in Afghanistan destroyed a massive Taliban weapons cache
containing over 124,000 pounds of explosives.

¢ On November 4, 2002, six al Qaeda members were killed in Yemen. Included in the group was
Abu Ali, a main planner in the October 2000 attack on the USS Cole that left 17 U.S. sailors
dead.

These dramatic events received wide publicity. As important, however, are the every day successes
in the war that by design go unnoticed.

America is committed to winning the war on terrorism. One measure of our commitment is the
funding that has already been dedicated to this effort. The federal government has spent or commit-
ted to spend $100 billion to respond to terrorism. This includes funding to fight the war on terrorism,
to improve homeland security, and to finance recovery efforts in New York. This year’s budget pro-
vides the resources necessary to advance the fight against terrorism.

The war on terrorism is being fought on two fronts. One is overseas and one is here at home, where
our first order of business calls on us to protect our fellow Americans.

Homeland Security

In 2002, the United States took its first long steps in building a homeland security system by
hiring thousands of new personnel, improving information sharing, and strengthening partnerships
with states, localities, and the private sector. Immediately following the September 11* attacks, the
Administration secured nearly $11 billion in funding for the effort—a more than 70-percent increase
in domestic homeland security spending (outside the Department of Defense (DoD)). In 2004, the
budget includes $41 billion to continue homeland efforts—more than doubling 2002 funding.

In addition to securing needed funding, the Administration developed a road map for securing the
homeland. The National Strategy for Homeland Security lays out specific objectives for border and
transportation security, emergency preparedness and response, protecting critical infrastructure, do-
mestic counterterrorism, defending against catastrophic threats, and intelligence and warning. A
key to this strategy was creating a new department whose primary mission is homeland protec-
tion. Late last year the Congress acted on the President’s proposal to create the Department of
Homeland Security (DHS). This new cabinet-level department marks the largest reorganization in
the federal government in over 50 years. It absorbs 22 agencies and programs with a combined total
of nearly 180,000 employees. With a clear vision and a clean organizational structure, the Adminis-
tration will be able to meet and defeat the threats of the 21* Century.

The creation of DHS was a historic step forward in protecting America, but it was not the only
accomplishment made during the past year. The federal government also took immediate measures
to safeguard the nation in intelligence and warning, border security, aviation security, critical infra-
structure protection, bioterrorism defense, and emergency response.

Intelligence and Warning

One of the federal government’s top jobs is detecting where and when a future terrorist attack is
planned and preventing it from happening. Examples of efforts to improve our nation’s intelligence
and warning capabilities include:

e Established a National Joint Terrorism Task Force and expanded local task forces to cover every
state. As a result of work done by one local task force, a senior Hamas leader was indicted in
Texas for conspiring to violate U.S. laws prohibiting financial support to terrorists.
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¢ Expanded the intelligence reporting and analysis computer network to a wider range of domestic
agencies. Also created a 24-hour network to pass along law enforcement information to energy
producers.

¢ Expanded and improved the Federal Bureau of Investigation’s (FBI’s) databases to more readily
identify suspected individuals within the country and to catch terrorists before they enter the
United States.

Border Security

Over the past year the federal government has made significant progress improving the nation’s
security at the borders. Aside from arrests, the various agencies previously responsible for border
security made great advances in detection and prevention using data resources, new technology and
international partnerships as key tools.

¢ As aresult of efforts by the Foreign Terrorist Tracking Task
Force, the Immigration and Naturalization Service (INS)
apprehended more than 1,000 immigrants for a variety of
offenses and deported over 500 of them.

¢ Established the Student and Exchange Visitor Information
System, enabling schools to transmit data electronically to
the INS and the Department of State at many points during
a student’s stay. When a student drops out of school or
changes course of study, the INS will be kept up to date.

¢ Entered into agreements with Canada and Mexico to pro-
tect our common borders and shared economic interests.

CUST
C.ETAY

¢ Launched the Container Security Initiative, establishing
a tough new international security standard for high-risk
cargo containers before they arrive at U.S. ports. As of
December 2002, the Customs Service reached agreements
with 9 of the top 20 ports to screen approximately 1.2 mil-
lion sea containers destined for our shores.

A customs inspector oversees the unloading
of cargo containers from a ship at the Miami
seaport.
¢ Required all flagged vessels to provide 96-hour notification

prior to arrival in a U.S. port rather than the previously

required 24-hour notification, giving officials more time

to check for potentially dangerous crew, passengers, and

cargo.

Building on the border initiatives to date, the 2004 Budget includes $480 million to continue build-
ing a comprehensive system to track both the entry and exit of all visitors to the United States. In
addition, about $120 million in new funding is provided to support technology investments along the
border, including radiation detection machines to inspect cargo containers.
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Aviation Security

Following the September 11" attacks, there
was no area of security more worrisome to the
American public, or more in need of dramatic
improvement, than aviation security. Con-
gress and the President responded by creating
the Transportation Security Administration
(TSA), now part of DHS. Over the past year,
TSA has:

¢ Hired tens of thousands of new security
personnel to perform screening duties and
other security functions at commercial

airports. Passenger screening is more efficient and effective at every checkpointin
the country as aresult of better training, pay, and improved accountability.

e Instituted 100 percent checked baggage
screening and modernized passenger screening at America’s airports to protect against
unknown passengers or luggage on-board at take-off.

e Expanded the Federal Air Marshal program so that thousands of protective air marshals are
now flying on commercial aircraft and began installing hardened cockpit doors on all 6,000 large
commercial aircraft (to be completed in 2003).

¢ Mandated international airlines to provide information on U.S.-bound passengers prior to their
arrival, which is then checked against the FBI’s and other relevant databases. The result is
advanced screening and warning of potentially dangerous passengers.

Protection of Critical Infrastructure

Terrorism poses a significant threat to our critical infrastructure (e.g., nuclear power plants, water
facilities, and telecommunications networks). The government has worked to increase awareness of
threats and vulnerabilities and has:

e Created a national critical infrastructure protection outreach and awareness program. De-
veloped a closer integration of information sharing with state and local law enforcement and
private owners and operators resulting in a better method of detection and warning with these
key assets.

¢ Expanded the focus of the National Infrastructure Protection Center to include physical protec-
tion, in addition to cyber security, across the 14 designated critical infrastructure sectors. The
federal government is now more capable of providing timely and comprehensive indications and
warning information to key public and private sector stakeholders.

¢ Provided additional resources to protect our public transit and passenger railroad systems. For
example, the Washington Metropolitan Transit Authority has acquired biohazard and chemical
detection systems for deployment in its Metrorail subway system.

Defense Against Bioterrorism

Over the past year the federal government has been committed to ensuring the safety of our cit-
izens, food, and healthcare systems from the dangers of a bioterrrorist attack. The President re-
quested and the Congress provided a 10-fold increase in bioterrorism funding for the Department
of Health and Human Services from about $350 million to over $3 billion in 2002. A third of this
amount, over $1 billion, was specifically provided to states and major cities to improve their public
health and medical infrastructures. In addition, the federal government:
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¢ Acquired enough smallpox vaccines for every man, woman and child in the United States. It
also drafted the smallpox vaccine policy to enhance America’s health care and first responders’
preparedness to respond to a smallpox attack.

¢ Stocked enough antibiotics to treat up to 20 million persons for anthrax exposure.

¢ Increased from eight to twelve the number of emergency response “push packs” that contain
critical medical supplies. These packs can be sent anywhere in America within 12 hours.

¢ Increased research and development funding three-fold for new vaccines and medical supplies
to address bioterrorist threats.

¢ Increased the number of food safety inspectors by 700, doubling the Food and Drug Administra-
tion’s (FDA’s) capacity to conduct safety inspections of our food systems.

In 2004, $400 million is provided to maintain the nation’s medical stockpile and strengthen its
future capacity. In addition, the Administration proposes three new authorities to speed the arrival
of medications and vaccines that can be used to protect the American people. This first authority
will allow the government to pre-purchase a medication or vaccine as soon as experts agree it is safe
and effective enough to stockpile for use in an emergency. The 2004 Budget for DHS includes about
$900 million to make these purchases. The second authority will provide experts at the National In-
stitutes of Health with the flexibility they need to hire the best experts, make special purchases, and
face other management challenges that can be barriers to quick progress in converting basic scientific
discoveries into usable products. The third authority will allow FDA to work more proactively with
researchers and industry to allow emergency-use authorization licensure of these countermeasures.

Emergency Response

At the same time, however, the United States must work equally hard to be prepared to respond
quickly and effectively if there is another terrorist attack. Over the past year, the federal govern-
ment:

e Awarded almost $1 billion in grants to help state and local first responders and emergency
managers become better prepared to respond to acts of terrorism and other disasters.

¢ Distributed $360 million for planning, enhancing urban search and rescue capability, and state
emergency operations centers.

e Developed a framework for a National Incident Management System ensuring that federal,
state, and local entities are capable of an integrated response to emergencies. This national
system will ensure that personnel and equipment from any agency are able to be integrated into
a single response organization.

e Maryland, Virginia, and the District of Columbia approved eight commitments to action for the
National Capital Region, including: citizen involvement in preparedness; decision-making and
coordination; emergency protective measures; infrastructure protection; media relations and
communication; mutual aid; terrorism prevention; and, training and exercises.

The 2004 Budget proposes $3.5 billion to ensure that first responders are properly trained and
equipped. This includes funds to purchase protective gear for working in hazardous environments
and devices for detecting and disarming explosives and other dangerous materials. Out of this
amount, $500 million will support assistance to firefighters, particularly for terrorism preparedness,
and $500 million will support state and local law enforcement’s anti-terrorism efforts.

Safeguarding Americans at home also means hunting down terrorists abroad. An unprecedented
campaign has been waged and sustained to that effect.
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Building on Global Military Successes

Winning the war on terrorism will require a sustained commitment of resources for DoD and intel-
ligence agencies. Following September 11, 2001, the United States responded to the terrorist attacks
using existing budget resources first. Congress quickly appropriated $17 billion in emergency funds
for DoD and the intelligence community to pursue al Qaeda and its allies, to recover from the devas-
tation of the September 11™ attacks, and to protect the country from future attacks. The Congress
then appropriated an additional $14 billion requested by the President to continue military efforts
in the war in the summer of 2002. The Congress also appropriated an extra $10 billion in annual
2003 appropriations for DoD and the intelligence community to continue the war on terrorism.

In 2004, DoD is requesting $379.9 billion to meet its myriad military missions. In addition to
funding in the base for the war on terrorism, the total defense request includes about $10 billion
specifically dedicated to a select group of programs aimed at fighting terrorism including combat air
patrols over U.S. cities, special equipment and forces to protect U.S. forces, and facilities to detain
terrorists. DoD’s technological research and procurement efforts are well funded to help put the
latest technology in the hands of our troops to find and defeat terrorists around the world.

The President gave the Taliban

regime opportunities to turn over Facts and Figures on the War
the terrorists it Was harboring and e 27 coalition countries have had forces in Afghanistan.
renounce terrorism. After the
Taliban refused to cooperate, the * 39 nations have had representatives at Central
United States and our coalition Command Headquarters, the command responsible
allies removed the regime, freed for Afghanistan and Southwest Asia.
the Afghan people, and inflicted + 9,000 U.S. personnel are in Afghanistan.
a tremendous blow against al

: « Over 8, coalition personnel have been in the
Qaeda. The campaign was an O 8,000 lti I'h b in th
unprecedented success. Although Afghanistan theatre.
Afghanistan has historically been « 24,000 bombs (including 13,000 precision-guided
a tough battle-ground, the military weapons) were dropped during the war.

was able to swiftly remove the
Taliban by working with local
forces, coalition allies, and other
U.S. government agencies.

* 55,150 sorties were flown.

Our work is not yet done though. United States and coalition forces continue to comb through
the Afghan frontier, searching for Taliban and al Qaeda fugitives and gathering critical intelligence
information. U.S. forces are helping to train a new Afghan National Army, and in July 2002 the first
battalion of soldiers graduated from the program.

Around the world, over 90 nations are playing their part in the war against terrorism. The United
States has taken significant measures to help those who have joined the fight. For example:

¢ Philippines. More than 1,300 U.S. personnel, including 160 Special Operations advisors, de-
ployed in support of the Balikatan counterterrorism exercises for six months. The United States
helped raise Philippine military capabilities to combat Abu Sayyaf terrorists, who had previously
seized and murdered American hostages. U.S. Special Operations personnel conducted training
with 25 field companies of the Armed Forces of the Philippines. The United States has pro-
vided the Armed Forces of the Philippines with one C-130 aircraft, 30,000 M-16A1 rifles, two
Point-class Coast Guard cutters, and eight UH-1H helicopters.
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¢ Republic of Georgia. In April 2002,
the United States responded to Georgia’s
request for assistance to enhance its
counter-terrorism capabilities through
the Georgia Train and Equip Program.
The program consists of command center
staff training and unit level training
in light infantry tactics and combat
skills.  Military equipment will also be
provided. The Republic of Georgia is
strategically situated between the Black !
Sea and the Caucasus Mountains but has Georgian soldiers take aim in the Georgia Train and Equip Program.
become an outpost for terrorists, smugglers, and revolutionaries. It has been working to build
democratic institutions but is constrained by ethnic and civil strife and serious criminal activity.

¢ Yemen. U.S. Special Forces trained approximately 200 Yemeni military forces in counter-ter-
rorism tactics. The U.S. military also established an Office of Defense Cooperation to facilitate
training and provide equipment.

In addition to military assistance, the United States is providing significant financial support to
frontline states in the war on terrorism. Since September 11, 2001, the United States has provided
over $1 billion to Pakistan, $350 million to Jordan, and $250 million to Turkey to support anti-terror
efforts undertaken by these key allies.

Humanitarian Relief, Terrorist Finances, International Law
Enforcement, and Intelligence

Humanitarian Relief

The people of Afghanistan suffered greatly at the hands of the Taliban and al Qaeda. The Depart-
ment of State and the U.S. Agency for International Development have provided over $850 million
for relief and reconstruction in Afghanistan since September 11, 2001. With these funds, the United
States has:

¢ Helped two million Afghan refugees return to their homes.

Provided food to over 10 million Afghans.

Supplied seeds and fertilizer to over 140,000 farmers.

Furnished 10 million textbooks and 6,000 temporary classrooms, allowing over three million
children to return to school; and

¢ Funded measles vaccinations for over four million children.

With the help of Japan and Saudi Arabia, the United States is rebuilding the highway that connects
Kabul, Kandahar, and Herat. This road is key to restoring trade and commerce throughout the
region. U.S. military civil affairs teams also have assisted by digging wells, building hospitals, and
repairing roads, bridges, and irrigation canals. These troops rebuilt 49 schools in eight different
regions.
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Terrorist Finances

The Departments of the Treasury, Justice, and
State, along with the intelligence community, are
engaged in diplomatic, enforcement, intelligence,
and financial activities in an effort to starve ter-
rorists of their finances. The United States has
designated over 250 persons and entities as ter-
rorists or terrorist supporters. These designations
have so far resulted in the freezing of $36 million
in assets here at home and $87 million in assets
overseas.

Public attention has focused on the use of
charities as conduits for financing terrorism. The
vast majority of charities and their donors
support noble causes. Unfortunately, whether
known by the donors or not, some charities
funnel contributions into illegal activities. The
government is working to ensure that legitimate
charities do not unwittingly provide support to
terrorist organizations and is shutting down
those charities that knowingly finance terrorist
operations.

¢ The United States has designated 15 charita-
ble organizations as having ties to al Qaeda
or other terrorist groups. To date, the United
States and our allies have frozen over $13 mil-
lion of these organizations’ assets.

The United States has been encouraging
other donors to increase their recon-
struction and humanitarian assistance to
Afghanistan. At the donors conference in
January 2002 in Tokyo, the international com-
munity pledged $4.5 billion for Afghanistan,
including humanitarian and reconstruction
assistance. Donor pledges varied from one to
five years. Since then, additional pledges have
pushed the total commitment to $5 billion.

Fifteen Charities Have Been Designated
as Supporters of Terrorism

» Afghan Support Committee

e Al Haramain Islamic Foundation—Bosnia-
Herzegovina

* Al Haramain Islamic Foundation—Somalia
* Al Rashid Trust

» Benevolence International Foundation
* Benevolence International Fund

» Bosanska Idealna Futura

* Global Relief Foundatio

* Holy Land Foundation

* Makhtab al-Khidamat / Al Kifah

» Rabita Trust

* Revival of Islamic Heritage Society

* The Aid Organization of the Ulema

* Ummah Tameer E-Nau

* WAFA Humanitarian Organization

¢ The Financial Action Task Force (FATF), an international body dedicated to combating money
laundering and comprised of 31 key countries around the world, recently recommended steps on
how to protect charities from abuse or infiltration by terrorists.

¢ Consistent with the FATF recommendations, the Department of the Treasury has frozen the
accounts of several societies and properties of key suspects and issued best practices to U.S.
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charities interested in taking precautionary measures to ensure that terrorists are not able to
divert their resources.

The federal government will continue to work with partners around the world to deprive terrorists
of the money needed to plan and execute attacks.

International Law Enforcement

Bringing terrorists to justice will take a combined, determined, and sustained effort by countries
around the world. The United States and key partners have stepped up to this challenge.

For example:

¢ Germany has arrested numerous suspects including Abdelgahani Mzoudi, a Moroccan believed
to have provided money and shelter to members of the Hamburg-based terrorist cell that planned
the September 11" attacks.

¢ Indonesia is conducting a credible, serious investigation of the horrific bombing on Bali, and
has arrested several suspected terrorist leaders and operatives.

¢ Morocco has arrested several al Qaeda suspects believed to be planning attacks on American
and British targets.

¢ Pakistan has intercepted hundreds of fleeing al Qaeda terrorists along its border with
Afghanistan. Coordinated law enforcement operations have netted key suspects involved in
the killing of U.S. journalist Daniel Pearl, the church bombing in Islamabad, and the attack
on the U.S. Consulate in Karachi. In addition, on September 11, 2002, Pakistani forces
captured Ramzi Binalshibh, a key member of the al Qaeda cell that planned and carried out
the September 11" attacks.

* Singapore, during 2002, captured a number of members of a cell linked to al Qaeda that were
planning attacks against American and other targets in the region.

¢ Spain arrested several terrorist suspects, including a suspected senior al Qaeda financier.
Intelligence

The nation’s intelligence agencies have played an indispensable role in the war on terrorism. Most
intelligence community accomplishments are kept secret in order to safeguard national security and
preserve the capabilities that produce intelligence. However, a few of their successes can be brought
to light:

e The Central Intelligence Agency has actively assisted in the arrest of terrorists around the
world. In all, the United States and our allies have detained nearly 3,000 al Qaeda opera-
tives and associates in over 90 countries since September 2001.

¢ The National Imagery and Mapping Agency has extensively supported U.S. Central Command,
which is leading DoD efforts in the Middle East, by providing targeting information for combat
operations and locating refugee groups in need of humanitarian assistance.

¢ The Defense Intelligence Agency initiated the largest reserve mobilization in its history by send-
ing over 500 intelligence reservists to locations across the country and around the world.

e The National Security Agency (NSA) increased terrorism intelligence production by over 250
percent while tripling the number of NSA personnel in counterterrorism activity.

e The Office of Naval Intelligence and Coast Guard Intelligence stepped up efforts to identify
the ships, organizations, and individuals involved in illicit maritime activities linked to terror-
ism. Such information will enable the United States and our allies to disrupt terrorist logistics
operations and weaken their capabilities.
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Sustaining the Effort

The United States and our allies must continue all efforts currently underway. We must continue
the task of supporting and rebuilding Afghanistan so that it does not become again a sanctuary for
terrorists. We have to close the valves through which money flows to terrorist groups. We must
maintain the diplomatic cooperation, intelligence sharing, and law enforcement coordination that
are tightening the cordon around terrorist fugitives. We must protect our people at home. Finally,
we must continue military operations against terrorists and prepare for unforeseen events.

The President’s 2004 Budget provides the
resources to help us meet these challenges. The
budget requests significant funding for programs
across the federal government that contribute
to the war on terrorism and protection at
home. The budget provides approximately
$2.3 billion in assistance to countries that have
joined us in the war on terrorism. The Economic
Support Fund provides grant assistance to coun-
tries such as Afghanistan and Pakistan. The
Foreign Military Financing Program provides
equipment, training and defense services. These .
and other anti-terrorist programs are described Prsident Karzai reviews the first soldiers of the Afghan National
in more detail in the chapter on the Department  Army.
of State and International Assistance Programs.

The 2004 Budget provides $41 billion to support domestic efforts against terrorism—more than
doubling funding since 2002 (excluding DoD funding). The budget moves forward on a range of key
initiatives from the National Strategy for Homeland Security: provide funding increases to enhance
the FBI’s analytical capability, build DHS’s ability to map terrorist threats to our nation’s critical
infrastructure and initiate protective action; develop sensors to detect terrorist attempts to smuggle
nuclear weapons into the United States; and buy cutting-edge vaccines and medications for biode-
fense. See the Department of Homeland Security chapter for more details.

Military operations will continue to play a significant role in the war on terrorism. To ensure our
military is prepared for the challenges it is assigned, the budget requests $379.9 billion for DoD, an
increase of over $15 billion over the 2003 enacted level of $364.7 billion. Within the total, the request
for DoD provides strong support for:

¢ Base operational budgets for the military services and the intelligence agencies to sustain cur-
rent operations to defend U.S. national interests against terrorist attacks;

¢ Continuing funding for a $10 billion cluster of programs aimed at fighting terrorism, including
combat air patrols over U.S. cities to protect Americans at home, special equipment and person-
nel to protect U.S. military forces at home and abroad, and facilities to detain terrorists;

¢ Research and development budgets to help bring new technologies to troops in the field to im-
prove our ability to move rapidly to deter and defeat terrorists; and

¢ Procurement of smart munitions, unmanned aerial vehicles and other systems critical to our
ability to defeat terrorist forces and minimize the risk to innocent civilians.

In addition to the activities currently underway, we need to face new challenges that lay
ahead—particularly the threat of terrorists acquiring nuclear, biological, and chemical weapons of
mass destruction.
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Preventing Terrorists from Acquiring Weapons of Mass Destruction

There is no greater danger to the United States than the connection between terrorists and
weapons of mass destruction (WMD). The spread of chemical technologies and advances in
biotechnology have caused chemical and biological weapons to become less expensive and easier to
produce. Uneven controls and safeguards on nuclear and radiological materials around the world
create the constant danger that these components could be stolen or illegally transferred.

As the attacks of September 11" demonstrated, the new breed of terrorists seek to inflict massive
casualties on civilian populations. They have shown the will to use the most destructive weapons
available to them. Terrorists may not be readily deterred from using WMD by the threat of massive
response. The United States and the international community must ensure that world’s most dan-
gerous weapons do not fall into the hands of extremists eager to use them.

As described in The National Strategy to Combat Weapons of Mass Destruction, our efforts to
combat WMD rest on three pillars:

¢ Pursuing robust counterproliferation policies and capabilities to actively deter and defend
against the use of weapons of mass destruction;

¢ Strengthening non-proliferation measures to prevent states and terrorists from acquiring
weapons of mass destruction; and

¢ Increasing our preparations to respond to, and mitigate the effects of, a weapons of mass
destruction attack against the United States, our forces, or our friends and allies.

These three pillars of the National Strategy apply to both sovereign states and non-sovereign ac-
tors. Regardless of an attack’s source, immediate measures will be taken to contain and mitigate
the damage from a WMD attack. The United States will also stand ready to assist friends and allies
in response to WMD use.

However, just reacting to the use of weapons of mass destruction is not sufficient. We must actively
ensure that such weapons are not used against us or our friends and allies. The United States must
engage in counterproliferation activities, including interdicting WMD assets in transit to terrorists
and destroying WMD already in the hands of terrorists.

A primary means by which terrorist groups can acquire weapons of mass destruction is through
transactions with WMD-armed states that support terrorism. Because each of these regimes poses
unique challenges, the National Strategy states that we will pursue “country-specific strategies” to
counter the different threats.

International treaties aimed at curbing proliferation, cooperation programs to safeguard materials
in Russia, and global controls on nuclear and radiological materials help prevent terrorist groups
from stealing WMD materials or acquiring them on the black market. In June 2002, the G-8 nations
agreed to a new comprehensive nonproliferation effort known as the Global Partnership. To advance
this goal, G-8 leaders committed to raise up to $20 billion over 10 years to fund nonproliferation
programs in the former Soviet Union. The United States intends to provide half that total through
the Departments of Energy, Defense, and State.

In combination, these efforts are designed to keep the most deadly weapons from the people most
likely to use them.

Promoting Hope, Democracy, and Economic Opportunity

In March 2002, President Bush stated that “persistent poverty and oppression can lead to hope-
lessness and despair. And when governments fail to meet the most basic needs of their people, these
failed states can become havens for terror.” One of the most important weapons in the war on terror
is the hope of hundreds of millions of impoverished people for a better future.
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To make this hope a reality, the United States is promoting development as the shared responsibil-
ity of developed and developing countries. The chapter on the Department of State and International
Assistance Programs describes in more detail partnerships and initiatives the United States is fos-
tering with other countries, such as the Millennium Challenge Account, the Middle East Partnership
Initiative, and the African Education Initiative.

In facing down and defeating terrorism of global reach, America is engaged in a new kind of war
that requires new tools and new ways of thinking. Although we have made tremendous progress so
far, the war will not be over soon. Our enemies hide in shadows and patiently plan their next round
of attacks. But the United States will stay the course for as long as it takes. We will secure ourselves
at home while we aggressively take the fight to the terrorists and their sponsors overseas. We will
also promote hope, democracy, and economic opportunity abroad to combat the conditions that can
breed terrorism. The war will require constant vigilance and the commitment of resources on all
fronts. The cost of liberty is high, but it is a price Americans always have been, and always will be,
willing to pay.



FOR EVERYONE WILLING TO WORK, A JOB

The recession of 2001 has been over for a year, but its effects linger. Though the economy has
expanded, the rate of growth has not been fast enough. Too many Americans remain out of work;
too many Americans are concerned about their economic futures; and too many businesses hold back
in the face of this economic uncertainty, unwilling to make the investments in new production facili-
ties, new machinery, and new technologies needed to re-ignite the full potential of our economy. To
deal with this situation, the President has proposed a bold, new jobs and growth program. This pro-
gram, when combined with the effects of earlier actions by the Administration, will help the economy
achieve maximum growth.

The ground is fertile for strong and sustained growth. Inflation is firmly under control. Interest
rates are at historic lows. Our markets enjoy a flexibility that is envied around the world. And the
rate of growth in worker productivity at 5.6 percent for the first full year of recovery is astounding
for this, indeed any, stage of a business cycle.

Yet the economy has suffered a series of shocks that have cost tens of thousands of jobs. Just as
economic recovery was poised to begin, the attacks of September 11, 2001 caused a massive disrup-
tion. Flights were cancelled, tourism fell, stock trading was halted, and consumers and businesses
retrenched as they sorted through the implications of this new threat to the nation.

Our economy then faced a new threat from within when Americans discovered serious abuses of
trust by some corporate leaders. We learned that a handful of companies across a wide range of indus-
tries had engaged in dishonest practices that cost innocent people their jobs and savings. Penalties
in the marketplace and the courts were prompt and severe, but much damage was done to investor
confidence.

The President has acted aggressively. In 2001, just when relief was needed most, he signed the
most sweeping tax relief in a generation. He followed this action by winning passage in 2002 of
investment incentives to help businesses sustain their level of employment and output and to invest
more, further strengthening the recovery.

The Administration pushed terrorism insurance through the Congress so building and real estate
projects could go forward. Historic reforms were enacted to assure corporate integrity and to de-
fend the interests of workers and investors. And the Administration successfully completed the first
phase in the war on terrorism by eliminating the safe haven for terrorists in Afghanistan.

Despite this progress, the threat of terrorism continues, as do many purely economic uncertainties.
The President has decided to act again to ensure the strongest possible economy, one in which every
willing worker can find a job.

21
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A Program to Move from Slow Growth to Real Prosperity

The growth and jobs package the President unveiled on January 7™ of this year is a focused ef-
fort to clear the way for faster growth and greater prosperity. This program will operate quickly to
accelerate recovery but also to produce a stronger, more resilient economy for years to come. The
four key elements of the program are:

e Accelerating in 2003 certain elements of the Economic Growth and Tax Reform Reconciliation
Act of 2001 (EGTRRA), such as the marginal rate reductions and the marriage penalty relief,
that would otherwise take effect later.

¢ Eliminating the unfair double taxation of dividends paid to individuals.

¢ Immediately increasing the amount that small businesses are allowed to deduct from $25,000
to $75,000.

¢ Creating new Personal Re-employment Accounts to help unemployed workers search for new
jobs and to provide a “re-employment bonus” for those finding work quickly.

Under the President’s proposal, 92 million taxpayers would receive a tax cut averaging $1,083 in
2003, and would receive a similar reduction in their tax bills in future years. The proposal would
provide an average tax cut of $1,716 to married couples in 2003, and families with children would
see their tax burden fall by an average of $1,473. Six million single women with children would keep
an average of $541 more of their own money, and 32 million seniors would receive, on average, a tax
cut of $2,042.

Accelerating Tax Relief

The President’s 2001 tax cut played a vital role in sustaining the economy as it struggled to recover
in the face of a declining stock market, the September 11" attacks, and the corporate governance
scandal. The increase in the child tax credit, the creation of the new 10 percent tax bracket, and the
first tax rate reductions all contributed to consumer confidence and purchasing power.

The tax cut was not originally designed as a remedy for recession, however, and much of the pro-
posed tax relief was delayed. Much of the delayed relief, such as the full reduction in the tax rates
and the full increase in the child tax credit, would have major short-term impacts on the economy. It
would be foolish to wait to implement this tax relief when it is needed today. So the Administration
proposes to accelerate this relief to January 1, 2003. In addition, the Administration proposes to
change the individual Alternative Minimum Tax (AMT) to prevent the AMT from depriving taxpay-
ers of the tax relief intended for them. Specifically, the Administration proposes that:

¢ The remaining tax rate reductions scheduled to take effect in 2004 and 2006 take effect at the
start of this year, 2003.

¢ The increases in the 10 percent tax bracket amounts scheduled for 2008 and beyond take effect
at the start of this year.

¢ The remaining marriage tax penalty relief provisions that would take effect in later years would
take effect at the start of this year.

¢ The increase in the child tax credit from $600 to $1,000 scheduled to phase in from 2005 to 2010
would instead take effect at the start of this year.

e The AMT exemption would be raised to $8,000 for couples filing joint returns, and to $4,000 for
single filers through 2005.

Accelerating these provisions will have powerful, positive effects on the economy. One reason the
recovery has been subpar is that uncertainties about the future have restrained the willingness of
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businesses to invest in new factories and new equipment. Lower tax rates will increase the re-
ward to investment, economic risk-taking, and starting new businesses. These tax rate reductions,
along with the elimination of double taxation of dividends and the less punitive tax rules on business
depreciation described later, are the right measures to reignite business investment.

To be truly effective in supporting the economy’s growth as soon as possible, the 2003 tax relief
needs to be put into effect as soon as possible. Much of this tax relief will begin to work into the
economy by changing the withholding tables employers use to determine the amount of federal in-
come tax held back from employees’ wages. However, to ensure that the most tax relief possible
makes its way into taxpayers’ hands as soon as possible, the Administration is prepared to deliver
promptly to qualifying taxpayers the benefit of the $400 increase in the child tax credit through
advance refund checks.

Ending Double Taxation of Dividends

The Administration has proposed to end the unfair double taxation of dividends by allowing indi-
viduals to exclude their corporate dividend income from income tax. Under current law corporate
income is taxed once at the corporate level and taxed again when paid out to shareholders. As a
general rule, all income should be taxed once; it is unfair to subject any income to double taxation,
and especially unfair to millions of senior citizens who rely extensively on dividend income in their
retirement and who receive over half of all dividend payments.

Doubly taxing dividend income is also bad economic policy. Knowing that a business’ income will
be taxed once at the business level and again as dividend income, prospective shareholders demand
an unnecessarily high rate of return before risking their savings. In effect, this raises the price of
capital to businesses that need to raise new equity to expand. Ending double taxation is especially
important to small and medium-sized businesses that are ready to take the important step of issuing
new equity.

The double taxation of dividends also creates a perverse incentive for businesses as they manage
their mix of debt and equity financing. Because interest income is taxed only once while dividend
income is taxed twice, the tax system creates a well-known incentive for businesses to carry too much
debt and too little equity. This distortion in how some corporations finance their investments can
make the corporations more susceptible to economic downturns.

The tax system should not affect how a business chooses to finance itself or how much of its earn-
ings it retains and how much it pays out as dividends. Eliminating the double taxation of dividends
would be a great stride forward in achieving this kind of tax neutrality. Under the Administration’s
proposal, businesses will have more ready access to less expensive capital. Investors will have a
stronger incentive to put money back into the market and investor confidence will improve. And
business investment will accelerate in the near term and be permanently and significantly higher in
future years.

Small Business Expensing

Small business is the “job factory” and special advantage of the American economy. Most of the
new jobs created in recent years have occurred in our small enterprises.

To simplify the tax system, and especially to encourage small businesses to invest and hire addi-
tional workers, the income tax allows small businesses to “expense”—or deduct immediately—all of
their investments in a year up to a total of $25,000. To increase small businesses’ ability to invest
and grow, the Administration proposes to triple the expensing limit to $75,000 and index the limit for
inflation. Larger investments by small firms, and investments made sooner triggered by this step
will help restart America’s job factory and lead to more rapid jobs growth.
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Unemployment Assistance

The President proposed this jobs and growth package because the economy is not growing fast
enough to create new jobs. As part of his package, the President called on the Congress to act as
quickly as possible to extend Unemployment Insurance benefits to those workers currently between
jobs. The Congress responded immediately to this appeal and, just one day later, on January 8", the
President signed legislation extending these benefits.

Even with the extension of unemployment insurance benefits, many individuals will exhaust their
benefits before finding work. To help speed re-employment, the President has proposed $3.6 billion in
new Personal Re-employment Accounts for unemployment insurance recipients who need the most
help in getting back to work. These funds will enable states to offer accounts of up to $3,000 to
eligible individuals who will have the power to choose whatever training and services, such as child
care and transportation, they believe will help them get back to work. Recipients will be able to keep
the balance of the account as a cash re-employment bonus if they succeed in finding a job within 13
weeks. About 1.2 million Americans who are most in need of help will be assisted under this flexible,
new program. Personal Re-employment Accounts will inaugurate a new era in unemployed worker
assistance with greater emphasis and rewards for transitioning from unemployment to work.

The Budget Effects of the Jobs and Growth Package
(In billions of dollars)

Estimate Total
2003 2004 2003-2008
Accelerate EGTRRA Tax Relief .................... 23.4 76.7 226.9
Alternative Minimum Tax Relief ................... 3.1 8.5 29.0
Full Dividend EXclusion ........cccccccvveeeeiiiinnnns 3.8 24.9 144.0
Small Business Investment Incentive ........... 1.0 1.7 9.4

Extending Unemployment Benefits/Personal
Re-employment Accounts ............ccceeeeeeen. 8.7 15 8.8

TOtal ooeeeiiee 40.0 113.3 418.1




CHARTING A COURSE FOR THE FEDERAL BUDGET

When this Administration took office, the budget forecast a surplus for 2004 of $387 billion. The
outgoing Administration, the Congressional Budget Office (CBO), and most private sector analysts
all predicted the same basic result. The Department of the Treasury, the Chairman of the Federal
Reserve Board, and the financial markets were heavily focused on the question of whether it was wise
or even possible to retire as much of the federal debt as the budget proposed. President Bush’s first
budget, recognizing the hazards and uncertainties of long-term forecasting, set aside $841 billion, or
15 percent, of expected surpluses as a contingent reserve to protect against shortfalls. It turned out
to be not nearly enough.

The surpluses will not materialize, at least for the next few years, because circumstances changed
radically. Though few believed it in January 2001, our economy was entering a recession. And,
no one knew at the time that the 1997 to 2000 revenue surge, like the stock market that in large
part created it, was a bubble already in the process of popping. Above all, no one could foresee the
terrorism of September 11™, its detrimental impact on the economy, and the unplanned spending of
scores of billions of dollars for response and recovery efforts.

Limiting and reducing the federal debt remains a priority for this Administration. But it is not the
sole or even the top priority. Ahead of it come national security and economic security—protecting
the nation from aggression and protecting the financial futures of America’s families.

Instead of surpluses, we now face a period of budget deficits. By all historical standards, these
deficits are modest and manageable. And the choices that contribute to them, winning a war against
terror, building a homeland security infrastructure, and generating stronger economic growth, are
indisputably necessary.

The re-emergence of deficits is not welcome news. The President continues to believe that, under
normal circumstances, the federal budget should be in balance. But there are objectives of even
greater importance the nation must confront immediately.

The federal government will spend $2.1 trillion in 2003, but this spending will not produce the
investments, the businesses, and the jobs that are the heart of the American economy. The federal
government should not imagine that its role is to “run the economy.” Rather, it should remove ob-
stacles standing in the way of economic growth and create an environment in which the American
people can produce and enjoy maximum prosperity.

The President’s Budget includes an aggressive economic growth and jobs package. Only a sus-
tained period of strong economic growth will produce the kind of increases in federal receipts that
will, if combined with restraint in spending growth, balance the budget once again. The President’s
Budget will hold the growth in federal appropriations to four percent, the same growth rate projected
for family incomes in 2004.
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New Policies to Meet New Challenges

Any budget and economic forecast is based on numerous assumptions, many of which will turn out
to be wrong. But rarely has the world changed so completely, so unforeseeably, or in such a short
period of time as it did in the first nine months of the Bush Presidency. These changes affected the
economy, increased the need for federal spending, and drastically reduced the level of receipts flowing
into federal coffers.

One of the early signs that the economy was in trouble was the decline in the stock market which
began in March 2000, almost a year before the President took office. Significant ups and downs in the
stock market are normal, so the general belief was that the market would shortly resume its previous
strong upward trend. Instead, the U.S. stock market, like markets around the world, continued its
decline through 2001 and on through 2002. The plunge in the market reduced the household wealth
of millions of Americans and popped a government receipts bubble that had begun to appear in the
mid-1990s.

Even with these early signs, the strong consensus of economists in January 2001 predicted a con-
tinuation of at least moderate growth. A few months later, it became apparent that the experts were
wrong, and that the economy had slipped into a recession as 2001 began. Although the recession
turned out to be shallow and mild and despite economic growth of 3.3 percent in 2002, the impact on
federal tax collections defied history.

¢ Revenues declined two years in a row, the first such phenomenon in over 40 years.
¢ Revenues declined in 2002 by seven percent, the largest percentage decline since 1946.

The revenue bubble of the late 1990s was in large part due to the rise in the stock market, which
caused capital gains receipts to soar. The revenue bubble also was a function of two other changes.

First, the federal government shifted the burden of federal income tax collections to rely more
heavily on higher-income individuals. By 2000, the top one percent paid 37 percent of all individ-
ual income taxes and the top five percent paid 56 percent. Second, many employers changed the
way they compensated their employees, particularly high-income employees, relying more heavily
on bonuses and stock options tied to company profits and stock price. Because the recipients of all
this new income paid much higher income tax rates than the average, the surge in income among
upper-income taxpayers magnified the surge in tax revenues.

One unprecedented feature of the last two years was how rapidly this highly taxed income dis-
appeared, taking with it tens of billions of dollars in federal revenue. Bonuses and stock options
became widespread because of their flexibility. In good times, a company can generally reward top
employees without building increases into its fixed cost structure. In fact, most such income auto-
matically stops when business’ performance or stock value drops. The rapid plummet in the total
amount of highly taxed income helped produce the dramatic reduction in 2001 and 2002 tax receipts,
a drop far beyond what historical experience would have predicted.

The recession and the popping of the revenue bubble played the two major roles in the return to
deficits, but explicit policy decisions also contributed. For example, the Administration’s original
budget for 2002 envisioned a modest and steady increase in defense spending. The war on terrorism
has required still higher spending on traditional defense, and has given birth to a new priority we call
homeland security. All together, unanticipated spending to recover from the September 11* attacks,
prosecute the war against international terror, and construct a homeland defense has totaled some
$100 billion through 2003. The recurring costs of the struggle amount to at least $50 billion each
year for the foreseeable future.
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Investments and Economic Recovery

President Bush came to office advocating major tax relief for everyone who pays income taxes to
strengthen the economy for the long run. As it turned out, the 2001 tax cut was also the right policy
response to the immediate circumstances of a recession already underway. By reducing tax rates,
increasing the child tax credit, and other changes, the 2001 tax bill provided tax relief just when
it was needed most to support the economy and America’s families. A common misconception (or
distortion) is the suggestion that today’s deficit is a consequence of the 2001 tax cut. In fact, if the
tax cut of 2001 had never become law, the budgets for 2002 and 2003 would have been in deficit by
$117 billion and $170 billion respectively. (In reality, the outcome would have been worse because
the economy would have been even weaker.)

As the effects of the 2001 recession became clearer, the President called upon the Congress to en-
act a second measure to stimulate jobs and growth. In March 2002 the President signed into law
legislation that included a temporary tax cut on new business investment, as well as an extension of
benefits to meet the needs of the unemployed.

The tax relief laws enacted in 2001 and 2002 were vital to avoiding a longer, deeper recession, and
to getting a recovery started. That recovery is over a year old. But its growth, at around three
percent, is not sufficient in the President’s judgment. Therefore, he has proposed a jobs and growth
package to be enacted as soon as possible. This package would accelerate to 2003 critical provisions
from the 2001 tax bill that otherwise would not take effect for one to three years. It would provide
much greater leeway for small businesses to invest and expand, and strengthen investor confidence
by ending the double taxation of shareholder dividends. See the chapter “For Everyone Willing to
Work, A Job” for more details.

Putting the Deficits in Perspective

Through unavoidable, unfortunate, and Budget Balance as a Percent of GDP
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of the economy (GDP), it would be smaller
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Perhaps the best indicator of the deficit’s current impact is the interest costs it imposes on the
budget. Due to today’s extraordinarily low interest rates, the carrying costs of outstanding debt will
actually fall this year from $171 billion to $161 billion.
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can clearly sustain budget deficits at the projected levels, and that the primary goal of policy should
be to control them through spending restraint until a resurgent economy can restore fiscal balance.

A Cautious Forecast

The Administration estimates that if the President’s policies are enacted the federal government
will run a deficit of some $307 billion this year. In view of the unprecedented revenue plunge of
2001-2002, the Administration has opted for a cautious revenue projection. After selecting conser-
vative economic assumptions, the Administration further reduced its receipts forecast for 2003 and
2004 below what the economic and tax models indicate. The Administration has reduced its forecast
for 2003 income tax receipts by $25 billion below the models’ predictions, and for 2004 the forecast
for income tax receipts was reduced by $15 billion. The net effect is that projected receipts remain
flat this year when fiscal history suggests a sharp increase.

Although this forecast should protect against a negative surprise on the receipts side, one cannot
know what sudden additional spending the war on terrorism might require. The budget’s economic
assumptions likewise are conservative, but uncertainties and the risks of further economic slowing
cannot be ignored, as the President concluded in advancing his latest growth proposals.

A More Reasonable Timeframe for Forecasting Deficits and Surpluses

In keeping with the intention announced in last year’s budget submission, this budget limits its
forecast to five years (see page 38 of the 2003 President’s Budget and page 8 of the 2003 Mid-Session
Review). This change returns to the practice that prevailed for the 25 years prior to 1996. Prior to
1971, budgets looked ahead only three years. Since 1996, when the Office of Management and Budget
made its first 10-year projection, these forecasts have varied to a stunning degree. The experiment
with 10-year estimates led to many lengthy and unproductive debates on information that proved to
be erroneous and unreliable.

Even five-year projections are fraught with uncertainty. The average absolute errors in projecting
the surplus or deficit since 1982 have been large, and they increase in each year of the five year
budget window. There has been a $90 billion average absolute forecasting error for the first year
alone.

A 90-percent confidence range for 2008 would stretch all the way from a $281 billion surplus to a
$661 billion deficit, a range of nearly $1 trillion. Based on the trend over the first five years, this
confidence range would be expected to widen further beyond 2008.
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CBO has made similar calculations and has estimated even larger uncertainty bands. CBO also
has noted the problems with making five- and 10-year forecasts by stating, “Looking forward five or 10
years allows the Congress to consider the longer-term budgetary implications of policy changes. But
it also increases the likelihood that budgetary decisions will be made on the basis of projections that
later turn out to have been far wrong.”

There is widespread recognition of the difficulties involved in making multi-year projections. For
instance, the Administration and CBO only attempt to forecast the economic cycle for the 18-24
month period following the budget submission. Thereafter, both simply assume that the economy
returns to its long-run sustainable rate of growth. Most private economic forecasters do not project
the economy beyond a one to two year horizon.

Of course, it is appropriate to analyze the long-term impact of policies, particularly pension and
other entitlement programs, where costs are driven by predictable populations and benefits that are
defined in law. “The Real Fiscal Danger” chapter in this volume and the “Stewardship” chapter in
the Analytical Perspectives volume extensively analyze and review these issues.

Meeting Priorities While Restraining the Growth in Spending

One conclusion is inescapable; the federal government must restrain the growth in any spending
not directly associated with the physical security of the nation. Amid the return of deficits, uncer-
tainty about revenue patterns, economic growth rates, and war costs, a posture of stern caution about
spending is the only defensible policy.

There is no single gauge of whether spending is growing too fast or not, but certain guidelines are
helpful. One requires that the path of spending should lead to a steady reduction in the deficit once
the economy is growing vigorously again. Under the President’s 2004 Budget, this would be the case,
as the deficit is projected to reach its peak of $307 billion in 2004 and decline thereafter.

In directing the preparation of this budget, the President chose a common sense yardstick in estab-
lishing the boundary for new spending. At a time of both economic and fiscal difficulty, he believes
that the government’s budget ought not grow faster than that of the American family. With esti-
mates of family income growth clustered around four percent, the President’s budget chooses that as
its benchmark, and proposes to fund the nation’s ongoing priorities within that reasonable limit.

To start the budget on a firm course back toward balance, the President further proposes to extend
the Budget Enforcement Act controls that expired in 2002. He requests that the Congress impose,
for 2004 and 2005, statutory caps on discretionary spending limited to the four percent growth in
family income, along with a renewal of the “pay-as-you-go” requirement to constrain the growth of
the non-essential spending during this period of unique economic and international uncertainty.

As important as controlling yearly deficits is, a vastly greater fiscal threat awaits the nation’s at-
tention. We must not lose sight of the long-term challenge to modernize and reform Medicare and
Social Security to ensure these vitally important programs can serve the needs of future generations.
See “The Real Fiscal Danger” chapter for more details.






THE REAL FISCAL DANGER

The current system is financially unsustainable. Without reform, the promise of Social Security to future
retirees cannot be met without eventual resort to benefit cuts, tax increases, or massive borrowing. The
time to act is now.

Interim Report of the President’'s Commission to Strengthen Social Security
August, 2001

Without meaningful reform, the long-term financial outlook for Medicare is bleak...When viewed from the

perspective of the entire budget and the economy, the growth in Medicare spending will become progres-
sively unsustainable over the longer term.

David Walker, Comptroller General of the United States

April 7, 2002

As noted frequently in this document, the federal government appears likely to spend more than
it takes in for at least the next few years. Although the resulting deficits are manageable by any
reasonable standard, they are cause for legitimate concern and attention. But whatever judgment
one reaches about the deficit of this year or even the next several years combined, these deficits are
tiny compared to the far larger built-in deficits that will be generated by structural problems in our
largest entitlement programs. Social Security and Medicare combine to provide financial support to
39 million seniors—14 percent of our population—and account for one-third of total federal spend-
ing. As our population ages and health care costs continue to escalate, the costs of these programs
will grow enormously, in fact, so rapidly that they will threaten to overwhelm the rest of the budget.

Americans have often heard that Social Security and Medicare are in deep trouble financially, and
the simple reason is that the benefits promised under these programs will soon far outstrip their
dedicated revenues. Over the long term, the actuaries of the Social Security Administration project
that the cost of all benefits paid to current beneficiaries and promised to future retirees exceed Social
Security revenues by almost $5 trillion. The Medicare shortfall is even worse at more than $13
trillion.

Citizens and policymakers rightly monitor and debate the size of the national debt, which stands
at $3.5 trillion in public hands, with another $2.7 trillion credited to various government trust
funds. But in 2002 the combined shortfall in Social Security and Medicare of nearly $18 trillion was
about five times as large as today’s publicly held national debt. In other words, it would take an
additional $18 trillion in today’s dollars to pay for the obligations of these systems as they are now
constituted. This is roughly the equivalent of the total income Americans will earn over the next
year and a half. Expressed yet another way, the combined shortfall in Social Security and Medicare
was eight times the amount of total government spending in 2002.
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be. The Administration is committed to making these two programs financially sustainable so they
can continue to serve our seniors now and in the future without jeopardizing the financial security
of generations to come.

Entitlements on the Brink

Social Security and Medicare represent an enormous financial burden for America’s workers
through the payroll tax. The Social Security portion of the tax is 12.4 percent of a worker’s wages
up to a total tax take of $10,528 in 2002, while Medicare’s tax is 2.9 percent of wages and there is no
cap on the tax. For the great majority of households, the amount paid in payroll taxes each year
(counting both the employer and employee share) exceeds that paid in federal income taxes. The
true burden is even heavier; to pay Medicare’s bills a massive subsidy ($78 billion in 2002) must be
funded out of other government taxes.

Despite the enormous revenue flows into Social Security and Medicare, totaling $729 billion in
2002, these programs are going to spiral out of control. Social Security’s dedicated receipts, which
include both payroll taxes and income taxes levied on Social Security benefits, did exceed Social Se-
curity spending by $82 billion in 2002. But by 2017 this surplus is projected to become a deficit and
Social Security as presently designed would never return to balance.

Medicare is in even worse shape. Its payroll taxes do not even come close to covering its costs,
and the gap is projected to get steadily worse absent reform of the system. Medicare’s problems
are so much worse simply because its promised benefits grow with the increase in health care costs,
which are widely projected to grow much faster than inflation. So Medicare and Social Security
must each be refashioned to address the fact that there are more and more beneficiaries per worker
paying taxes into these systems, but Medicare must also be reformed to account for rapidly rising
health care costs.

Given the financial challenges faced by Medicare in the future, the Congress must be extremely
careful that legislative changes not add to long-term unfunded promises. As a case in point, the bills
that advanced furthest in the last Congress would have increased the Medicare long term unfunded
promise by an estimated $4.6 trillion and $6.9 trillion, respectively.
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consequences of a proposed change in these
programs over a one-, five-, or even a 10-year
horizon. What a proposed reform is estimated
to cost over its first five or 10 years is less
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a longer time horizon, for example, as is
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H.R. 4954 S. 2625

What Does $18 Trillion Mean to You?

While the analysis may be unfamiliar to many Americans,
the meaning of the results is straightforward. Total house-
hold wealth in the United States was $40.2 trillion in 2002.
The combined Social Security and Medicare shortfall is
nearly $18 trillion. This means that the federal govern-
ment would have to confiscate almost half of all house-
hold wealth to have the resources necessary to close both
these programs’ future financing gaps.

Of course, it is not necessary to pre-fund promised Social
Security and Medicare benefits immediately. In theory,
the Congress could enact a 7.1 percent permanent in-
crease in the payroll tax to close the combined shortfalls
over time. This would mean a permanent payroll tax
increase to a rate of 22.4 percent, amounting to about
$3,000 in additional taxes every year for an average
family. A tax increase of this magnitude is unthinkable.
It would devastate the economy, job growth, and family
finances, but it does serve to indicate the magnitude of
the problem we would be leaving to future generations if
we fail to act.

Today’s seniors and near retirees
are counting on Social Security and
Medicare to provide retirement income
and health insurance. They should
never doubt that promises made will
be promises kept. But it is also true
that these programs cannot continue
as they are structured today. We must
make a different kind of promise to
the retirees of tomorrow. @ We must
not delay in enacting reforms to make
these programs financially sustain-
able. Delay erodes the confidence of
today’s workers that Social Security
and Medicare will be there for them
when they retire. And delay increases
the financial threat that we leave to
our children and grandchildren.






GOVERNING WITH ACCOUNTABILITY

We want to make sure when we spend money, that it meets needs. . . . that's what the American taxpayer
expects. They expect results and | expect results.

President George W. Bush
April 9, 2002

With that plain spoken appeal, Pres-

Government-wide Initiatives on the President’s ident Bush conveyed to his appointed
Management Agenda leaders that he had chosen them
« Strategic Management of Human Capital not to mark time but to achieve real

change. His call demands measurable

* Competitive Sourcing results that matter in the lives of the

» Improved Financial Performance American people.
» Expanded Electronic Government This mandate gave birth to the Pres-
« Budget and Performance Integration ident’s Management Agenda, launched

in August 2001. As the President
has said, the five main challenges he
selected represent “the most apparent
deficiencies where the opportunity to improve is greatest.” The Administration harbors no illusions
that leaps forward will come easily. Constant effort must be made to find ways to save and stretch
taxpayer dollars, many through small improvements. Breakthrough gains may come only after
years of dedicated, even tedious, effort.

Because facing such challenges requires sustained effort, the President’s Management Agenda
tracks agencies’ status against established Standards for Success as well as their progress toward
meeting the standards. Status and progress are rated using the familiar symbols of red, yellow, and
green. Grades are reported on the Executive Branch Scorecard at the end of this chapter.

Since the scorecard’s unveiling in the 2003 Budget a year ago, 26 federal departments and agencies
have been working to upgrade their ratings in those areas most in need of improvement. The good
news is that signs of progress outnumber distress signals, as 11 departments or agencies show 17
changes for the better, while two agencies slipped in the management of their finances.

Although effort and management attention have been strong at virtually every agency, progress
has been uneven.

The Administration will follow closely how and whether agencies put their plans into effect. When
shortfalls in results become apparent, we will take corrective action.
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Explanation of Status Scores
Green ....eeveeveeeiiiiiis Agency meets all of the standards for success.
Yellow ....eveeeeeiiiieieee, Agency achieves some, but not all, of the criteria.
Red..ooiiiiiiiiie Has any of a number of serious flaws.
Explanation of Progress Scores
Green ....evevvveninnn, Implementation is proceeding according to plans.
Yellow ......ooeeeeiiiieeeeanns Slippage in implementation schedule, quality of deliverables, or other issues
requiring adjustments by agency in order to achieve initiative on a timely basis.
Red.......cccoiiiiiiiis Initiative in serious jeopardy. Unlikely to realize objectives without significant
management intervention.
Some real management advances in the federal government have been racked up over the past

year. For example:

Both the Department of the Treasury and the Social Security Administration (SSA) met—two
years early—the goal to produce audited financial statements by November 15", just 45 days
after the end of the year, compared with 151 days under previous administrations.

The Department of Health and Human Services (HHS) has reduced its personnel offices from
40 to seven, and will eventually move to just one. This and other consolidations will allow HHS
to deploy hundreds of employees to the front lines to deliver services directly to the American
people.

The Department of Defense (DoD) reduced headquarters staff by 11 percent, reducing civilian
employees by over 3,000 in just the last year.

Rules for conducting public-private competitions have been slashed by almost 12,000 words, cut-
ting the time for conducting competitions from as much as four years to a maximum of just one
year.

The Department of Veterans Affairs (VA) is opening up the activities of 52,000 employees to
competition over the next five years, 25,000 of them in 2003 alone.

For the first time ever, auditors said the Department of Agriculture’s financial statements accu-
rately reflect its financial status.

Government agencies and employees are paying their credit card bills more quickly. The fed-
eral government began 2002 with 10 percent of its individually billed travel accounts delin-
quent. That amount has been reduced to six percent, bringing total delinquent dollars for
individually billed accounts down by over $310 million.

The number of government-owned vehicles will decline by more than 10,000, from 586,450 in
2001 to 576,039 in 2004. (See the motor vehicles table later in the chapter.)

Citizens are now only three clicks from transactions and services on the redesigned website
www.Firstgov.gov, which Yahoo!© rated one of the "world’s 50 most incredibly useful websites."

The GovBenefits.gov website provides, with a minimum of red tape, an online tool for citizens to
learn about federal benefit programs for which they may qualify.

Free Filing, debuting in 2003, will enable 60 percent of taxpaying Americans to prepare and file
their taxes online and without cost.
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While progress to date is encouraging, agencies, by and large, have been moving to address more
easily corrected problems. The challenges will undoubtedly increase in 2003. The coming year will
be critical to sustaining the agenda’s momentum and achieving the goals envisioned by the President.

The Department of Homeland Security—A Starting Point for Managerial Flexibility

When the President proposed a new Department of Homeland Security (DHS), the debate focused to a
large extent on whether the Department would be able to execute its mission under the constraints of a
decades-old statutory management framework. The President sought significant flexibility in hiring pro-
cesses, compensation systems and practices, and performance management to recruit, retain, and develop
a motivated, high-performance, and accountable workforce. After a vigorous debate on the subject, the
Congress and the Administration adopted these and other managerial flexibilities for the new Department.

The law governing DHS also includes important, but limited, government-wide authority. For example, agen-
cies will have the ability to offer pay incentives to individuals who want to retire or leave government early if
theirs are not the agencies’ most needed skills. The law also provides that agencies may use an expedited
hiring process if a shortage or critical hiring need exists. It's a start well worth continuing.

Yet the success in obtaining managerial flexibility for the new Department stands in contrast to the inaction
of the Congress on other common sense management proposals the President submitted more than a year
ago. As it has before, the Administration will seek to reflect program costs more accurately by assigning all
employee costs, including those relating to the accrued costs of retirement and retiree health care benefits,
to the appropriate program. The Administration also seeks greater flexibility in managing and disposing of
property held by the government.

If nothing else, the debate surrounding the creation of DHS reinforced the need for broad management re-
form for the entire executive branch. The Administration will work with the new Congress to reform systems
and policies so that the government can better protect Americans, as well as improve services the federal
government delivers.

A discussion of overall achievement in the five government-wide areas follows. Individual agen-
cies’ success or lack of it in the government-wide initiatives, as well the program specific initiatives
are presented in subsequent chapters and in the Performance and Management Assessments volume.
As implementation continues, the focus will sharpen on actions that demonstrate real change.

Strategic Management of Human Capital

The federal government faces a crisis in personnel management. Federal agencies, for too long,
have not managed themselves well enough to know whether they had the right people with the right
skills to do their work. Making the federal workforce challenges even greater, 40 percent of all federal
workers and 71 percent of senior executives will be eligible to retire by 2005.

The Strategic Management of Human Capital initiative gives agencies the tools they need to get
the workers with the right skills to do the federal government’s work in the 21* Century. Over the
past year, agencies have devoted considerable time to developing human capital plans to make their
organizations more citizen-centered, ensure that their staff have the necessary skills to achieve the
agency’s mission, and hold managers and employees accountable for results.

The Human Capital initiative must now move beyond the planning stage. While thoughtful anal-
ysis had to precede significant workforce restructuring, progress assessments in the coming year
will be based on concrete action that agencies take, such as reforming their performance appraisal
systems, developing succession plans, and streamlining their organizations toward more citizen- cen-
tered service.
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Several agencies already have taken action like DoD’s headquarters reorganization. Other exam-
ples include:

¢ SSA has moved almost 300 employees from staff positions to front-line service delivery to provide
better assistance to its customers.

¢ The Department of Justice will pull its multiple performance appraisal systems together into a
single system.

¢ The Departments of Energy, HHS, and Labor are among agencies that have placed all managers
under a performance management system that links their assessments to meeting organiza-
tional goals.

But it’s not easy. Consider the Office of Personnel Management (OPM) Director Kay James’ effort
to make senior government executives more accountable. She learned that in 2000, federal agencies
gave 85 percent of their senior executives the highest possible performance rating—an assertion that
virtually everyone in Washington is way above average. Despite James’ urging agencies to begin dis-
tinguishing the best performers from others, almost nothing changed. In 2001, more than 83 percent
of senior executives received the highest possible rating. Five agencies gave 100 percent of their se-
nior executives the highest rating and six more gave it to 90 percent of their senior ranks. Such
figures let the public know that federal managers are not yet serious about holding themselves or
their staffs accountable.

The government’s human capital problems derive in large part from our antiquated civil service
laws, which were designed for a workforce that exists only in the history books. In 1950 when the
GS system was implemented, the largest concentration of employees was in clerical positions at the
GS-3 through GS-5 pay level. Today, over half of federal staff is at the GS-11 level or above, reflect-
ing changes in business processes and skill requirements in the federal workforce over a period of
decades.

The rigidity of the current civil service system makes it difficult to attract and retain more highly
skilled employees. Hiring commonly takes six months or more, much of it spent by managers nav-
igating around rules that overwhelm the process. Pay and performance are generally unrelated.
Exceptional employees find themselves locked in “time-in-grade” pay prisons, as requirements dic-
tate that performers stay at least one year at, say, a GS-12 level before moving, and then only as high
as a GS-13. Even worse, pay over the course of a federal career is heavily determined by the level at
which a civil servant begins working.

Meanwhile, mediocre employees benefit, receiving the same pay raises as their harder working
colleagues. The federal government’s termination rate for poor performance is less than one-tenth
of one percent.

For 2004, the Administration proposes to allow managers to increase pay beyond annual raises for
high-performing employees and address other critical personnel needs. A new fund of $500 million
will be established at OPM for a stable of pay-for-performance plans. Rewarding top employees and
those with unusually important skills is preferable to the traditional method of evenly spreading
raises across the federal workforce regardless of performance or contribution.

Competitive Sourcing

The Competitive Sourcing initiative, despite its enormous potential for savings to taxpayers, has
registered the least progress so far. All agencies are rated red for status. None has opened up a
sufficient number of commercial activities to competition. Because this initiative in many ways
represents such a significant departure from the old way of running the government, it faces the
greatest obstacles.
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For example, the General Services Administration (GSA), an organization whose mission is to help
federal agencies by performing what most would view to be commercial services—buying goods and
services, acquiring and managing properties, and offering related support services—categorized only
44 percent of its staff as commercial.

On the other hand, DoD has traditionally led the government in putting its commercial activities
up for competition. The Department is currently conducting competitions on approximately 30,000
civilian positions, including cafeteria services, facilities maintenance, aircraft maintenance, and sup-
ply functions. Further progress rests on a strong commitment to start new competitions.

The Department of Transportation’s (DOT’s) Federal Aviation Administration (FAA) is moving for-
ward on an ambitious competitive sourcing initiative on its Flight Service Stations, which provide a
range of services available from private industry such as weather briefings for pilots. In spite of the
challenges that its nationwide, 58-location scope presents, the FAA is moving forward methodically
to ensure that high-quality service continues to be provided to the American traveling public and
that all potential service providers are dealt with fairly. The Department of Energy also has started
public-private competition on information technology and financial systems across the Department.

The competitive sourcing initia-

tive also seeks to provide managers
with additional options for provid-
ing services more cost-effectively or
acquiring skills or service that may
not be available in-house.

Competitive Sourcing and the 2004 Budget

The promise of competition was on display in the printing of
this budget. The Office of Management and Budget (OMB)
decided that the traditional practice of using the Government
Printing Office (GPO) as the mandatory source for printing the

President’s Budget was neither fair nor economical and, as ad-
vised by the Department of Justice, not required by law. For
the first time, OMB requested bids and received several, which
would not have happened prior to OMB’s new policy. On a
comparable basis, the GPO cost estimate for printing this bud-
get was 23 percent less than the previous year, and the lowest
cost in at least 20 years—just one example of how competition
saves the taxpayer money and, in many cases, produces bet-
ter business processes along the way.

One of the roadblocks holding
back agencies is the long-standing
process guiding public-private
competitions. As defined in OMB
Circular A-76, the process has been
unnecessarily bureaucratic and
lengthy, sometimes taking up to
four years. To help agencies im-
plement the Presidential initiative
and building on the recommenda-
tions of the Commercial Activities
Panel chaired by the Comptroller General, the Administration is simplifying the A-76 process. The
new process will be quicker and easier. The number of pages of instructions has been slashed by
almost 12,000 words, or more than 30 percent. The timeframe for conducting competitions should
be no more than a year in almost all cases. Agencies will compete on a level playing field with the
private sector and no longer have extended timeframes or other advantages over the private sector.

Improved Financial Performance

The Improved Financial Performance initiative is enhancing the quality and timeliness of finan-
cial information so that it can be used to manage federal programs more effectively, while preventing
waste, fraud, and abuse. The financial management challenges facing the government are long-
standing. Progress in many cases depends on installing new computer systems that in some cases
will require several years. Making progress will be hard.

One of the major changes the Administration instituted at the outset of this initiative was to ac-
celerate the due date of agencies’ financial statements. If financial information is only available five
months after the fiscal year ends, it is of limited use to anyone. So, as a first step, 2002 financial
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statements were due February 1, 2003, or nearly a month earlier than the statutory due date of Feb-
ruary 28",

The Administration also has required agencies to produce interim financial statements to establish
the practice of preparing financial statements on a regular basis. All agencies provided six-month
interim 2002 financial statements by the June 30 deadline. We have required them to combine
their financial statements with their performance reports. Information about agency finances and
program performance in one document will be available this year.

Soon, bigger tests will come. For 2004, agencies will be required to produce audited financial
statements by November 15", This acceleration means that agencies will no longer be able to use
manual processes to prepare statements once a year. They will need to change the way they collect
and compile financial information so that it will be more timely, reliable, and useful. The Department
of the Treasury and SSA’s production of audited financial statements within 45 days of the year’s
close prove that these goals are within reach.

Challenges, though, have grown more demanding. This initiative was launched in an environment
of enhanced scrutiny of financial management practices everywhere. The credibility of some finan-
cial auditors was appropriately called into question, causing entities and their auditors to tighten the
standards they applied in their audits. It was in this environment that new auditors of the National
Aeronautics and Space Administration (NASA) downgraded their opinion of the agency’s financial
statements. This resulted in the deterioration of NASA’s status rating from yellow to red, but in-
dications are that NASA will be able to demonstrate substantial improvement in its 2002 audited
financial statements.

Credit Card Abuse in the Federal Government

The federal government sponsors more than 2.5 million credit cards for employees to use in purchasing
goods and services or when traveling on official government business. Audits and press reports have high-
lighted abuses of these cards by federal employees.

« Over $4 million in inappropriate transactions by employees at one agency appear to have been made
with pawn shops, jewelry stores, and antique shops.

« The Director and the head of audits and assessments at Los Alamos National Laboratory resigned
amid charges that lab employees made nearly $5 million in questionable credit card purchases.

« One federal employee used the names of legitimate companies on falsified invoices to conceal $14,000
in personal purchases.

* At one agency, purchases for over $439,000 were processed for card accounts that were no longer
approved for use.

As an initial step at improving controls over government-issued credit cards:

« DoD has targeted 300,000 infrequently used travel cards for cancellation, more than 10 percent of the
total issued by the federal government.

« The Department of Education now prohibits official credit card use at about 300 types of businesses,
like casinos, limousine rental companies, and veterinarians, among others that should have been pro-
hibited in the first place.

¢ The Department of Housing and Urban Development (HUD) has reduced unpaid travel card account
balances from $389,000 to $15,000.

The Administration will continue to monitor credit card usage by federal employees, requiring quarterly re-
ports by agencies of the number of cards in use, the controls in place to monitor them, and any abuses
discovered.
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Reducing Erroneous Payments

The Administration has launched a major effort to reduce erroneous payments—in other words,
payments the government makes in error. In most instances, they are overpayments. But in all
cases, taxpayers are shortchanged.

For the first time ever, agencies were required to report the extent of erroneous payments made in
their major benefit programs. Initially, just a few agencies voluntarily reported erroneous payments
in their annual financial statements. Now, 15 agencies have estimated their erroneous payment
rates. But programs like Medicaid and School Lunch will have to design from scratch a methodology
to examine the integrity of program payments.

Fifteen agencies reported making more than an estimated $30 billion in
erroneous payments in 2001. The largest amounts are:

METICArE .....ovvvviiiiieeii e $12.1 billion
Earned Income Tax Credit ........cccccovvcvevrennnenn. $9.2 billion
Housing Subsidy Programs............cccceeeeeeee. $3.3 billion
Supplemental Security Income..........cccccceee.... $1.6 billion

During the past year, the Administration expended considerable effort to prevent a further erosion
of controls over payments from federal programs. The Department of Agriculture’s Food and Nu-
trition Service, for instance, pursued cash sanctions against states with above-average error rates.
During the Congress’ recent reauthorization of the Food Stamp Quality Control program, attempts
were made to dilute the accountability of states and erode the federal government’s ability to main-
tain fiscal accountability. The Administration opposed and will continue to oppose efforts to weaken
financial controls and program integrity.

Congress endorsed the President’s effort to reduce erroneous payments when it passed the
Erroneous Payments Information Act of 2002. This bill requires an estimate of the extent of
erroneous payments from all federal programs. Program-wide erroneous payment estimates can
only help stem the loss to the federal government in waste, fraud, and abuse—too much of which
is taking place without an accounting.

Strengthening Asset Management

In another area of deficiency, the Administration will monitor agency asset management practices
as part of the Improved Financial Performance initiative. The federal government’s asset manage-
ment practices have been shown to be particularly weak.

According to its financial statements, the federal government owns $307 billion in property, plant,
and equipment, $209 billion in loans receivable, and $184 billion in inventories and related prop-
erty. But the assets reported on the balance sheet are only a small portion of the assets actually
owned by the federal government. DoD property and the government’s immense land holdings do
not show up on government financial statements. For instance, the federal government holds title to
28 percent of the United States’ entire land mass. It owns sites and structures, monuments, memo-
rials, cemeteries, as well as the items in its museums and libraries, including major works of art and
historical documents.

Agency management of vehicle fleets will also be monitored as part of agency asset management
practices. The government owns more than half a million cars and trucks and spends over $2 billion
annually to operate them. In April 2002, the Administration asked agencies to take a closer look at
their motor vehicle fleets and to report any planned reductions and cheaper leasing arrangements
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by the end of the fiscal year. The military agencies and several civilian agencies, notably the De-
partments of Energy, HHS, the Interior, and GSA projected reductions ranging from five percent to
15 percent. These reductions were offset, however, by equally significant increases in agencies with
expanded law enforcement and security-related missions. For example, the new bureaus within the
DHS estimated a 21-percent rise in their vehicle fleets, from 28,502 to 34,460 vehicles. Justice pro-
jected that its fleet would increase nine percent, from 31,981 vehicles in 2001 to 34,847 in 2004.

The Administration will demand that assets be justified and accounted for and that plans be made
for purchases, management, maintenance, and operation.

Vehicle Inventories to Drop from 2001-2004

2001 2004 Change

ATMY Lo 73,209 62,531 -15%
A FOICe .. 46,890 40,065 -15%
GSA 1,470 1,286 -13%
HHS e 3,388 2,977 -12%
ENEIgY oo 16,655 15,082 -9%
Defense Contract Management
AGENCY...coiiiiiiiiiie 1,058 984 -7%
INEEIION . 34,397 32,660 -5%
Defense AQENCIes ..........ccevcvvvrvieeennnnn. 4,263 4,029 -5%
NAVY e 40,005 39,141 -2%
LaDON .o 4,118 4,034 -2%
Agriculture ..., 39,588 39,105 -1%
NASA ..o 2,261 2,235 -1%
Maring COrPS.....eeeeeeeeeeeeaiiiiiiiiiiieeeeeenn 11,141 11,107 —
Environmental Protection Agency ........ 1,105 1,109 —
US Postal Service.........ccoccveevvcneeeennnne 210,102 211,650 1%
ComMmErce.........oceviviiiiiiiie s 1,916 1,979 3%
TrEASUINY ...ci i 3,679 3,772 3%
Agencies with under 1,000 vehicles ..... 3,228 3,384 5%
Corps of ENgineers.......ccccceeeeeeiiiiennns 4,508 4,763 6%
Transportation...........oceeecvvvviieeeeeeeeeennn, 5,920 6,345 7%
Veterans Affairs .........ccccccvveeeeeeiicnnnn. 8,403 9,029 7%
JUSLICE . 31,981 34,847 9%
StALE . 6,521 7,104 9%
Defense Logistics Agency ..........ccc...... 2,142 2,361 10%
Homeland Security ...........ccccvviiieeeennnn. 28,502 34,460 21%

TOtal oo 586,450 576,039 -2%

Expanded Electronic Government

The Internet and the electronic age have made more information accessible at the touch of a but-
ton. Government information should be at the forefront of this new revolution. That’s where the
combination of the Internet and E-Gov come in. Twenty-four high-payoff E-Government initiatives
that will maximize government productivity have been launched. Many are already on line and
serving citizens. They include:

e Recreation.gov allows people to log onto the Internet to find information about publicly owned
federal, as well as state and local recreation sites.

e Business.gov provides businesses access to information about laws and regulations where they
can use a series of interactive tools to help them understand how those laws and regulations
apply to their business.
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¢ The GolLearn.Gov portal provides online training for tens of thousands of government employees
for pennies per course, teaching thousands of government workers for a fraction of traditional
costs.

¢ The E-Grants initiative is creating a single electronic grant application that allows applicants
to enter identifying information once—like a single, unique identifier—which would untangle
the process for them and the agencies that track them.

Analysis reveals that few federal information technology investments have significantly improved
service to the taxpayer. Many major information technology projects do not meet cost, schedule,
and performance goals. To address this, the Administration is scrutinizing funding of projects that
are “at risk” of failing. Those projects that failed this trio of tests either were not recommended for
support for 2004 or will remain on an “at risk” list. Many of those projects either didn’t adequately
address security risks or make business sense.

OMB is now requiring agencies to submit business cases for over $34 billion in proposed spending,
up from less than $20 billion a year ago. For those projects that made an adequate case, the quality
of justifications has gone up. (Total Information Technology (IT) spending across the government is
now almost $60 billion.)

Implementation of the Government Information Security Reform Act has provided a baseline for
agency IT security performance, an audit trail of what has been secured, and the identification of
what still needs to be done. Because too many agencies propose funding for IT projects without
adequately addressing important security issues, the budget process is being used to redirect funding
to address these critical security issues.

To succeed in making the government a modern, electronic enterprise, we must continue to address
these chronic problems. The passage of the E-Government Act of 2002 codifies the Office of Electronic
Government, which was set up in 2001 to spearhead the Administration’s efforts in this area. It also
creates an E-Gov fund to help leverage agency investments in cross agency initiatives and promotes
the Administration’s efforts to ensure computer security. The bill enhances the Administration’s
ongoing support for specific initiatives like on-line rulemaking, which allows interested parties to
comment on draft regulations over the Internet.

Budget and Performance Integration

The Budget and Performance Integration Initiative follows through on the President’s commitment
to build a results-oriented government that funds what works and reforms or ends failing federal
programs, redirecting or recapturing their funding. This initiative has shown the most improvement
since September 2001. While no green status scores have been achieved yet, gains in a half-dozen
departments and agencies can point to concrete results to justify why programs deserve additional
resources.

For example, DOT’s Federal Highway Administration has justified additional budget resources by
linking highway safety gains to planned use of rumble strips and reflectors to prevent run-off-the-
road crashes, which kill thousands of motorists every year.

The Department of Labor shows the full cost of the many training programs it funds; the sources
of federal funding; and the extent to which participants get jobs, keep them, and increase their earn-
ings. Presentations like these help policymakers get results for citizens, shifting funds to programs
that work best and away from those that do not.

Many other agencies are also working to present their budgets with information telling how well
they’re doing. However, program performance information is still often unclear or not measured at
all. And when programs are measured, more often than not there is little or no connection between
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performance data and budget decisions. The Administration is using the Program Assessment Rat-
ing Tool (PART) to correct this shortcoming.

With the PART, this year OMB along with its colleagues in the agencies reviewed about 20 percent
of all federal funding, or some 234 programs. The process of completing the evaluations was some-
times contentious. Nonetheless, it generated a great deal of constructive dialogue about program
strengths and weaknesses, as well as the importance of demonstrating program results. Only about
half of federal programs evaluated were able to demonstrate results; as a consequence, the detailed
findings from the assessments, rather than the overall rating, helped inform budget decisions.

Another key aspect of this initiative has been the development of a set of common performance
measures for programs that deliver the same service. Dozens of programs offer job training services
in one form or another. The question is: Which ones work well? But even more importantly, which
ones help people land and keep solid jobs? Common measure data will allow for comparisons that
may reveal opportunities for improvement and increased efficiency. While this first year of efforts
focused on six areas—housing, job training, wildfire management, flood mitigation, health, and en-
vironment—it will be expanded in the coming year.

Discussions of these specific initiatives can be found in the chapters of agencies chosen to lead
each effort. Highlights on how agencies fared in the President’s Management Agenda can be located
near the close of their respective chapters. A compendium of performance information, including
data on PART evaluations conducted this year, is contained in the Performance and Management
Assessments volume.

The Scorecard

The Executive Branch Management Scorecard that follows is the device the Administration uses to
track agencies’ efforts in implementing the agenda. Throughout the year, agencies are monitored and
ratings are given at the end of each quarter on each initiative. Status ratings are evaluated against
the standards for success included in the Performance and Management Assessments volume. The
standards were developed in consultation with federal agencies through the President’s Management
Council, the group of agency leaders charged by the President to implement the agenda. Progress
ratings assess the agencies’ work in developing viable, ambitious plans for achieving the standards
and their efforts to implement the plans.

Since July 2002, ratings for each quarter have been posted on the Results.gov website. The
scorecard published here includes ratings for the quarter that ended December 31, 2002, and
shows changes in status since the Administration conducted the first evaluation of September 30,
2001. Since then, a single green light has been added to the one that appeared on the original
scorecard. And the second green shows up in the agency that earned the first—the National Science
Foundation (NSF). This scorecard includes status scores only for DHS, due to its newness. The
second scorecard reports progress on the nine program initiatives.
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Executive Branch Management Scorecard

Current Status as of Progress in Implementing the President’s
December 31, 2002 Management Agenda
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Arrows indicate change in status since baseline evaluation on September 30, 2001.
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Program Initiative Scorecard

Initiative Status Progress
Faith-Based and Community Initiative 1 ‘
Privatization of Military Housing ‘

Better R&D Investment Criteria

Elimination of Fraud and Error in Student Aid Programs and Deficiencies
in Financial Management

Housing and Urban Development Management and Performance

Broadened Health Insurance Coverage Through State Initiatives

A “Right-Sized” Overseas Presence

Reform of Food Aid Programs

Coordination of VA and DoD Programs and Systems

Arrows indicate change in status since baseline evaluation on June 30, 2002.



RATING THE PERFORMANCE OF FEDERAL
PROGRAMS

The measure of compassion is more than good intentions, it is good results. Sympathy is not enough.

President George W. Bush
April 2002

Federal programs should receive taxpayer dollars only when they prove they achieve results. The
federal government spends over $2 trillion a year on approximately 1,000 federal programs. In most
cases, we do not know what we are getting for our money. This is simply unacceptable.

Good government—a government responsible to the people whose dollars it takes to fund its op-
erations—must have as its core purpose the achievement of results. No program, however worthy
its goal and high-minded its name, is entitled to continue perpetually unless it can demonstrate it is
actually effective in solving problems.

In a results-oriented government, the burden of proof rests on each federal program and its advo-
cates to prove that the program is getting results. The burden does not rest with the taxpayer or the
reformers who believe the money could be better spent elsewhere.

There can be no proven results without accountability. A program whose managers fail year after
year to put in place measures to test its performance ultimately fails the test just as surely as the
program that is demonstrably falling short of success.

These ideas are simple, but they do not reflect how things have operated in the federal govern-
ment. Instead, the Washington mentality has generally assumed that program funding should
steadily increase with the only question being “by how much?” This type of thinking has wasted
untold billions of dollars and prevented the emergence of results-oriented government.

This budget makes an unprecedented effort to assess the effectiveness of specific federal
programs. It introduces a new rating tool to hold agencies accountable for accomplishing
results. Programs are rated from Effective to Ineffective, and the ratings and specific findings
produced will be used to make decisions regarding budgets and policy. The tool assumes that
a program that cannot demonstrate positive results is no more entitled to funding, let alone an
increase, than a program that is clearly failing.

This Program Assessment Rating Tool (PART) is discussed in greater detail below. It is far from
perfect. In fact, after using it for the first time, we have identified a number of shortcomings that
will need to be addressed. But it is an important next step in changing the way federal managers
think about their responsibilities. It places the burden of proving effectiveness squarely on their
shoulders. With further improvement and use, it will provide incentives for federal managers to
make their programs more effective. It will provide meaningful evidence to the Congress and other
decision-makers to help inform funding decisions, and identify flaws in underlying statutes that
undermine effectiveness.

47



48 RATING THE PERFORMANCE OF FEDERAL PROGRAMS

Demanding that programs prove results in order to earn financial support, however obvious and
sensible, marks a dramatic departure from past practice. No one has asked about the extent to
which Elderly Housing Grants help the one million very low-income elderly households with severe
housing needs. Is $4.8 billion in federal foster care funding preventing the maltreatment and abuse
of children by providing stable temporary homes? Have federal efforts to reduce air pollution been
successful? These programs seek to accomplish important goals but fail to provide evidence that
they are successful in serving the citizens for whom they are intended.

Even programs known to be failing continue to get support. For example, the Safe and Drug
Free Schools Program, which a 2001 RAND study determined to be fundamentally flawed, has only
grown larger and more expensive. The current system discourages accountability, with no partici-
pant incentives to take responsibility, much less risks, to produce improvements in results.

Previous administrations have grappled with this problem.

¢ President Johnson launched his Planning, Programming, and Budgeting System in 1966 to “sub-
stantially improve our ability to decide among competing proposals for funds and to evaluate
actual performance.” The system was the first serious effort to link budgets to getting results,
and a form of it remains in use at the Pentagon today.

¢ President Nixon followed with an effort called Management By Objective. This attempted to
identify the goals of federal programs so that it was easier to determine what results were ex-
pected of each program and where programs were redundant or ineffective. Nixon stated, “By
abandoning programs that have failed, we do not close our eyes to problems that exist; we shift
resources to more productive use.”

¢ President Carter attempted to introduce a concept known as zero-based budgeting in 1977, to
force each government program to prove its value each year. “[I]t’s not enough to have created a
lot of government programs. Now we must make the good programs more effective and improve
or weed out those which are wasteful or unnecessary,” he told the Congress and the American
people in his 1979 State of the Union Address.

¢ President Clinton’s Administration also offered a broad agenda to “reinvent” government to
make it cost less and do more.

Some of these efforts brought temporary improvement, and some vestiges remain. But the inertia
of the status quo eventually limited the impact of each initiative, and we are no closer to measurable
accountability than in President Johnson’s day.

Thus far, the most significant advance in bringing accountability to government programs was the
Government Performance and Results Act of 1993. This law requires federal agencies to identify
both long-term and annual goals, collect performance data, and justify budget requests based on

A Timeline of ...

Assessment of

Programs
e i External Review --
Initiated in
2003 Budget NAPA/PCIE/
March April PMAC July
I . . . . T —
Feb. Draft PART Tested May June .
2002 on 67 Programs/ PMC Approves Final
Public Input PART/List of
Requested Programs & PART

' >

NAPA = National Academy of Public Administration; PCIE = President's Council on Integrity and Efficiency.
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these data. For the first time, each federal program was required to explicitly identify measures and
goals for judging its performance and to collect information on an annual basis in order to determine
if it was meeting those goals. Senator William Roth, sponsor of the measure, stated at the time that
the act would bring about “accountability by federal agencies for the results they achieve when they
spend tax dollars.”

Unfortunately, the implementation of this law has fallen far short of its authors’ hopes. Agency
plans are plagued by performance measures that are meaningless, vague, too numerous, and often
compiled by people who have no direct connection with budget decisions. Today, agencies produce
over 13,000 pages of performance plans every year that are largely ignored in the budget process.

President Bush intends to give true effect to the spirit as well as the letter of this law. In the 2003
Budget, the Administration rated approximately 130 federal programs on their effectiveness. This
first-ever attempt to directly rate program effectiveness was only a start and far from perfect. The
criteria used to rate programs were not uniform and ratings were based on limited information. Its
influence on budget decisions was limited.

This budget presents a new rating tool that, while still a work in progress, builds on last year’s
efforts by generating information that is more objective, credible, and useful. Where a program has
been rated, the results of the rating have often influenced the budget request. The accompanying
timeline provides information on the development of the PART.

The PART is a questionnaire. The development of the PART began almost a year ago. The goal
was to devise a tool that was objective and easy to understand. Most important, the findings had to
be credible, useful, and ideologically neutral. For instance, the first draft PART questioned whether
a particular program served an appropriate federal role. Because many believed that the answer to
this question would vary depending on the reviewer’s philosophical outlook, it was removed so that
the PART would yield a more objective rating. The accompanying timeline provides information on
the development of the PART.

Whether a federal role is appropriate remains a critical consideration when determining a pro-
gram’s funding level, and thus the issue is still central to budget deliberations. For example, the
Manufacturing Extension Partnership program, which supports a nationwide network of centers pro-
viding technical assistance, earned a Moderately Effective rating, even though it is not evident that
the federal government should be engaged in business consulting. Therefore, the budget continues
the 2003 Budget policy of phasing out federal funding of mature centers with the goal of making them
self-sufficient.

... the PART's Development
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How the PART Works

The PART evaluation proceeds through four critical areas
of assessment—purpose and design, strategic planning,
management, and results and accountability.

The first set of questions gauges whether the programs’
design and purpose are clear and defensible. The second
section involves strategic planning, and weighs whether
the agency sets valid annual and long-term goals for pro-
grams. The third section rates agency management of
programs, including financial oversight and program im-
provement efforts. The fourth set of questions focuses on
results that programs can report with accuracy and con-
sistency.

The answers to questions in each of the four sections
result in a numeric score for each section from 0 to 100
(100 being the best). These scores are then combined
to achieve an overall qualitative rating that ranges from
Effective, to Moderately Effective, to Adequate, to Ineffec-
tive. Programs that do not have acceptable performance
measures or have not yet collected performance data
generally receive a rating of Results Not Demonstrated.

While single, weighted scores can be calculated, the value
of reporting, say, an overall 46 out of 100 can be mis-
leading. Reporting a single numerical rating could sug-
gest false precision, or draw attention away from the very
areas most in need of improvement. In fact, the PART
is best seen as a complement to traditional management
techniques, and can be used to stimulate a constructive di-
alogue between program managers, budget analysts, and
policy officials. The PART serves its purpose if it produces
an honest starting point for spending decisions that take
results seriously.

An initial draft of the questionnaire
was released for public comment in
May 2002. It was reviewed by a
number of independent groups, includ-
ing the Performance Measurement
Advisory Council, chaired by former
Deputy Secretary of Transportation
Mortimer Downey, and a group from
the President’s Council on Integrity
and Efficiency. The PART was then
the subject of a special workshop spon-
sored by National Academy of Public
Administration and a congressional
hearing. The President’s Management
Council approved a final version of the
PART on July 10" and it was released
for use on July 16™.

One lesson learned from these
reviews, and past efforts, was not to
try to do too much at one time. Thus,
the Administration plans to review
approximately one-fifth of all federal
programs every year, so that by the
2008 budget submission every program
will have been evaluated using this
tool. For this year, OMB completed
reviews for 234 diverse programs as a
representative sample of government
programs, as well as to test the flexibil-
ity of the PART. Chosen programs vary
by type (such as regulatory, grants, or
direct assistance), as well as size. To
test how well the PART would confirm
expectations, some programs generally

considered effective (such as the National Weather Service) were included, as well as some widely
criticized as less effective, (such as compliance with the Earned Income Tax Credit (EITC)). Finally,
several items of great interest to the President or the Congress were selected, such as programs
scheduled for reauthorization this year.

The PART’s approximately 30 questions (the number varies depending on the type of program
being evaluated) ask for information which responsible federal managers should be able to

provide.

For instance:

Is the program designed to have a significant impact in addressing the intended interest, prob-

lem, or need?

Are federal managers and program partners (grantees, sub-grantees, contractors, etc.) held
accountable for cost, schedule, and performance results?

Has the program taken meaningful steps to address its management deficiencies?

Does the program have a limited number of specific, ambitious long-term performance goals that
focus on outcomes and meaningfully reflect the purpose of the program?
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¢ Does the program (including program partners) achieve its annual performance goals?

The burden is on the program to demonstrate performance. Absent solid evidence to support a
positive answer, the answer is deemed not favorable and the program receives a lower rating. The
requirement of hard evidence fulfills the principle that federal managers must be held accountable
for proving their programs are well designed and well managed.

Programs must also prove they are working. Programs that cannot demonstrate they are achiev-
ing results either because they have failed to establish adequate performance measures, or have no
supportive performance data show a rating of Results Not Demonstrated. The other ratings are, in
descending order: Effective, Moderately Effective, Adequate, and Ineffective. For more information
on how the PART is used see the sidebar entitled “How the PART Works” in this chapter. Even
greater detail is provided in the Performance and Management Assessments volume.

The purpose of the PART is to enrich budget analysis, not replace it. The relationship between an
overall PART rating and the budget is not a rigid calculation. Lower ratings do not automatically
translate into less funding for a program just as higher ratings do not automatically translate into
higher funding for a program.

For example, the PART assessment found that the Department of Defense does not manage its
Communications Infrastructure program consistent with industry’s best practices. The budget pro-
poses to develop measures for department-wide evaluation and provides additional funding for this
activity because of its importance to national defense. Budgets must still be drawn up to account for
changing economic conditions, security needs, and policy priorities.

This first performance assessment process Half of Federal Programs Have
confirmed many longstanding suspicions.
While the PART gives new programs a full
chance to prove their worth, most rated
this year have been in existence for years.
Federal programs have inadequate measures

Not Shown Results
Percent

Moderately
Effective

Adequate

to judge their performance. Over half of Ineffective B 24.0 _
the programs analyzed received a rating of 5.1 A Eﬁzlcélve
Results Not Demonstrated because of the lack

of performance measures and/or performance Results Not

data.  The vast majority of programs have Demonstrated

measures that emphasize inputs (such as the 204

number of brochures printed) rather than
outcomes or results. For instance, the Ryan
White program previously only measured the
number of people it served; in the future it will also measure health outcomes, such as the number
of deaths from HIV/AIDS.

Patterns emerge in several broad areas of government activity. Despite enormous federal in-
vestments over the years, virtually none of the programs intended to reduce drug abuse are able to
demonstrate results. Such a finding could reflect true failure or simply the difficulty of measure-
ment, so further analysis is in order.

Overall, grant programs received lower than average ratings, suggesting a need for greater em-
phasis on grantee accountability in achieving overall program goals. Many other examples can be
found in the PART summaries. The programs found to have inadequate measures will now focus
on developing adequate measures and collecting the necessary data before the evaluations are done
for next year. Just as importantly, programs that have not yet been evaluated can anticipate such
scrutiny and assess the measures they currently have, and improve them where necessary.
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The PART instrument, and the entire endeavor of budgeting for results, is obviously a work in
progress. We strongly encourage individuals or organizations to examine the worksheets of pro-
grams of interest to them and provide comments on how the evaluation of that program could be
improved. Is there evidence that was missed or misinterpreted? Do the answers seem consistent
with the individual’s or organization’s experience?

Despite an extensive review process and refinements, the tool itself still has limitations and short-
comings. This is not surprising in its debut year. But these issues will need to be addressed be-
fore the process begins for next year. We welcome comments and proposals addressing all these
issues. Comments can be emailed to performance@omb.eop.gov or mailed to the Office of Manage-
ment and Budget/PART Comments, Eisenhower Executive Office Building, Room 350, Washington,
D.C. 20503. These issues include:

¢ Increasing Consistency. A sample of PARTs was audited for consistency by an interagency
review panel, and some corrective action was taken based on its findings. Nonetheless, similar
answers were too often subject to different interpretations. For instance, in the majority of
cases, if the current goals for performance were found inadequate, the program was given little
or no credit for meeting them. How can consistency of answers be improved?

e Defining “Adequate” Performance Measures. Developing good performance measures is very
difficult. The criteria for good measures often compete with each other. For instance, it is
preferable to have outcome measures, but such measures are often not very practical to collect
or use on an annual basis. The fact is there are no “right” measures for some programs. Devel-
oping good measures is critical for making sure the program is getting results and making an
impact. Given the widespread need, we are already planning to provide federal officials more
training on how to select good performance measures. We ask, what else should be done to
improve the development of consistently better performance measures?

e Minimizing Subjectivity. While intended to be based on evidence, the interpretation of some
answers to the questions will always require the judgment of individuals and therefore be some-
what subjective. How can the process be modified to assume greater balance and objectivity?

e Measuring Progress Towards Results. Since the PART focuses on results, the rating provides
little credit for progress already being made —improvement that may not be reflected in program
results for a year or more. For instance, for the National Park Service to improve the condition
of its facilities, it must first inventory them and prepare a plan for eliminating the maintenance
backlog. Those necessary initial steps do not represent results, as measured with outcomes,
and get little credit in the PART. How can the tool or its presentation better capture progress
toward results?

e Institutionalizing Program Ratings. If they are to drive continual improvement, program
ratings must be conducted regularly so that credit is given when earned and deficiencies
are identified in a timely manner. Toward that goal, the ratings were built into the budget
process. How can this activity be continued without requiring an elaborate infrastructure for
it to be sustained?

e Assessing Overall Context. As the General Accounting Office pointed out, the PART does
not capture whether a program complements other, related programs or whether it may work
against the goals of the Administration’s other initiatives. How can the PART rating better
consider programs in a broader context?

¢ Increasing the Use of Rating Information. The PART may or may not prove to influence budget
decisions made by the Congress. But it certainly will give lawmakers more detailed information
on which to base their choices. Most people understand that wise spending decisions go beyond
the widely discussed increases or cuts in one program or another. For instance, a poorly run



THE BUDGET FOR FISCAL YEAR 2004 53

program can benefit from a budgetary boost to address its identified problems. Or a popular
program can flourish without an increase, because it is steadily increasing its productivity and,
therefore, its service results.

Taken seriously, rigorous performance assessment will boost the quality of federal programs, and
taxpayers will see more of the results they were promised. What works is what matters, and achieve-
ment should determine which programs survive, and which do not. The public must finally be able
to hold managers and policymakers accountable for results, and improve the performance of federal
programs in the way that Presidents and Congresses have sought for decades. Whether resources
shift over time from deficient to good programs will be the test the PART itself must pass.






DEPARTMENT OF AGRICULTURE

The President’s Proposal:

Continues implementation of farm program safety net, with 10-year cost of
$174 billion, and proposes reforms to efficiently deliver crop insurance;

Extends and improves important nutrition programs including the School Lunch,
Breakfast, and Child and Adult Care Food programs, and renews and fully funds
expected participation for the Special Supplemental Nutrition Program for Women,
Infants, and Children;

Ensures more farms and ranches receive conservation assistance by increasing
funding and reducing governmental overhead;

Proposes the highest level ever for forest firefighting and state forest conservation
grants; and

Improves forest health through the President’s Healthy Forest Initiative.

The Department’s Major Challenges:

Restructuring to efficiently deliver diverse range of programs, most of which were
established 50 to 70 years ago, to meet the needs of contemporary American
consumers and producers;

Implementing the largest conservation program in history, utilizing the private sector,
and not growing the base of federal employees;

Addressing the impacts of globalization on agricultural trade; and
Protecting the nation’s forests from fire, while controlling wildland firefighting costs.

Department of Agriculture

Ann M. Veneman, Secretary
202-720-3631
Number of Employees: 114,040
2003 Spending: $72.8 billion

Major Assets: Field Offices: 18 program agencies or-
ganized under seven mission areas, with a total of 7,400
field, state, or regional offices outside of the Washington,
D.C. headquarters.

www.usda.gov
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The United States Department
of Agriculture (USDA) helps meet
the needs of farmers and ranchers
throughout America, and provides
vital nutrition assistance to those
in need. The Department promotes
agricultural trade and production;
works to assure food safety; protects
natural resources; fosters strong rural
communities; and fights hunger in
America and abroad.



56 DEPARTMENT OF AGRICULTURE

Overview

Farming has changed dramatically since the early 20" Century, when the government’s involve-
ment in agriculture began. Today, there are fewer farms (less than two million compared to almost
six million a century ago). Today’s farms are larger and increasingly utilize sophisticated production
and information technologies. Consumer demands are more complex, as are marketing and distri-
bution systems. Environmental standards, energy issues, and international trading rules influence
production more than ever. The farm bill President Bush signed on May 13, 2002 recognizes these
trends and directs over 75 percent of all USDA funding to these areas. The farm bill expanded the
safety net for farmers and ranchers; inaugurated a new era in conservation programs on the farm,;
and renewed the Food Stamp program through 2007.

Performance Evaluation of Select Programs

Program Rating Explanation Recommendation
Food Safety and Inspection Adequate This program has a clear FSIS will evaluate its
Service (FSIS) and significant role in risk-based food safety
protecting the nation’s food program to analyze the
supply. Though FSIS has benefits and impacts of
been effective in reducing expanding the program to all
incidences of foodborne plants.

illness, the program is not
optimally designed to address
food safety.

National Forest Improvement | Results Not The program has improved No funding is provided
and Maintenance Demonstrated | the collection of performance | for deferred maintenance
data. However, a significant | until clear priorities are
maintenance backlog exists established. The Forest

and the agency needs to Service will increase
improve priority setting for incentives to decommission
these projects. underutilized infrastructure

and develop improved
performance measures.

Rural Electric Utility Loans Results Not Though this program has New measures and goals
and Guarantees Demonstrated | a clear purpose and is will be specified and
effectively managed, there outcome-oriented. For
is a disconnect between instance, the program will
USDA'’s strategic goals and target loans to areas with high
the program’s performance poverty rates. The budget
goals and measures. also requests an increase in

funding for hardship loans
that can only be used in areas
that are severely depressed.
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Food Production

America’s agricultural sector is the most productive in the world. The size of the sector relative
to the rest of the economy has been shrinking over the last century, yet commodity production lev-
els have increased. The percent of individuals in farming has similarly declined (from 39 percent
of the population in 1900, to less than two percent today), while the average farm size has grown
significantly. While farming accounts for less than one percent of U.S. gross domestic product (GDP)
annually, the associated business of agriculture—from producer to processor to retailer to the food
service sector—generates 16 percent of U.S. GDP, and employs 17 percent of the American work-
force. With the productivity of U.S. agriculture growing faster than domestic demand, U.S. farmers
and agricultural firms rely heavily on export markets to sustain prices and revenue. In fact, the
farming sector depends on exports of U.S. commodities for between 20 percent and 30 percent of total
farm income annually. Agricultural exports totaled $53.3 billion in 2002, up from $52.7 billion in
2001, and accounted for about eight percent of all U.S. exports.

In late summer 2002, the Administration began implementation of the 2002 farm bill. Also during
this time, a major drought in large portions of the United States took a significant toll on produc-
tion. Most farmers in the region were able to get assistance through USDA’s crop insurance and other
farm bill programs. In addition, the Administration provided over $1.5 billion in disaster assistance
primarily to affected dairy farmers and cattlemen, whose losses were not covered by these programs.

Natural disasters regularly threaten and affect agricultural production. USDA’s crop insurance
program is the primary risk management tool for farmers. Program evaluations, including the
Program Assessment Rating Tool (PART) analysis, indicate that crop insurance does a good job of
insulating the agricultural community from the vagaries of nature. Claims for losses incurred in
the 2002 crop year are expected to be approximately $4 billion. Although private insurance compa-
nies provide coverage, over half the cost of farmers’ insurance premiums is subsidized to encourage
farmer participation. Currently, 80 percent of eligible acres are insured by the program, which com-
pares favorably with private sector benchmarks. The government’s cost to deliver crop insurance is
constrained in the budget by proposing to limit the reimbursement rate for administrative costs that
private insurance companies receive—to better reflect the appropriate cost of administering the pro-
gram and to give insurance companies an economic incentive to control administrative costs. This
proposal is expected to save the U.S. taxpayer $68 million in 2004.

Natural disaster assistance, of course, makes up only a fraction of the many programs the fed-
eral government runs to benefit the American farmer. The bulk of USDA spending on production
agriculture goes to farmers in the form of government payments—with multiple options to stabilize
prices and income, depending upon the commodity. This support provides the assurance of a stable
domestic food supply and associated production sector.

Large Farmers Find Government Support at USDA

USDA'’s Economic Research Service has found that government payments are not necessarily reaching the
producers that most need them. Just over 40 percent of all farms receive government payments, yet half of
all government payments go to farms with sales of $250,000 or more; these farms produce 67.5 percent of
total agricultural production. The 76 percent of all farms that make less than $50,000 in sales, and produce
8.5 percent of total agricultural production, receive 16 percent of total government payments.
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Commodity payments are important to Cotton Production: Acres Planted vs.
agncu}tural producers, but sometimes they N Market Price
can distort the market. For example, large g ons of acres Dollars per pound
producers, who are in a better position to 16 [ Acres
manage risk, are also eligible for government = Dollars - 100
payments. There are supposed to be limits on 147
the amount of USDA funding each farmer can 127 [~ 80
receive (called payment limitations). However, 107 o
the farm bill allows large producers to exceed 8]
these limits by using commodity certificates. 6 - 40
The majority of farmers who take advantage 4
of these certificates produce cotton. In recent 2 20
years, even though the national and world 0 0
price of cotton has fallen, the acreage planted oot 1998 1995 1997 1999 2001

to cotton has increased (see accompanying

chart). The Administration will consider the input of the Commission on Application of Payment
Limitations (established in the 2002 farm bill) to address commodity certificates and other USDA
payment limitation issues.

Another example of a farm bill program causing market distortions is in the dairy sector. USDA’s
dairy price support program has resulted in huge quantities of government-owned stocks of nonfat
dry milk. Even though dairy prices have been stagnant to declining in the past few years, production
levels have not adjusted, as the government is obliged to purchase dairy products. The annual costs
to run the dairy support program were well below $1 billion throughout most of the 1990s. The
current estimated spending on these programs, including income support payments, is expected to
exceed $2.8 billion in 2003 and $1.4 billion in 2004. USDA recently lowered the price the government
will pay to purchase nonfat dry milk, in an effort to stem the growing inventory. This change will be
closely monitored and future action taken if government stocks continue to grow.

An added challenge for USDA is found in
transitioning its field infrastructure—35,000
field level staff in over 5,600 county offices
nationwide—to meet the needs of the modern
American farmer. Efforts to modernize and
streamline county offices have met with some
success in the areas of technology and co-loca-
tion. (Co-located office sites are called USDA
Service Centers.) Restructuring information
technology support and addressing adminis-
trative redundancies would further increase
efficiencies, simplify customer transactions,
and improve program delivery. Evidence
shows that this progress is stymied by the
current agency organization structure, which

USDA purchases nearly half of all domestic nonfat dry milk production has not changed signiﬁcantly since the 1930s.
and currently stores 1.2 billion pounds of nonfat dry milk in caves and

warehouses in Kansas City. If each bag in storage were laid out end to USDA scientists, as well as USDA’s
end, a line of nonfat dry milk would stretch for 12,000 miles, or twice the research. education grants extension. and
distance from California to Vermont and back again. L) > ’
statistical programs all contribute to Amer-
ican farm productivity. Recent breakthroughs by USDA scientists include these developments:
sunflower oil with half the level of saturated fat; rapid diagnostic tests for swine fever and
avian influenza; and a vaccine to more quickly protect animals in the event of an outbreak of
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foot-and-mouth disease. The budget has increases for in-house research in the areas of counter-ter-
rorism and biosecurity, emerging and exotic diseases, genomics, and information technology cyber
security. USDA’s expertise in these areas is critical to negotiating technical standards with our
trading partners. The Administration is committed to removing trade barriers around the world
and to entering trade agreements that will benefit the U.S. agricultural sector. Evidence suggests
that USDA’s trade assistance programs are important to maintain and expand U.S. exports, and
USDA food aid programs are counted on for humanitarian assistance.

Nutrition Programs

Almost half of USDA’s budget supports nutrition programs for individuals and families in
need. These programs include the National School Lunch program, the Special Supplemental
Nutrition Program for Women, Infants, and Children (WIC), and the Food Stamp program.

The National School Lunch program provides funds to
states for meals served to children in schools. Children from
households with incomes below 130 percent of poverty are
entitled to free meals. However, studies conducted by USDA
and data from national surveys suggest that a significant
number of children approved for free lunches are from ineligible
households. Because the information collected for school lunch
eligibility is also used to allocate a wide array of federal, state,
and local education dollars, errors in certifying children for
school lunches can lead to a diversion of funds away from the
lowest-income schools. The Performance Assessment Rating
Tool (PART) for the lunch program noted the high rate of
improper payments and the lack of annual performance goals
to measure the long-term goal of serving meals that meet the
dietary guidelines. More information on the PART assessment
is available in the Performance and Management Assessments
volume.

USDA proposes to improve the accuracy of eligibility
decisions through actions under current law and as part of
the reauthorization of the Child Nutrition Act.  The new

USDA school lunches are part of the school day o . A
for 58 percent of all students enrolled in public ~ System will improve access for low-income children already

schools. participating in means-tested programs by mandating the use
of program records from Food Stamps or Temporary Assistance for Needy Families to directly certify
children’s eligibility for lunch. For other households, states will use a combination of third-party
wage data, expanded requirements for up-front documentation, or other means to verify information
reported by households.

The proposal will not reduce funding for the lunch program. Any savings that result from improv-
ing payment accuracy will be reinvested in the program in support of the Administration’s principles
for strengthening the program’s operation. These are to:

¢ ensure that all eligible children have access to meals;
¢ provide financial incentives to schools that serve meals that meet the dietary guidelines;

e create an equitable mechanism for allocating federal and state education dollars targeted at
low-income children;

¢ ensure that meal reimbursement rates provide adequate support for program meals;

¢ streamline program administration and minimize administrative burden; and
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e provide adequate resources for program oversight and evaluate the impact of program changes
on children and participating schools.

The WIC program serves the nutritional needs of low-income pregnant and post-partum women,
infants, and children. Although WIC is often highlighted as one of the most effective federal pro-
grams, and numerous studies on aspects of WIC seem to support this conclusion, a comprehensive
evaluation of the program’s effectiveness is long overdue.

WIC is scheduled for renewal in 2004. The President’s Budget and reauthorization proposal will
provide $4.8 billion for WIC services. This request provides funds to serve an estimated 7.8 million
people monthly—all those estimated to be eligible and seeking services. In 2003 the Administration
proposed a contingency fund, which if enacted will ensure that the program can expand to serve an
increasing number of eligible persons, should that be necessary. In addition, the funds will support:

¢ abreastfeeding peer counselor program to target nutrition education and information to increase
breastfeeding initiation and duration;

¢ test programs to see if WIC can help prevent childhood obesity, a significant public health con-
cern; and

¢ an independent, comprehensive evaluation of the effectiveness of the WIC program.

Food stamps alleviate hunger and
malnutrition among low-income
individuals. In 2004, the Food Stamp
program will provide approximately
$21.6 billion in benefits to 21.6 million
people. The federal government will
provide an additional $3.9 billion for
state administrative costs, job training

Can WIC Help Reduce Childhood Obesity?

WIC was created to combat hunger and poor nutrition
among young children and their mothers. Now, ironi-
cally, the opposite is a greater health problem for WIC's
clients. In 1998, 17 percent of all children participating
in WIC—and more than 40 percent of women partici-
pants—were overweight.  Nationwide, the prevalence

of childhood obesity has doubled in the last 30 years,
an epidemic that poses a serious threat to the health of
Americans. The WIC program is in a unique position to
address this issue among its participants. In an average
month, WIC serves about half of all infants and approxi-
mately one-quarter of all children aged one to four in the
United States.

A recent three year effort identified potential steps the
WIC program could take to prevent childhood obesity,
starting from pregnancy. The budget funds a number
of WIC demonstration projects that will evaluate whether
WIC can combat obesity by testing approaches such as:
targeted staff training; food packages; nutrition education;
and the promotion of physical activity.

programs for food stamp recipients, and
the Puerto Rico Nutrition Assistance
block grant.

The 2002 farm bill made important
improvements to the Food Stamp
program, particularly for legal immi-
grants, individuals with disabilities,
and working families. The bill enacted
President Bush’s proposal to restore
food stamp eligibility to legal immi-
grants who have lived in the country for
five years, and restored eligibility with
no wait to legal immigrant children and
adults with disabilities. The farm bill
improved benefits for large households

and made it easier for individuals with disabilities to qualify. The farm bill also provided significant
opportunities for states to simplify program rules and strengthen the Food Stamp program as a
work support for low-income families. The Administration is committed to improving integrity in
the Food Stamp program with a goal of reducing the national average error rate from 8.7 percent for
2001, to 7.8 percent for 2004. This improvement is projected to save as much as $90 million in 2004.
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Conservation of Our Natural Resources

Farmers and ranchers own and manage half of our nation’s land. They are stewards of much of our
soil, air, water, and wildlife. In order to effectively conserve these natural resources and protect the
environment, USDA provides both funding and technical expertise. This assistance has improved
resource conditions, for example, by reducing soil erosion from croplands around the country. Be-
tween 1982 and 1997, conservation assistance helped to reduce soil erosion caused by wind and water
by 38 percent, or 1.2 billion tons.

USDA Conservation Funding Farming is aboqt to become even “cl.eaner:”
The 2002 farm bill is the most conservation-ori-
ented in history. USDA now has unprecedented
Il 2002 Farm Bill [l Baseline resources to address many of the nation’s en-
vironmental challenges on agricultural lands.
As the accompanying chart shows, by 2007 the
farm bill authorized a 120-percent increase in
funding for USDA’s conservation programs—a
total of about $4.7 billion.

Budget authority in billions

The increased conservation funding offers
substantial opportunity, but also presents
USDA with significant challenges when

2001 2002 2003 2004 2005 2006 2007  delivering assistance through new and larger

Source: USDA programs. Federal conservation must be

administered as cost-effectively as possible.

Every dollar saved is a dollar that can be used at another farm to help conserve and protect

natural resources, fish and wildlife. This budget proposes to improve the quality, effectiveness, and

efficiency of the federal government’s investments in conservation. To achieve this end, the 2004
Budget puts forth the following principles:

e Constrain administrative costs and create opportunities for non-federal organizations to help
plan and install conservation measures. The budget ensures that the maximum amount of pro-
gram funds go into conservation projects on the ground, rather than into overhead costs. The
federal government will look to non-federal partners (such as private sector companies, non-
profit organizations, and state and local agencies) to supply the technical assistance needed to
install conservation measures. The 2004 Budget will aggressively partner with these non-fed-
eral technical service providers to help USDA efficiently deliver high-quality conservation.

e Prioritize conservation needs, focus resources at the greatest problems, monitor and evaluate
the results. While funding for conservation has increased significantly, the federal government
must still prioritize and target assistance to the greatest natural resource needs. USDA has
designed its conservation programs to focus on priority needs, such as reducing water pollutants
in watersheds labeled impaired by the Environmental Protection Agency, preserving high-value
wetlands, and enhancing wildlife habitat for at-risk species. In addition, the budget provides
new resources to the Natural Resources Conservation Service (NRCS) to improve coordination
with other federal agencies and begin monitoring and evaluating the performance of USDA’s
conservation programs. A PART analysis of two of NRCS’ programs, the Farmland Protection
Program and Wildlife Habitat Incentives Program, revealed that the agency needs to develop
additional outcome-based performance measures for these programs.
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Safeguarding the Nation’s Food Supply and Animal and Plant Health

USDA inspectors work in processing plants and in fields and laboratories across the country. Their
mission: to guard the health of America’s crops and animal herds, and enforce the rules of safe
production and marketing. USDA’s inspection programs are challenged to keep pace with scientific
and technological developments and growth in the volume of trade and production.

Meat, poultry, and egg products are inspected by USDA before entering the retail food chain.
USDA’s Food Safety and Inspection Service (FSIS) is moving from a sensory-based system toward
a science-based system designed to detect microbial contaminants and eliminate the defects of
traditional inspection. USDA has had difficulty improving the inspection system to make it more
risk-based because of underlying inspection laws, originally enacted in the early 1900s. Although
the PART analysis for the agency confirmed that the current inspection system has been effective in
reducing incidences of foodborne illness, it also indicated that the current system is not optimally
designed to address microbiological food safety concerns. USDA has piloted a new inspection
system that should help FSIS meet its goals and improve efficiency. The budget proposes to
continue improving food safety through evaluating the pilot for the costs and benefits associated
with expanding it. In addition, funding is provided to support increased microbiological testing to
ensure effective controls or elimination of pathogens in products.

USDA monitors for pests and diseases, and
works with stakeholders to control or eradicate
an outbreak. These are important partner-
ships with state and local governments and
producers and private industry, which share
a role and responsibility to ensure the safety
of these resources. USDA is in the process
of clarifying these roles and responsibilities
to improve such partnerships. Also, the
USDA programs that inspect people and cargo
coming from overseas are transferred to the
Department of Homeland Security, as part of
the overall program to ensure the security of
our borders.

the potential to destroy millions of America’s hardwood trees, including
maples, ashes, willows, and elm trees.

Our National Forests

USDA manages the 189 million acres of our national forest system, and three million acres of
national grasslands. Many cherish these acres for their recreational, habitat, and resource val-
ues. Protecting these resources against the ravages of fire is one of USDA’s greatest contemporary
challenges in managing the forest system. The fire season for 2002 was the second largest in 50
years, burning more than seven million acres, and tragically 21 firefighters were killed. Excessive
fuel buildup coupled with severe drought in the West created tinderbox conditions that left many ar-
eas vulnerable to fires that were faster, of greater intensity, and more damaging to the environment.

Wildfires historically have played a vital ecological role, promoting natural plant succession and
increasing forest resistance to fires, disease, and drought. However, this situation has evolved for
the worse as a result of a century-long practice of suppressing wildland fires. Today, 38 percent (73
million acres) of national forest system lands are rated at a moderate or high risk of catastrophic fire.
All the while, more people move into traditional wildlands areas.
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The Healthy Forests Initiative

The Hayman fire, which burned more than 137,000 acres
in Colorado in 2002, illustrates the importance of the Pres-
ident’s Healthy Forests Initiative. Prior to the Hayman
fire, the Forest Service thinned more than 8,000 acres in
the Pike National Forest. On these acres, trees survived
the Hayman fire unharmed, which helped halt the fire’s
sweep toward homes. The less intense fire also reduced
the need for aircraft, firefighters, and other expensive
wildfire suppression tools. In untreated areas, the Hay-
man fire burned at higher temperatures and reached the
tops of trees, resulting in greater losses and accelerated
soil erosion. A similar forest health project based on
two years of planning and analysis would have treated
4,000 acres within the burned area. Unfortunately, red
tape and endless litigation delayed it. The goal of the
Healthy Forests Initiative is to promote timely decisions,
greater efficiency, and better results. By moving towards
common-sense, active forest management, the initiative
aims to treat more acres with high fuel loads and reduce

Fire suppression costs have risen
over the past few years. In 2002,
USDA’s Forest Service spent nearly
$1.3 billion, an increase of 68 percent
over the average fire suppression costs
of the past five years.  These costs
were spent on suppressing wildfires on
over 2.4 million acres of forest, or an
average of $529 per acre. In compar-
ison, the Department of the Interior
(DOI), spent on average $177 per acre
suppressing fires on 2.2 million acres,
part of which were grasslands that
can burn less intensely. During the
past two fire seasons anecdotal news
reports have pointed to incidences of
excessive expenditures, including too
much firefighter downtime. The Forest
Service has also encountered problems
keeping timely reports of firefighting

the risk of catastrophic wildfire losses. costs as they accumulate. A PART

evaluation looked at the firefighting
program and found weaknesses with how funds are targeted. To address these concerns, the
budget proposes that the Forest Service and DOI: review the cost-effectiveness of large fire aviation
resources; form a review team to evaluate and develop cost containment strategies; improve the
timeliness of tracking fire suppression spending; assess state cost-share agreements to ensure that
the federal government is not paying a disproportionately high share of suppression costs; and
increase state and local incentives to reduce their risks of catastrophic fire.

Within the Forest Service’s overall budget
of over $4 billion, $230 million is for the
Hazardous Fuels Treatments program to
reduce the amount of brush and small trees
that exacerbate the risk of catastrophic fire.
This is a 90-percent funding increase over the
last three years. Within this amount, over 70
percent of funds will go to the “wildland-urban
interface,” or forested areas next to communi-
ties that face a high risk from fires. The budget
also provides a realistic estimation of the cost
of fighting fires in a typical year. Accordingly,
wildfire suppression is funded at a 10-year
average of $605 million.  The budget also
emphasizes improvements to fire management
planning and program performance. In
addition to comparing costs per acre, common performance measures have been established at
USDA and DOI. These measures evaluate the degree to which funds are targeted at priority
areas, such as the protection of communities, and compare performance across agencies. This year
the Administration will create baselines and targets to measure agency progress, and increase
accountability for containing the costs of controlling wildfires.

An airtanker drops fire retardant on a wildland fire. On average, it costs
the Forest Service $4,000 per drop of fire retardant, or slurry, to slow the
advance of fire.
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Rural Economies

The nation’s population has gradually shifted toward urban and suburban centers, with about 20
percent now living in rural surroundings compared with 36 percent just 50 years ago. This popu-
lation shift provides another challenge for USDA—how best to utilize rural development resources
to meet the diversity of needs of those who remain in rural America. USDA’s rural development
programs provide loans and grants to rural communities to address infrastructure, housing, and eco-
nomic development needs. On average, USDA provides over $10 billion in such assistance annually.

USDA provides loans and loan guarantees for utilities. Based on the PART analysis, the 2004
Budget proposes to increase funding for those electric and telecommunications loans which are tar-
geted to severely depressed areas. In addition, USDA will target electric loan funds to areas of high
poverty and will require utilities receiving assistance to recertify that they are serving rural, not
urban or suburban, areas. These changes will increase the availability of utility service in needy
areas, improving the quality of life while maintaining and attracting businesses.

A PART analysis confirmed that water and wastewater grant and loan programs have effectively
increased the number of small rural communities with safe drinking water and modern sewer sys-
tems. However, it also identified the need for better long-term and annual measures to evaluate
management and funding decisions.

Update on the President’s Management Agenda

- . . Budget and
. Competitive Financial
Human Capital : E-Government Performance
Sourcing Performance .
Integration

e [ o [ o ®
e | @ | @ | @ | @

USDA has demonstrated significant management progress over the last two quarters, but still lags behind other
Cabinet Departments on the management agenda. By addressing skill gaps in its top 21 mission-critical
positions, USDA moved ahead in the human capital initiative. USDA will implement a department-wide human
capital plan that addresses strategic management and the actions needed to respond to their human capital
challenges. USDA converted a number of positions to the private sector, and allowed the private sector to bid
for certain jobs. However, USDA has yet to demonstrate progress in allowing the private sector to deliver a
significant share of conservation technical assistance. USDA has updated its strategic plan showing significant
progress in budget and performance integration. To improve further, USDA needs to link the Department’s
overarching purposes with program performance data and funding decisions. USDA'’s attention to financial
management has resulted in a clean consolidated audit report for the first time; however, compliance with
government-wide spending restrictions remains a challenge.
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Department of Agriculture
(In millions of dollars)

2002 Estimate
Actual 2003 2004
Spending
Discretionary Budget Authority:
Commodities and International ............ccccoeeeeeeiiiiiiiiice, 2,623 3,105 3,120
RuUral DeVEIOPMENT........oiiiiiieii e 2,535 2,538 2,265
FOrEST SEIVICE ..covvveii e e e 4,393 3,948 4,060
(070 ] g EST=T RV 1 1[0 o [P 1,054 1,195 1,241
Food and NULFTION SErVICe.........ccuuiiiiiiiiiiieee e 4,917 5,033 5,110
RESEAICH ...ttt e 2,284 2,202 2,226
Marketing and Regulatory Programs..........cccoooioiiiiiiiiiiiieieeeineenes 1,661 1,581 1,616
Central AdMINIStration ............uuuuiiiiiiiiiiie e 557 645 664
Subtotal, excluding user fees and mandatory changes................. 20,024 20,247 20,302
NEW USEI TEES ..o — -34 -159
Mandatory savings proposals ........cccceeeeeeeeeeeieveeeieeeeeeeeeeenn — —668 —640
Total, Discretionary budget authority .............cccoooeeiiiiiiie, 20,024 19,545 19,503
Mandatory Outlays:
Food and NULHtioN SErVICE............oovviiiiiiicciieie e, 32,314 36,490 37,065
Commodity Credit Corporation...........cooeuiiiiiiiiiieieeeee e 15,413 15,444 14,961
Farm Loan Programs ...........coooiiiiiiiiiiemeeiiise e e e e e e eeeeeenees 436 —656 -767
CropP INSUMANCE ...t e 2,946 3,241 2,771
[ 0T (o T AR T=T Vo R 1,043 694 685
Animal Plant and Health Inspection Service ..........cccccvvvvviiiiieieneennn. 42 170 124
International Programs ...........oooiiiiiiiiiiieee e e e —422 -525 -501
RuUral DEVEIOPMENT .......eoiiiiiiiiei e -2,893 -2,742 -2,489
Natural Resources Conservation SErviCe .........ccooeevvevveeeeeevevvnieeeennns 227 678 1,244
All Ot PrOgIramMIS ..uveieeiieiee et 137 —531 832
Total, Mandatory OULIAYS ..........uuuereeieiiiiie i 49,243 52,263 53,925
Credit activity
Direct Loan Disbursements:
Farm LOANS ...t 1,029 1,023 952
Commodity Credit Corporation.........ccccoeveieeeeeeeeeeeeieeeeeeeeeeevn 10,131 8,652 8,934
Rural ULIlItIES SErVICE ......coooeiiiiiiieeeeeeci e, 2,531 3,170 2,902
Water and WaStEWALE! ..........coooeiiiiiiiiiieiee e e e e e e e e 643 864 889
RUFAI HOUSING.....oeieieeiieee ettt e e e e e e e e 1,175 1,203 1,408
Rural Community and Economic Development............cccceeeeevevvvennens 253 351 325
Rural Business and INAUSEIY ..........cooevvviiiiiiiiiiiiiin e, 44 4 2
PLL. 480 i a e 130 130 132
Total, Direct loan disbursements..........ccccceeeeeieiiiiiiiiii, 15,936 15,397 15,544
Guaranteed Loans:
FarmM LOGNS ...oeiic e e 2,553 3,000 2,666
Commodity Credit Corporation........c.ccoueveeeeeeeeeeeeeeieeeeeeeeeeeeeeeeeeeenn 3,926 4,225 4,155
RuUral ULIlILIES SEIVICE ....cccviiiiiiiiiiiiiee e 55 235 580
Water and WasteWaLer .......ccccooieiiiei e 9 11 37
RUFAl HOUSING. ...t 2,444 2,016 2,516
Rural Community and Economic Development...........cccccccoeviiiinnnnes 59 211 262
Rural Business and INAUSETY ...........uuuiiiiiiiieeeee e 839 817 1,206

Total, Guaranteed l0ANS.............coovuuiiiiiiiiiiiiee e 9,885 10,515 11,422
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The President’s Proposal:

» Provides tools for growth of the economy through expanded trade and improved

statistics and data collection;

» Improves weather and climate forecasting to benefit public safety, the economy, and

quality of life;

» Supports technological innovation by modernizing patent and trademark operations

and standards research; and

» Refurbishes Department of Commerce facilities to enhance employee productivity.

The Department’s Major Challenges:

» Providing state-of-the-art statistical and scientific information; and

» Accelerating the process for issuing patents.

Department of Commerce
Donald L. Evans, Secretary
www.doc.gov 202-482-2112
Number of Employees: 39,000
2003 Spending: $5.8 hillion

Major Assets: 10 bureaus with offices across the United
States and 86 countries, as well as laboratories, vessels,
aircraft, and satellites used for environmental observa-
tions and scientific research.

The Commerce Department under-
takes a wide range of activities that
contribute to the continued growth
of the nation’s economy. Commerce
gathers and develops economic and
demographic data for business and
government decision-making; helps
American firms and consumers benefit
from open and fair international trade;
issues patents and trademarks that
support innovation; helps set industrial
standards and performs cutting-edge
scientific research; forecasts the
weather to improve public safety; and

promotes sustainable stewardship of the oceans, including ocean fisheries.

This diversity of activities is reflected in Commerce’s three strategic goals:

furnish the information and economic framework to enable the U.S. economy to grow, both

nationally and globally;

provide infrastructure for innovation to enhance American competitiveness; and

observe and manage oceanic and atmospheric resources to help ensure sustainable economic

opportunities.

67
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Improving Economic Information and Performance

The President’s Budget proposes to strengthen core statistical programs in order to address one of
the major challenges facing the Commerce Department. The budget also proposes to realign efforts
in international trade and economic development.

This budget proposes $662 million for the Bureau of the Census for a variety of activities, includ-
ing the collection of timely economic and demographic data and improvements to the design of the
2010 Census. The Bureau’s economic and demographic programs will improve measurement of the
services sector and complete dissemination of the 2002 Economic Censuses and Census of Govern-
ments. For the 2010 Census design improvements, the Bureau will: 1) conduct extensive testing and
development activities; 2) continue ongoing improvements in the accuracy of map feature locations;
and 3) implement the American Community Survey to collect “long-form” data on an ongoing basis,
rather than waiting for once-a-decade censuses. The budget also proposes $147 million to be funded
through the General Services Administration for the second of two new buildings for the Census
Bureau in Suitland, Maryland. Funds for construction of the first new building were proposed in
2003. Census’ facilities are among the worst in the federal government and have decayed beyond
the point where renovation would be cost-effective.

The Bureau of Economic Analysis (BEA) supplies economic statistics, including the gross domestic
product (GDP), which are crucial ingredients for business and government decision-making. Build-
ing on BEA’s effective rating in the Program Assessment Rating Tool analysis, an additional $12
million in 2004 will let BEA continue improving the timeliness and quality of its economic data.
Activities at both Census and BEA will lead to better data on services, international trade, and other
important growth sectors of the economy.

The International Trade Administration (ITA) assists the growth of export businesses, enforces
U.S. trade laws and agreements, and improves access to overseas markets by identifying and pressing
for the removal of trade barriers. This budget supports ITA’s ongoing work and development of
technology-based initiatives that would enhance trade opportunities for U.S. firms. These initiatives
capitalize on already-established interagency partnerships in implementing the President’s National
Export Strategy. One such initiative is the International Trade Process Streamlining Initiative, a
Presidential E-Government effort that focuses on providing U.S. companies better access to trade-
related market research and export services information. Other ongoing initiatives support trade
negotiation activities and improve ITA’s information technology security.

The Bureau of Industry and Security (BIS), formerly the Bureau of Export Administration,
regulates the export of sensitive goods and technologies while supporting the growth of legitimate
U.S. exports. The 2004 funding level of $78 million ensures that BIS can increase its export control
activities, including adding enforcement agents and creating a new office to monitor and assess
technologies requiring export controls. The 2004 increases will also allow BIS to strengthen its
participation in counterterrorism efforts and enhance efforts to reform U.S. export controls.

The Economic Development Administration’s (EDA) mission is to promote a favorable business en-
vironment in economically depressed communities, principally through infrastructure investments.
Yet, as its guidelines have evolved over time, two-thirds of the nation’s counties now qualify for EDA
support. With an increased funding level of $364 million, EDA will seek to direct more funding to
the nation’s most distressed communities and to achieve the greatest possible economic benefit, while
the regional development agencies, such as the Appalachian Regional Commission, will target their
resources on planning and coordinating investments in their regions. The regional development
agencies are discussed in the “Other Agencies” chapter of this volume.
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The Emergency Steel Loan Guarantee Act of
1999 provided funding for federal guarantees
of up to 95 percent on loans by private lenders
to financially troubled steel firms. Despite the
difficult market conditions, there has been lit-
tle demand for the program. Moreover, one of
the two guarantees issued, a $110 million loan
to Geneva Steel, is already in default, leaving
taxpayers to pick up the loss. The 2003 Budget
proposed rescinding $96 million from this pro-
gram. The 2004 Budget proposes rescinding
the remaining $26 million.

In response to the International Trade Com-
mission’s finding of serious injury to America’s
St?el lndUStry from_ abroad’ the Pre&dept ap- Geneva Steel received a federally guaranteed loan on January 3,
plied temporary tariff safeguards averaging 30 001, within months, the company experienced difficulties meeting the
percent on major steel products as relief for do-  terms of the loan and it formally defaulted on the loan on January 25,
mestic producers. The President has also suc- 2002
cessfully championed Trade Promotion Authority, a vital tool for opening foreign markets to Amer-
ican products and services and spurring economic growth. Previous trade agreements have raised
the standard of living for the typical American family of four by as much as $2,000 annually.

Building Infrastructure for Technological Innovation

The 2004 Budget strengthens key Commerce programs so that U.S. businesses can maintain their
technological edge in world markets.

The U.S. Patent and Trademark Office (PTO) issues patents and registers trademarks. It also
works to promote the protection of U.S. intellectual property rights around the world through
international treaties. In 1999, PTO was designated a “performance-based-organization,” giving
the agency management flexibilities while tying senior managers’ tenure and pay to achieving
performance targets.

As the U.S. economy depends increasingly on protection of intellectual property, PTO must effi-
ciently and accurately process patent and trademark applications. Based on an assessment of PTO’s
operations, the trademark side of PTO generally performs well. PTO has reduced the average time

Estimated Patent Processing Time

Number of months
50

If changes are not made to patent operations,
the time required for a complete review of patent
applications (or patent pendency) is expected

to rise to over 45 months in 2008. To fix these
problems, PTO developed a five-year strategic
plan to change fundamentally the way the agency
operates. By processing patent applications
electronically and redesigning the patent search
and examination system, among other changes,

109 === Patent Pendency (current operations) patent pendency is estimated to be 27 months
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it takes to register a trademark, improved quality, and moved from a paper-based to an electronic
processing system. As a result of increasing efficiency and declining applications, PTO’s trademark
operations implemented personnel reductions late in 2002. However, the patent side struggles to
meet performance goals. While patent processing times currently average over two years, including
time spent awaiting replies from applicants, patent examiners spend only about 18 hours, on average,
on a patent application. PTO faces a backlog of 420,000 patent applications, and, as the accompany-
ing chart shows, patent pendency is likely to rise to over 45 months in 2008 if changes are not made.

The proposed spending level of $1.4 billion, a $70 million increase over the President’s 2003 Budget,
will allow PTO to begin implementation of its strategic plan, which will help address the challenge
of accelerating the process for issuing patents. In addition this proposal narrows, by almost half, the
amount that PTO’s fees are above spending—from $193 million in the 2003 Budget to $100 million
in the 2004 Budget.

PTO expects to meet the following performance targets with its 2004 funding and initial imple-
mentation of strategic plan initiatives:

¢ Reduce its error rate from 5.4 percent in 2001 to 3.7 percent in 2004 for patents and from 3.1
percent in 2001 to 3.0 percent in 2004 for trademarks.

¢ Enable electronic processing for patents by October 1, 2004. Receive 80 percent of trademark
applications electronically and implement a fully electronic file management system by 2004.

¢ Achieve complete review of patent applications in an average of 26.9 months by 2008, and com-
plete review of trademark applications in an average of 12.0 months by 2006.

The budget provides increased funding for National Institute of Standards and Technology (NIST)
laboratories in order to meet Commerce’s challenge of promoting state-of-the-art industrial standards
that support technological innovation. NIST laboratories specialize in electronics, manufacturing,
engineering, chemical science, physics, materials science, building and fire research, and informa-
tion technology. The upgrade to NIST’s lab facilities continues with $7 million to equip and operate
the Advanced Measurement Laboratory, a new facility designed to meet state-of-the-art research re-
quirements, and $21 million for renovations of NIST’s Boulder, Colorado facilities. The budget also
provides an additional $11 million for safety, maintenance, and major repairs at the Boulder and
Gaithersburg, Maryland sites.

The 2004 Budget provides an in-
crease of $12 million for homeland Developing Standards for Biometric Identification
security standards development Following the events of September 11, 2001 Congress passed
related to biometric identification, the USA Patriot Act and called upon NIST to develop and cer-
threat detection, and high-rise tify a standard using biometric identifiers, such as fingerprints,
safety. These activities will provide facial patterns, and eye patterns, which can be used to verify
more accurate identification of the identity of individuals applying for a United States visa or
individuals seeking to enter the seeking to enter the United States. The budget includes $3.5
United States, improve capability million for NIST to meet this important homeland security mis-
to detect nuclear and radiological sion.
weapons and help prevent smug-

gling of them across our borders,
and update building and fire standards along with operational guidance for building owners and
emergency responders.

Consistent with the Administration’s emphasis on shifting resources to reflect changing needs, the
2004 Budget proposes to terminate the Advanced Technology Program (ATP). Funding is provided for
administrative costs and close-out. The Administration believes that other federally funded research
and development programs are more effective and of higher priority. Further, large shares of ATP



THE BUDGET FOR FISCAL YEAR 2004 71

funding have gone to major corporations which do not need subsidies. Finally, ATP-funded projects
often have been similar to those being carried out by firms not receiving such subsidies.

The 2004 Budget also maintains the 2003 policy of limiting federal funding for the Manufacturing
Extension Partnership (MEP). MEP was designed to provide information and consulting services
to help businesses adopt advanced manufacturing technologies and business practices. The law
that created MEP required federal monies for each center to be phased-out after six years, with the
goal and incentive of self-sufficiency for each center. Later, the law was changed to permit indefinite
funding. The 2004 Budget, like that proposed in 2003, would restore the program’s original six-year
limit and thus avoid federally-subsidized competition to small, private consulting businesses.

The budget continues to strengthen the spectrum management capabilities of the National
Telecommunications and Information Administration by providing an additional $2 million for these
activities. In addition, the Administration will again propose legislation to streamline the current
process for reimbursing federal agencies that must relocate from spectrum auctioned to commercial
users. Additional telecommunications legislation is discussed in the Federal Communications
Commission section of this volume.

The budget provides no funds for Public Telecommunications Facilities, Planning and Construc-
tion grants. This program has recently targeted most of its funding toward the purchase of digital
transmission equipment by public broadcasting stations. The budget proposes that a portion of
the Corporation for Public Broadcasting’s already enacted 2004 funding be made available for this
purpose.

Observing and Managing the Nation’s Oceanic and Atmospheric
Environment

Behind the Movie Theater Hero

Last November, over 70 tornadoes ripped through
the Midwest and South, including an extremely
powerful twister in Van Wert, Ohio. A 26-minute
warning from the National Weather Service
(NWS) appropriately made a hero of local movie
theater manager Scott Shaffer. Shaffer heeded
local warning sirens and moved moviegoers

to safer areas of the building. The tornado
subsequently destroyed the theater, throwing
cars into the front row of seats.

Thanks to NWS, proper local emergency
response execution, and Scott Shaffer’s quick
wits, no one at the theater was injured. The
budget includes funding to increase lead time
further—from the current average of 11 minutes

Thanks to advance warning, no lives were lost when a tornado destroyed . .
the Van Wert movie theatre. to 15 minutes—and to improve the accuracy of

warnings from 69 percent to 75 percent by 2007.

Accurately predicting storm and other weather events and tracking changes in the climate over
time are important to public safety and economic growth. Compared with the 2003 President’s
Budget, this budget provides an additional $133 million for the National Oceanic and Atmospheric
Administration (NOAA) to improve severe-storm forecasts, the satellite infrastructure needed for
weather and climate prediction and research, and fisheries and ocean programs. The budget also
includes $57 million within the Department of Commerce for the Sea Grant program, which was
previously proposed for transfer to the National Science Foundation. NOAA has reformed the
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program to move increasingly toward merit-based funding of research. In addition, funding is
provided to address maintenance and safety issues associated with NOAA facilities, vessels, and
aircraft.

Every year hundreds of lives and billions of dollars are lost due to severe storms, floods, and other
natural disasters. NOAA’s National Weather Service (NWS) aims to minimize these impacts through
improved weather warnings and forecasts. As a result of modernization investments, tornado warn-
ing lead times have almost doubled—from six minutes in 1993 to 11 minutes today. Because of
NWS’s record of success, the budget provides a boost to further increase lead times and to improve
the accuracy of the warnings. The budget also includes an increase for NOAA’s satellite programs,
which provide data essential for weather and climate prediction and environmental monitoring.

Building on the Administration’s 2003 proposal for a Climate Change Research Initiative (CCRI),
NOAA will receive $17 million to advance climate-modeling capabilities and to develop a climate
observing system. CCRI focuses on reducing significant uncertainties in climate science, improving
global climate observing systems, and developing resources to support policymaking and resource
management. In February 2002, the President announced the formation of the Climate Change Sci-
ence Program (CCSP) to coordinate and to direct ongoing work in the U.S. Global Change Research
Program and the CCRI. The CCSP includes participation from 13 federal agencies with a combined
budget of approximately $1.75 billion. The United States spends as much on climate change research
as all other nations combined.

This budget continues steps to improve
the effectiveness of NOAA’s National Marine
Fisheries Service. Currently, about 20 percent
of major fisheries stocks are over fished,
and stock levels are unknown for another
42 percent. While more than 80 percent of
the over-fished stocks are currently under
rebuilding plans, rebuilding long-lived stocks
can take decades. Over the last decade, sev-
eral fisheries have “collapsed” and as a result
there has been a rise in fishing moratoria,
lawsuits, and federal payments to support
affected fishermen and fishing-dependent
communities.

The 2004 Budget sustains the focus on core
activities, such as fisheries science and stock
assessments, which will improve fisheries
management and economic sustainability
The Climate Change Research Initiative will help improve climate of fisheries. In addition, the budget again
modeling capabilities to better understand phenomena such as El proposes reauthorization of the Magnu-
Nifio. The composite image sho_ws warmer than usual sea-surface son-Stevens Fisheries Conservation and
temperatures (red and yellow sections) off the western coast of South . . .
America during an El Nifio year. Management Act, including the authority

to establish individual fishing quota sys-
tems. Providing market-based incentives and redirecting funds to meet the highest priority fishery
management needs will enhance sustainability and improve the livelihood of fishermen who depend
on these resources.

With the management changes and funding proposed in the President’s Budget, NOAA expects to
be able to reduce the number of over-fished major fisheries by two in 2004 and by nine by 2007. A
greater effect will be felt in the number of sustainable fisheries, as stock levels improve and unknown
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stocks are evaluated. Known sustainable stocks should increase by four percent (five additional fish-
ery stocks) in 2004.

Restoration of endangered salmon stocks is important for environmental quality, commercial and
recreational fishermen, Native American communities, and the economic vitality of the Pacific North-
west. Yet the performance evaluation of the $90 million Pacific Coastal Salmon Recovery Fund re-
vealed that some funding goes to projects that do not directly benefit endangered salmon stocks.
Therefore, the budget proposes improved targeting of habitat restoration projects in four coastal
states—California, Oregon, Washington, and Alaska—that will benefit threatened and endangered
salmon.

Performance Evaluation of Select Programs

Ten Commerce programs were reviewed for performance effectiveness. The Administration pro-
poses a variety of measures to address performance issues identified in the review, such as increasing
funding where needed for core activities, reducing funds for low-priority programs, and instituting
management reforms. The evaluations of, and recommendations for, some of the programs are high-
lighted in the accompanying table. For further details on the performance assessments of the pro-
grams listed here, and on other Commerce programs, refer to the Department of Commerce chapter
in the Performance and Management Assessments volume.

Program Rating Explanation Recommendation
National Weather Service/ Effective The National Weather The budget proposes
National Oceanic and Service is well managed increases to support
Atmospheric Administration and results oriented. Past continued improvement
investments in modernizing in key performance areas
systems have yielded such as tornado-warning lead
significant performance times and hurricane-tracking
improvements. accuracy.
Bureau of Economic Analysis | Effective BEA consistently meets The budget provides an
(BEA) its goals for timeliness increase to improve the
and reliability of GDP data quality and timeliness of
and has developed new BEA'’s economic statistics.
performance goals to improve
the accuracy of GDP and
related economic statistics.
Pacific Coastal Salmon Results Not Some funds are allocated The budget provides the
Recovery Fund/National Demonstrated | to purposes other than the same level of funding
Oceanic and Atmospheric recovery of endangered or requested in the 2003
Administration threatened salmon stocks. Budget for this program. The
Program-wide performance Administration proposes that
measures have not yet been | funds be allocated based on
developed; the program is not | salmon recovery goals and
yet able to measure directly that performance measures
the effect of 600 funded be developed.
projects on salmon stocks.
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Rating Explanation Recommendation

U.S. Patent and Trademark Moderately PTO’s trademarks line of The budget provides funding
Office (PTO)—Trademarks Effective business has met its goal to improve trademark

of an 18-month average for processing time and

complete review of trademark | quality, and to complete

applications and reduced E-Government initiatives.

its error rate to 3.1 percent.

Strong program management

is apparent through the use

of activity-based costing,

competitive sourcing, and

managerial accountability.
U.S. Patent and Trademark Adequate PTO’s patent line of business | The budget proposes reforms

Office—Patents

continues to struggle to
improve the efficiency of

its operations. The times
for initial review and for
completed review of a patent
application continue to

be high and progress on
electronic processing has
been slow.

to improve the efficiency of
the patent examining system
as well as to restructure
PTO’s patent fee collections
to reflect better the agency’s
costs.

Update on the President’s Management Agenda

. . . Budget and
. Competitive Financial
Human Capital . E-Government Performance
Sourcing Performance .
Integration
Status . ‘ . 1
Progress ‘ . . ‘

Arrow indicates change in status since baseline evaluation on September 30, 2001.

The Department of Commerce is making good progress on the President's Management Agenda

items. Department-wide human capital evaluations identified areas with existing and emerging needs for
specialized skills and potential opportunities for delayering administrative functions. This workforce review
should yield concrete results in 2003. Over 85 percent of Commerce offices are using an integrated financial
management system and full implementation is expected in late 2003. This work and Commerce’s efforts to
strengthen information technology security will resolve the Department’'s material weaknesses. Commerce has
completed competitive sourcing reviews on one percent of its positions and has committed to review 20 percent
by the end of 2003. This year, Commerce will transmit to the Congress an integrated performance-based budget
request and has put in place management links among its budget, information technology and capital acquisition
control process, procurement, and human capital efforts.
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Department of Commerce
(In millions of dollars)
2002 Estimate
Actual 2003 2004
Spending
Discretionary Budget Authority:

Departmental Management:

Salaries and EXPENSES .....coooiuiiiiiiiiieeeee e et e e 43 48 57
Emergency Guaranteed Loan Program accounts ............cccccee..... — -97 -26
Office of the Inspector General..........cccccovviiiiiiiiiiiie e, 21 23 23

Subtotal, Departmental Management ..............ccccovvvvvvveeeveeeinennennnnnnn. 64 -26 54

Economic Development Administration...........ccccceeeeeiiiiiiieeeeiieiieeeenn, 366 348 364

Bureau of the CeNSUS.........cooiiiiiiii s 479 705 662

Economic and Statistics Administration .............cccccceeeeiiiiiiiiiienee. 62 73 85

International Trade AdMINIStration...........coveeeviiiiiiiiiiiiiieeeee e 355 364 382

Bureau of INdustry and SECUNILY .........cccuveiiiiiiiiiie e 65 73 78

Minority Business Development AQENCY .........ceeeeieieieeeeeeeeeeeieeeeeeeans 28 29 29

National Oceanic and Atmospheric Administration (NOAA):

Operations, Research and Facilities ..............cccvuviieiinis 2,336 2,289 2,467
Procurement, Acquisition and Construction ..............cccccvvieeereennn. 844 811 842
(@1 [=T = Tt olo 111 o1 i PPRRSTR 90 36 16

Subtotal, NOAA ...t 3,270 3,136 3,325

Patent and Trademark Office (PTO):

Program LeVEL...........ooooiiiiiecceie e 1,130 1,334 1,404
Offsetting CollECHIONS.......vueiiiii i —1,152 —1,527 —1,504

Y0 o] (0] ¢= U = L SO OPPPRPN 122 -193 -100

Office of Technology POlICY .........coocuiiiiiiiiiiiii e 8 8 8

National Institute of Standards and Technology (NIST):

Scientific and Technical Research and Services...............occcuuvnns 330 389 388

Industrial Technology SEerviCes...........uvuviiiiiiiiiiiiieie e e 291 120 40

Construction of Research Facilities ..., 64 54 70
SUBLOtal, NIST ..o e e 685 563 498
National Telecommunications and Information Administration

(NTIA):

Salaries and EXPENSES .....cccuiiiiiiiiiiiitee et 14 17 19

Grant PrOgramIS. ...c.uuuui e ieeiiiie e e ettt e e et e et eeb e e e e e eeb e e aeeaees 68 44 3

SUBtOtal, NTIA et e e 82 61 22

Negative Subsidy RECEIPLS ......coocuiiiiiiiiieiieee e — -3 -1
Total, Discretionary budget authority ...........cccccceieiiiiiii, 5,442 5,138 5,406
Total, Mandatory OULIAYS ...........ccoiiiiiiiiiiiee e 81 242 122

Credit activity
Direct Loan Disbursements:

Fisheries finance direct loan financing account ............ccccceeeinnnneen. 13 117 87
Total, Direct loan diSbUrSEMENES.........ccoeiiiiiiiieiieeee e 13 117 87
Guaranteed Loans:

Emergency oil and gas guaranteed loan financing account.............. 2 — —

Emergency steel guaranteed loan financing account....................... 42 — —
Total, Guaranteed l0ANS ........uueeiiiiiiai i aaaae e 44 — —

1

budget authority.

PTO'’s actual fee collections were $194 million below the estimate developed for the 2002 Budget, which correspondingly increased actual net
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The President’s Proposal:

needs;

The Department’s Major Challenges:

21st Century.

» Continues to wage an aggressive and global war on terrorism while supporting trans-
formation of our nation’s military capabilities;

» Provides unparalleled training and equipment for the troops;
» Funds the intelligence programs necessary to protect the country and support military

» Enhances the quality of life for military personnel and their families;
* Incorporates innovative management practices that increase efficiencies; and

* Advances transformation for a more agile military force.

» Responding to the war on terrorism’s demands, carrying on daily training operations
in the United States and around the globe, and transforming to meet the needs of the

Department of Defense
Donald H. Rumsfeld, Secretary
www.defenselink.mil 703-697-5737

Number of Employees: 2.3 million Military (Active, Re-
serve, and Guard) and 636,000 Civilian

2003 Spending: $358.2 billion

Major Assets: Four Armed Services (Army, Navy, Ma-
rine Corps, and Air Force); 16 Defense Agencies; 10 Uni-
fied Combatant Commands; and over 30 million acres of
bases and/or facilities worldwide.

The Department of Defense (DoD) is
responsible for defending the United
States of America while helping to
promote American interests globally.

The President has made a clear
commitment to continue to provide
this nation with the best trained, the
best equipped, and the most effective
military force in the world. How-
ever, it takes more than increased
funding to accomplish this goal. It
takes a dedicated and professional
workforce. Three million people work
for DoD, both in and out of uniform,
in all 50 states, the territories, and

Washington D.C., as well as on every continent. Not unlike a large corporation, the Department has
management, investment, and operational challenges, and not unlike a large corporation, change
comes slowly. Change is taking place now. DoD is instituting management reforms, reevaluating
older “legacy” programs, implementing transformation, and achieving savings. It is no longer
possible to tread upon yesterday’s path in preparation for tomorrow’s battles.
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New Enemies—New Threats

Defending our nation against its enemies is the first and fundamental commitment of the federal govern-
ment. Today, that task has changed dramatically. Enemies in the past needed great armies and great
industrial capabilities to endanger America. Now, shadowy networks of individuals can bring great chaos
and suffering to our shores for less than it costs to purchase a single tank.

The National Security Strategy of the United States of America
September 2002

New Challenges in the National Security Environment
Responding to the New Threat

Since the end of the Cold War, the world has
dramatically changed. The threats our military
is asked to confront are vastly different from the
past. DoD and the intelligence community must
not only prepare for the perils of today, but also
develop capabilities that will ensure a robust ca-
pacity to deter and defeat future threats. In-
deed, the dangers that confront us today were,
in many cases, secondary yesterday, such as:

¢ global terrorism and rogue nations that har-
bor and support terrorists;

¢ proliferation of weapons of mass destruc- :
tlon’ and the risk t_hat they will wind up 1n Soldiers deploy from a CH-47 Chinook Helicopter during Operation
the hands of terrorists; and Mine Sweep in Afghanistan.

¢ ingtability in regions where states have
failed their citizens, creating conditions that terrorists and other criminal elements exploit.

To address these threats, a priority of this Administration is to transform America’s armed forces
leading to dramatic changes in the way we fight.

Transforming Our Armed Forces

DoD seeks to transform the armed forces, taking advantage of new technologies and operational
concepts to strengthen America’s military capabilities. The deployment of robotic, unmanned combat
air vehicles (UCAVs) could, one day, replace certain strike aircraft and provide a means to easily
overwhelm less sophisticated, opposing air forces. Similarly, the employment of advanced laser com-
munications satellites, coupled with new information warfare techniques, could render most existing
command and control systems obsolete and vulnerable. Transforming DoD should produce new forces
capable of projecting power rapidly, precisely, and on a global basis. These forces will be well-tailored
to meet the needs of the 21st Century security environment.

The 2004 Budget provides substantial funding increases over previous years to support transfor-
mation and to ensure that the U.S. military maintains its technological superiority and flexibility to
meet the challenges of an uncertain world. The budget includes a number of initiatives that are
designed to adapt U.S. forces to a shifting and difficult international security environment.
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The Secretary of Defense’s six transformational goals are to:

protect the U.S. homeland and critical bases of operations;

project and sustain power in distant theaters;
deny our enemies sanctuary;

leverage information technology;

improve and protect information operations; and

enhance space operations.

Canceling the Crusader

On May 29, 2002 the President canceled the Army’s
Crusader Artillery program. In development since 1994,
the Crusader weighed 60 tons and would be too heavy for
the Army to transport in a timely manner. Moreover, the
Crusader was designed to fight a heavy land battle, more
likely during the Cold War than the 21st Century. Rather

Part of the challenge in transform-
ing the military is making difficult
tradeoffs between programs. Most
new programs are costly and will be
available to military forces, in some
instances, decades in the future.
Before DoD decides to buy a new
system, it must ensure that the system

than continuing a system with questionable future rele-
vance, the President reallocated the Crusader’s funds to
more advanced technologies including precision guided,
artillery weapons. The President's Crusader decision,
endorsed by the Congress, represents a real step towards
transformation.

both has a mission linked to the overall
national security strategy and is
affordable. The 2004 Budget reflects
many areas where the Administration
reduced or modified programs because
prior plans were not consistent with

the new strategy, or because growing

costs became untenable. For example,

The Department cut planned purchases of Comanche helicopters in half, from approximately
1,200 to 650, and refocused the Comanche’s mission to reconnaissance/light attack for front line
units only, an area where the Army faces significant deficiencies in the future. Curtailing the
number of Comanches saves $1.2 billion over the next six years and $17.1 billion compared to
the Army’s original plan. The Department will continue to review and assess the progress,
performance, and need for this program.

The Air Force continues to procure F-22 fighter/attack aircraft but, rather than buying a specific
number of aircraft regardless of cost, it will only acquire as many aircraft as a fixed budget
permits consistent with operational needs. In this way, the Air Force will obtain the superior
capabilities of the F-22, but within affordable budget levels.

The Army had planned to field six Stryker brigades, mobile units which can be used in conflict
situations such as Kosovo and Afghanistan. Instead, the Army will build four Stryker brigades
and will reassess its plan to field the final two units as it prepares future budgets. A future
decision to field the last two brigades will depend upon the development of a plan that assures
the Stryker demonstrates stronger combat capability across a broader spectrum of operations
and can be deployed independent of higher level command formations and support.

Many capabilities funded in the 2004 Budget reflect “real-world experience” from the war in

Afghanistan to worldwide counter-terrorism operations.

are

Although advanced weapons systems
an element of transformation, new operational concepts and over-arching command, control,

communications, and computers together with better intelligence can also leverage dramatic
improvements in combat power, even with existing equipment fielded by today’s forces. The linkage
of Hellfire missiles with Air Force Predator unmanned aerial vehicles and an advanced, remote
targeting network is just one example. Another example: for the first time in a war, U.S. forces will
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have the ability to move battlefield information to the warfighter rapidly by connecting information
from reconnaissance aircraft, jamming aircraft, satellites, and Predators. Finally, as recently as
December 1, 2002, U.S. Special Forces in Afghanistan’s Herat province were using advanced target
designators and communication links to call in B-52 aircraft for precision bomb strikes against
hostile forces.

In addition to obtaining highly capable
aircraft, ships, and land forces, this budget
continues or expands investment in the
following programs:

e Unmanned aerial vehicles that will
provide longer endurance and contin-
uous surveillance (Global Hawk) and
new armed strike capabilities (Predator
Bs). The Department also is investing
in UCAVs, with early prototypes already
flying and advanced demonstrations
planned by late 2005.

e A new generation of ships, including a
more capable aircraft carrier (CVN-21)
and destroyer (DD-X). Both programs
will couple significant reductions in the
number of sailors required to operate the
vessels with new combat capability. In

. . . p . A Global Hawk unmanned aircraft on a test flight over Edwards Air Force
addition, progress continues in modifying  pgase caiifornia.

four Trident class ballistic missile sub-

marines to carry cruise missiles and Special Forces teams.

¢ Development of the Army’s Future Combat System—a series of vehicles and weapons that will
combine agile ground forces, airmobile assets, intelligence/surveillance, and digital battlefield
communications to transform land combat operations.

¢ An expansion of the U.S. Special Operations Command’s (SOCOM) capabilities to enhance its
role as a national asset in the war on terror. Building on its prominent role in Afghanistan, the
budget recommends a 20-percent increase in funding for SOCOM to improve its ability to con-
tribute to the war on terrorism, while continuing to respond effectively to other world crises. The
President’s 2004 Budget is an essential first step in building a more robust SOCOM capable of
responding effectively to the evolving threats associated with terrorism.

e Space-based radar and other advanced space surveillance and reconnaissance capabilities that
will begin furnishing global, continuous coverage of high-priority targets and regions.

Deploying Missile Defenses

On December 13, 2002 the President directed the deployment of defenses against long-range ballis-
tic missile threats. To achieve this goal, the 2004 Budget provides more than $9 billion. To support
these initial deployments, the Administration reorganized the Missile Defense Agency to improve
program management and system engineering. Under the new organization, missile defenses will be
developed in modest steps, with firm cost and technical controls, in contrast to the previous program
approach that had a significant risk of failure. These management changes were scored favorably
by the Program Assessment Rating Tool (PART) review described later in this chapter.
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The missile defense effort includes a large-scale research and development program, the creation of
an expanded Pacific missile defense test range, and development of a series of incremental “blocks”
of new capabilities. The Block 04 Program consists of both ground and sea-based systems, lead-
ing to a limited, contingency defense against intercontinental ballistic missiles in late 2004 with
improved operational defenses in 2005 and beyond. In addition, Block 04 will include improved
defenses against shorter-range theater missiles. Subsequent blocks will add improved capabilities
and build our confidence in protecting both the United States and our deployed forces. Over time,
new technologies, such as boost-phase interceptors and the Airborne Laser, will be added to provide
more timely and effective missile defenses.

Protecting the Homeland

The impact from the September 11, 2001 attacks in New York, Virginia, and Pennsylvania will not
be forgotten. Many new steps have been taken since that day to protect Americans from terrorist
attacks at home. DoD has created a new combatant command (NORTHCOM) whose is to defend
the American homeland. When ordered by the President or Secretary of Defense, NORTHCOM
is prepared to support civil authorities in the event of a domestic terrorist attack that overwhelms
nearby resources. NORTHCOM will team up with interagency groups on the federal, state, and local
level. NORTHCOM also will work to prevent terrorist attacks with programs such as protective
Combat Air Patrols and early warning air defenses.

Besides NORTHCOM, there are numerous
other Department efforts that support the
United States’ homeland security efforts. For
instance, DoD has a large number of research
and development programs which build defenses
against biological, chemical, and other weapons
of mass destruction.

The National Guard also undertakes ex-
tensive homeland security activities and has
emergency response teams to support civil
authorities. These teams supply trained and
ready personnel to support state and local
authorities in times of need.

Two F-16s fly over Detroit.

Investing Wisely in Energy Conservation

DoD’s Energy Conservation Investment Program (ECIP) provides investment resources to the Military Ser-
vices and Defense Agencies which yield an average of four dollars in energy savings for every program
dollar. The Navy has an ECIP project in San Diego, California for various facility energy improvements in-
cluding the replacement of electric and steam systems with heat pumps. Estimated energy savings for this
project are $6.7 million on a $1.1 million ECIP investment, or a savings to investment ratio of 6:1. The Air
Force is using wind generators to save on fuel on Ascension Island in the Atlantic Ocean between Africa and
South America. More than 1.4 million gallons of fuel were saved through 2001. Savings are projected to
be more than $11 million on a $4.5 million investment, or a savings to investment ratio of 2.5 and a payback
period of seven years.
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Performance Evaluation of Select Programs

DoD is focusing on improving its management, consistent with Administration efforts to increase
the efficiency and accountability of government programs. The two key initiatives are an evalua-
tion of select programs using the government-wide PART and the implementation of the President’s
Management Agenda.

Using the PART, 12 DoD programs that receive just over 20 percent of DoD’s resources were re-
viewed. Highlighted in the accompanying table are six programs and their ratings. A full list of the
programs assessed and their ratings is available in the Performance and Management Assessments

volume.

Program Rating Explanation Recommendation
Energy Conservation Effective DoD represents three-fourths | The Administration proposes
Improvement Program of federal energy use. ECIP | doubling funding for this
projects improve energy and | program from $35 million
water efficiency in existing enacted in 2003 to $70 million
facilities and produce average | in 2004. Up to $420 million in
savings of about four dollars | savings could accrue to DoD
for every dollar invested. The | from the additional energy
ECIP purpose is clear with projects. The Administration
realistic, attainable goals. It | will ensure that the program
is a well-managed program. produces high returns on this
investment and develops new
performance metrics.
Recruiting Moderately DoD'’s recruiting program has | DoD should create a
Effective been successful, especially management information
over the last few years, at infrastructure to provide DoD
accessing the number and with better information about
quality of recruits needed. the effectiveness of different
It also has a significant program parts.
number of flexible tools
available to adapt to differing
circumstances. It does
not have a management
information system to allow
for more efficient utilization of
resources.
Airlift Program Moderately The analysis showed that DoD should develop methods
Effective the program purpose and of assessing the capabilities
goals were clear. However, of the airlift program as a
DoD should aggressively whole, rather than continue
examine possible trade-offs traditional assessments
within the program that could | of individual acquisition
lower the cost of meeting programs. As a first step,
the airlift requirement without | DoD should develop annual
sacrificing military readiness | performance goals and
or combat capabilities. measures for the overall
airlift program to reflect the
needs of the 2001 defense
strategy and the global war
on terrorism.
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is very clear, owing to the
unique treaty requirement
to dispose of chemical
weapons. The program has
faced a number of challenges
including schedule delays
and cost overruns at several
sites thus challenging the
U.S’s ability to meet treaty
deadlines. The program has
begun destruction activities
at only two of nine sites.

Program Rating Explanation Recommendation
Missile Defense Moderately The Missile Defense Agency | The MDA should complete
Effective (MDA) made significant development of long-term
strides in strategic planning goals. In addition, MDA,
and improved manage- the Joint Staff, and military
ment. However, it has services should develop
defined cost, schedule, and military operational goals
performance goals only for for each block of missile
its near-term 2004 program. defense capabilities. These
Longer-term goals are still goals should be linked to the
in development. Technical existing MDA research and
progress, test accomplish- development goals.
ments, and overall program
results for 2002 were much
improved, with four out of
five successful intercept
tests for the ground and
sea-based missile defense
systems. However, these
technical successes could
not be fully assessed against
the new program goals which
were finalized in Decem-
ber 2002.
Facilities Sustainment, Adequate DoD has made significant DoD'’s current measure of the
Restoration, Modernization progress in developing quality of its facilities suffers
plans and goals for the from subjective assessments
improvement of existing of quality. It should pursue a
facilities. It has been readiness reporting system
less effective in ensuring that yields more consistent,
that funds intended for objective information. This
maintenance, repair, and will support better decisions
improvement of facilities are | on where money should
not moved to pay for other be spent to provide quality
programs. Over time this facilities.
movement of funds has led to
sub-standard buildings.
Chemical Demilitarization Ineffective The purpose of the program | While DoD developed specific

milestones for each site, its
management should focus
on maintaining the schedule
and efficiency goals. DoD
should approve a destruction
process and proceed with
planning efforts for the Blue
Grass, KY site and work with
the community at all sites to
ensure that safety concerns
are met.
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Assuring the Readiness of the Armed Forces
Recruitment

For the second year in a row, all of the services made their recruitment goals, both in the number
and quality of recruits. Overall, the services required 210,000 young Americans to enlist to meet
their recruiting goals; they achieved the recruitment of 212,000. In fact, the Army reached its 2002
goal in mid-August, with more than a month to spare. This allowed the Army, and the other ser-
vices, which had similar successes, to improve their position for future recruiting. The 2004 program
continues robust funding for recruiters, recruiter support, and promotional activities to ensure con-
tinued success in this vital function.

Findings from the PART, however, reveal that DoD does not have a useable overall information
architecture in place to help managers implement the program effectively. The cost per recruit con-
tinues to rise; it is expected to cost the Department more than $14,000 per recruit during 2004. Thus,
the budget recommends identifying performance goals to enhance not only the effectiveness of the
program, but also its efficiency.

Training

The increasingly dynamic global security environment indicates that tomorrow’s operational envi-
ronment will require more cooperation among the armed services, be linked by technology, and often
be multinational. The transformation effort will produce an interoperable force that is more agile in
addressing future threats in such environments. Training must incorporate the full range of new
technologies to ensure our armed forces are agile and ready.

To achieve this goal, the budget supports
certain critical training programs. The 2004
Budget strongly supports the services’ individ-
ual training programs to ensure unit cohesion
and readiness. In addition, the services are
implementing a new training initiative known
as transformational training. This training
brings together units from the Army, Navy, Air
Force, and Marine Corps to train as one unit,
and it is intended to address lessons learned
in recent conflicts, to “train as we fight,” and
to ensure the services can operate closely in
combat situations.

U.S. Navy Seals participate in a Joint Task Force Exercise.

Equally important though, DoD is increas-
ingly building on the service specific capabilities by integrating missions and developing training to
prepare for joint operations. The recently reconfigured Joint Forces Command, in Norfolk, Virginia,
is coming into its own with a Joint Warfighting Center, specifically tasked with helping the services
practice joint engagements demonstrated so effectively in Afghanistan.

Also under the aegis of Joint Forces Command, DoD is creating a new Joint Training program and
the Joint National Training Center, which includes live-fire ranges and specific exercise areas for
inter-service operations. The Center will blend live and simulator training with advanced command
and control technologies to enable much closer communication and coordination across services. In-
creased use of this approach will strengthen our ability to train members of the armed forces under
the same conditions in which they will fight. The President’s 2004 Budget helps expand the scope
of joint training with an investment of $162 million.
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In Afghanistan, Army, Navy and Air Force Special Forces personnel on the ground provided pre-
cise and timely targeting information to Air Force, Navy, and Marine Corps planes overhead. This
substantially improved the pilots’ accuracy and ability to identify and hit mobile targets before those
targets could move out of range. This cooperation translated into more effective missions, particu-
larly in helping friendly Afghan forces pin down and destroy Taliban forces, while providing better
protection to U.S. and foreign forces as well as civilians.

The war on terrorism is also being waged with our guard and reserve units. These service members
provide critical skills and are being extensively used to provide protection to our bases and infrastruc-
ture, both at home and overseas. All of the services, recognizing that the reserve components can be
called upon for only a limited time, have begun to transform their active-duty forces so that they have
more of the high-demand units on full time duty. For example, the Air Force plans to increase the
number of active duty people assigned to the specialties which are currently understaffed by reducing
people in areas that are comparatively overstaffed. This will allow the guard and reserve members
to return to the civilian world as soon as possible. This will also reduce the cost of deployments, as
more personnel would already be trained to deploy more quickly as needs arose.

Focusing on the Military Mission

The Department continues to pursue ways to return military members to the war-fighting ranks
by increasing the “tooth-to-tail” ratio through conversion of support staff to combat troops. As part
of the President’s Management Agenda’s competitive sourcing initiative, the Department is com-
mitted to competing one-half, or 226,000, of the positions in DoD’s Federal Activities Inventory of
452,000 civilian positions in such commercially available activities as manufacturing eyeglasses for
U.S. troops. The Department is attempting to open up for competition many of the commercial ser-
vices it now performs itself, such as health care activities to free up thousands of military positions
for war-fighting.

DoD continues to identify core and non-core functions to realign the civilian and military workforce
to accomplish the Department’s missions. These efforts eliminate inefficiencies and optimize the use
of our well-trained armed forces to fight and win the nation’s wars.

One way of achieving this goal is to transfer some non-core functions to agencies better equipped to
perform them. DoD will propose legislation this year to transfer the function of personnel background
investigations of its employees to the Office of Personnel Management (OPM). This proposal would
transfer 1,855 DoD civil servants currently employed by DoD to OPM. Another proposed transfer
would move the National Security Education program to the Department of Education. This program
provides grants to graduate and undergraduate students in certain language and area studies pro-
grams. In return for the scholarships, recipients agree to serve for a few years in a national security
field in either government or academia. This program is better suited for administration by the
Department of Education, which has similar programs.

Maintenance

Spare parts and repair of equipment in depots are critical to helping keep U.S. forces capable and
ready to accomplish their missions. Since 1998, the Air Force has spent about $16 billion on spare
parts and maintenance. This sustained investment has increased the Air Force’s mission-capable
rate (the percentage of aircraft ready to meet mission goals) from about 76 percent in 1998 to about 78
percent in 2002. This has resulted in 60 more aircraft being available to perform their mission. The
2004 President’s Budget will help the Air Force continue to build on gains already made.

Similarly, the 2004 Budget supports the recent gains made in maintaining the readiness of Navy
ships. Along with robust funding levels, the Administration is committed to fixing problems as they
arise. Over the last few years, the Navy adopted a continuous maintenance philosophy for its surface
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ships. This approach involves more frequent, but less extensive, repairs preventing added overall
downtime due to major repairs, and yielding surface ships which are better maintained and ready to
perform their missions.

Intelligence and Space

Without accurate and timely intelligence, even the most capable fighting force in the world is se-
verely impaired. Over the last two years, the Administration has invested in technology, personnel
and programs to give our military and national security officials the “eyes and ears” to make sound
defense decisions. The 2004 Budget for intelligence and space programs will:

¢ Sustains operations against terrorism around the world;

¢ Improve collection, processing, analysis, and dissemination capabilities to meet increased de-
mands;

¢ Sustain the DoD/intelligence community space organizational structure instituted in 2002. Un-
der this new structure, the range and capability of space assets will increase to support intelli-
gence, imaging, mapping, reconnaissance, and communications objectives by:

— continuing to upgrade almost all of the nation’s national security satellites; and

— continuing to develop advanced space programs such as high-data rate laser satellite commu-
nications; next-generation of missile warning and weather satellites; jam-resistant satellite
and receiver equipment; space control efforts to protect U.S. space assets; and new programs,
such as space-based radar, that provide persistent coverage of regions of interest;

¢ Modernize the military services’ intelligence, surveillance, reconnaissance, and electronic war-
fare systems. Many of these systems will have new, expanded and/or enhanced technical capa-
bilities, and will interface with networked information systems to improve decision-making and
help provide our armed forces “information superiority”; and

¢ Expand the National Imagery and Mapping Agency’s use of commercial space-based im-
agery. This effort will improve geospatial readiness and responsiveness, and contribute
to improved military planning, damage assessment, public diplomacy and humanitarian
assistance. It will also help meet the demand for unclassified imagery that can be easily shared
with multiple organizations or coalition partners. For example, in October 2002 the United
States used commercially obtained satellite photos to demonstrate Iraq’s continued efforts to
hide evidence of its weapons of mass destruction. By using commercial imagery, DoD could
disseminate this evidence widely without security concerns.

Enhancing the Quality of Life of Military Personnel and Their
Families

Military Compensation

The President has sustained large increases in military pay, and ensured that military compen-
sation remains competitive. In 2002, President Bush proposed, and the Congress approved, the
largest military pay raise in 20 years. This raise included an across-the-board increase of 4.6 per-
cent, plus additional targeted raises for certain experienced personnel. Total pay raises averaged
6.9 percent. For 2003, the President proposed and the Congress approved a military pay raise of
4.7 percent—including an across-the-board pay raise of 4.1 percent and further targeted raises av-
eraging 0.6 percent. The President’s 2003 Budget also proposed, and the Congress approved, up to
$1,500 monthly, on top of base salary, to personnel accepting certain hard-to-fill assignments.
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For 2004, the budget proposes a range of pay increases
from 2.0 to 6.3 percent, targeted by rank and years of
service. These differential pay increases enhance the
Department’s ability to retain its most experienced sol-
diers, sailors, airmen, and marines. With the increase,
base military salaries will average more than $37,000 for
enlisted personnel and more than $75,000 for officers, ex-
ceeding the average salaries of their civilian counterparts
with similar education levels.

The President’s Budget also contains funding for a full
range of quality of life programs. The budget funds free
health care for military members, retirees, and depen-
dents, as discussed later in this chapter. Members also
receive retirement benefits, can contribute to the Federal
Thrift Savings Plan, and can participate in a full range
of morale, welfare, and recreational activities.

In addition to their base salary, benefits include:

¢ monthly special or incentive pays ranging from a few
hundred to a few thousand dollars;

¢ enlistment and reenlistment bonuses that are often
in the tens of thousands of dollars;

A sailor is greeted upon his return from a tour aboard USS
Ticonderoga.

e generous retirement benefits paid for by the government;

e commissaries and exchanges which provide below-market cost groceries and other products;

¢ free utilities in base housing;
¢ subsidized child care in accredited centers; and

® access to fitness facilities.
Housing

The Administration is committed to im-
proving the quality of housing for military
families.  DoD seeks to eliminate 163,000
inadequate housing units (out of a total
of 273,000) by 2007. About two-thirds of
military families live in private sector housing
in the community with the rest residing in
government housing.

The most effective way to eliminate in-
adequate housing, and to quickly improve
the quality of housing over the long-term
is to privatize government-owned family
housing. Allowing the private sector do what
the government has done inefficiently will

Troops play basketball in Qatar. High quality temporary housing typical
of many overseas posts is in the background.

improve military housing over the long term. One aspect of the President’s housing initiative
permits DoD to enter into business agreements which use private sector expertise and leverage
government resources. This approach is improving the quality of family housing faster than the
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traditional approach of constructing government-owned houses.

The privatization program has

quadrupled the rate of modernization over the last two years.

President’s Management Agenda—Program Initiative

Initiative

Status Progress

Privatization of Military Housing

DoD plans to achieve its goal of eliminating its inventory of inadequate houses by 2007. DoD has already
upgraded 10 percent of its housing inventory and plans to modernize 76,000 houses over 2003 and 2004
through partnerships with the private sector.

From Military Housing to Homes and a Real
Neighborhood

At a recent conference, Sergeant First Class V. W. Hol-
comb and his wife, Simone, talked about their privatized
housing at Fort Carson, Colorado. “Just like everyone
else that has been in or knows someone who has been in
the military, when you think of living in military housing you
think of an old rundown brick WWII bunker. | know that’s
what | always lived in. Now people are shocked when we
show them pictures of our home. For the first time we
are able to feel like we live in our own home. We have the
opportunity to live in a real neighborhood. We are able to
have a real yard. There is an easily visible and accessi-
ble playground adjacent to our residence which allows our
younger children to play safely and close to home. There
is a sense of home in the new houses that military hous-
ing has never provided before. Every day we watch new
housing going up on Fort Carson. If we continue to get
opportunities like these, then more soldiers and their fam-
ilies will be honored by being able to live on their military
installations and will have even more incentives to stay in
the military.”

The Army, at Fort Carson, partnered with the private
sector to build 2,663 family houses. This project will
renovate 1,823 existing units and construct 840 new
units by the end of 2004. To date, over 500 new homes
have been constructed. Every month, 20 new units are
constructed and 40 existing units are renovated.

To date, DoD has privatized 26,166
family houses at 17 installations across
the United States—about 10 percent
of its current inventory. dJust in the
past year, DoD entered into public-pri-
vate partnerships to refurbish over
10,000 more houses. In 2003 and
2004, DoD plans to further accelerate
public-private ventures by privatizing
approximately 76,000 units.

A second key part of the Presi-
dent’s housing initiative is to reduce
out-of-pocket expenses of military fam-
ilies living in off-base housing. Service
members who live off-base receive
a Basic Allowance for Housing to
cover most of the average housing
costs. The proportion of housing costs
that members absorb is 7.5 percent in
2003, and this is scheduled to decrease
to 3.5 percent in 2004 and zero in 2005.

Defense Health

DoD provides health care to just
under nine million military active duty
members, retirees, and their families
through military hospitals and private
sector health contracts. The Defense
Health program trains military medical

personnel to support our troops in times of war and operates military hospitals so that medical
personnel can obtain valuable experience.

design of its private sector health insurance contracts.

The program has achieved impressive results over the past year. DoD, for example, improved the

Past contracts encouraged the use of the

private sector even when federal hospitals were underutilized, thereby duplicating many costs such
as nursing and physician staffing. New contracts will continue to provide top-notch care to patients,
but will search for intelligent ways to control costs such as increased use of federal hospitals before
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sending patients to private sector hospitals. The Department is also working closely to share and
coordinate health care services with the Department of Veterans Affairs (VA). More information on
these endeavors can be found in the VA chapter.

The budget includes a proposal to allow Defense health to continue to use “non-availability state-
ments” which require certain patients to use military hospitals if space is available before seeing
private sector providers. This process allows military medical personnel to receive the valuable ex-
perience and training needed to support our troops in times of war.

The federal government has developed a set of common measures for five functions in different
departments. These common measures allow comparisons on the effectiveness and efficiency of sim-
ilar programs. The 2004 Budget takes the first step toward comparing the performance of federal
health care systems by displaying newly developed access, quality, and efficiency common measures
for VA, DoD’s health systems, the Department of Health and Human Services’ Community Health
Centers, and the Indian Health Service. When looking at common measures, it is important to un-
derstand key differences in programs. The adjoining overview defines the size of the program and
what portion of care is provided at military health hospitals (in-house) versus private sector hospital
contracts. The cost and efficiency measures below have not been adjusted for differences between
DoD and other agencies—including risk/health status, socioeconomic status, age, gender, and benefit
package differences. For example, DoD’s benefits package includes comprehensive health care which
is not always comparable to other programs. In addition, the cost of ensuring that military medical
personnel are ready and trained for combat is not included in the other federal programs.

Overview of the Defense Health Care System

2004 estimate

Number of individual patients ...........cccccceeeeeiiiiiiiinnnnns 6,980,000
Annual appropriations request

(in millions of dollars) .........cceeviiiiiiie i, $26,700
Number of Medical WOrkers ...........coccceeiiiiiieieniininneens 13,537
Average age of individual patients ..........ccccccceeveeennnnnns 39.0

53% (Male)
Male and female individual patients (percent).............. 47% (Female)

Cost directed to in-house services, excluding contract
SEIVICES (PEICENT)....uuiiiii ittt 58%




90 DEPARTMENT OF DEFENSE

Health Care Common Measures

- 2001 2002
Measure/Description Goal Actual Estimate
Cost—Average cost per unique patient (total
federal and other obligations) ............cccooevieveennnnne. Under Development $3,324 $3,607
Efficiency—Annual number of outpatient visits
per medical WOrKer .........cccccoiiiiiiiiiiiiiiiieeeeeeeeeeee Under Development 4,533 4,500

Quality—The percentage of diabetic patients

taking the HbAlc blood test in the past year-.......... Under Development 72% 72%

Note: Research funding is excluded. Medical workers include the equivalent number of full time physicians, dentists, nurse practitioner,
physician assistant, and nurse mid-wife providers, but exclude appointments by off-site contractors, medical residents/interns, and

trainees. However, patient visit numbers include visits to medical residents, contracted employees, and trainees. Cost information includes all
direct costs of military health care in the DoD budget and in the trust funds.

Update on the President’s Management Agenda

- . . Budget and
. Competitive Financial
Human Capital . E-Government Performance
Sourcing Performance .
Integration
Status 1 . . ‘ 1
Progress . . ‘ ‘

Arrows indicate change in status since baseline evaluation on September 30, 2001.

While prosecuting the war on terrorism has been DoD’s principal task since September 2001, the Department
has made major efforts to address the President's Management Agenda. In Human Capital, DoD made
significant accomplishments in headquarters reductions (11 percent), planned reorganizations, reductions in
supervisors and managers, and outsourcing efforts. In competitive sourcing, DoD continues to compete
commercial functions it now performs with the private sector. The financial management architecture contract
award allows for the completion of the DoD Enterprise Architecture plan by Spring 2003. DoD made progress
implementing information technology (IT) security measures and made business cases justifying 180 IT
projects. DoD’s Budget and Performance Integration progress moved to green as it has developed performance
metrics for use in the 2004 Budget.

Department of Defense
(In millions of dollars)

2002 Estimate
Actual 2003 2004
Spending
Discretionary Budget Authority:
Military PersoNNEl..........oeeviieeiiiiiiiieie et 86,929 93,436 98,577
Operations and MaintenanCe .........cccoovveveeeeeeeeeeeeieeee e 132,702 129,373 133,235
PrOCUIEMENT . ...eiiieiiiiiiie et e e e e e nneaeas 62,739 71,403 74,396
Research, Development, Test, and Evaluation...............ccccceeeeeeen. 48,713 56,798 61,827
Military CONSIIUCHION.......oiiiiiiiiiieeee e 6,631 6,288 5,018
Family HOUSING ......ueiiiieiiiiiiee ettt a e e e e 4,048 4,204 4,016
Revolving and Management Funds and Other...........ccccocceeeiiinnnnen. 2,645 3,132 2,829
Total, Discretionary budget authority.............ccceuvueeeeiiiiiiiiiiiiiiiiiieeees 344,407 364,634 379,898

! Includes $16.6 billion in 2002 supplemental funding.



DEPARTMENT OF EDUCATION

The President’s Proposal:

* Increases Title | Grants to local educational agencies to help schools in high-poverty
communities implement the No Child Left Behind Act;

 Increases Special Education Grants to states to help meet the needs of students with
disabilities and lay the groundwork for upcoming legislative reform;

» Reforms vocational education to hold high schools and community colleges account-
able for positive student outcomes and provide states the flexibility to use these funds
to support ongoing efforts under the No Child Left Behind Act; and

 Increases Pell Grant funding for postsecondary students to maintain the maximum
award at $4,000 and address the program’s current financial shortfall.
The Department’s Major Challenges:
* Implementing the No Child Left Behind accountability reforms successfully; and
» Expanding accountability reforms to other programs throughout the Department.

The Department of Education’s pri-
Department of Education mary mission is to ensure equal access
Rod Paige, Secretary to eclilucatiofl‘l anﬁ prognote e(}ilucati}(;nal
excellence for all students throughout
www.ed.gov  800-USA-LEARN the nation. To achieve this mission,
Number of Employees: 4,620 the Department: 1) provides formula
2003 Spending: $59.5 billion and competitive grants to states and
local educational agencies to support
improvement of elementary and
secondary education; 2) implements
student financial assistance and higher
education programs designed to ensure that postsecondary education is affordable and attainable; 3)
conducts research and disseminates information on the best educational practices; and 4) produces
statistics on the condition of education in the United States.

Major Assets: 10 regional and 11 field offices.

In 2004, the Department must ensure that states, school districts, and local schools implement the
reforms of the No Child Left Behind Act (NCLB). Specifically, schools will be held accountable for
improving student achievement; parents and students will be provided more information and edu-
cational choices if their schools are not measuring up; states, local educational agencies, and schools
will be provided the flexibility to use federal funds in a manner that best reflects state and local needs
and priorities; and federal funds will be used to implement programs that reflect scientifically based
research.

91
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The Department must also broaden the reach of the President’s education reform and accountabil-
ity agenda beyond K-12 to include students served under federal special education and vocational
and adult education programs. With the NCLB reforms as a model, the Department will work to
establish new program goals as well as measurement and accountability standards.

Elementary and Secondary Education

Federal support of public education is
changing in profound ways. The President’s
sweeping reforms passed in the No Child EAGLEVIEW MIDDLE SCHOOL
Left Behind Act of 2001 make fundamental
improvements in elementary and secondary
education by supporting accountability for

results, expanded parental choice, in-
creased local flexibility, and a focus on what ACADEMY 20
works. Our children deserve no less. Far too School Accountability Report
many of them are being left behind now; na- 2001-2002 School Year
tional reading tests show that two-thirds of
fourth graders in high-poverty schools cannot
read at a basic level. :

States will now hold all public schools ac- TN G CEL AT L High
countable for improving student achievement . _

Academic Improvement: Stable

through: tough state academic standards;
annual progress goals ensuring that all
students reach proficiency in reading and

Rating calculated pursuant to section 22-7-604 (6)

math by the 2013—14 school year; and annual How Eagleview Middle School
testing for all students in grades three through Compares To Nearby Middle Schools
eight. Poorly performing districts and schools  school Acadamic Performance
will receive assistance, then face increasingly = Holmes Middle School(1) High
tough consequences aimed at getting them on  Mann Middle School(1) Average
course. Children will not be trapped in failing ~ Mountain Ridge Middie Schocl High
schools; students will be permitted to transfer ~ Russell Middie School(?) Average
to better public schools or, over time, obtain  FastMidleSchool(l) Low
outside help from a public or private tutor of  Manitou Serings Middie School(2) High
their choice. States and districts will have the  NorthMiddle School(t) Average
flexibility to shift some federal funds from one o> "Mergenerational Genter(h Average
. Challenger Middle School High
program to another in order to best meet local
needS. Sabin Middle School(1) High
+ Locted In Golorads Springs ~1 Sciasl Dlstrizt,
The 2002-2003 school year is the first — lntosnmeismbs
for NCLB implementation. States are Under NCLB, every parent will have access to a report card (similar to

the example above) so that parents will be able to make informed choices

designing their accountability systems, which "~ "5 0

will face a rigorous peer review process that

ensures that every state, district and school raises achievement for every child. One of the keys to
the President’s reforms is annual testing in grades 3-8; 17 states already incorporate such testing
into their accountability framework. By 2005-2006, all states must have these tests in place.

The funds from the 2004 Budget will support the third year of NCLB reforms. Many schools
that thus far have gotten by without raising achievement for each student may soon be considered
low-performing under the new system, and their students will then have the option to transfer to a
better public school. Annual state and local report cards will show whether schools are helping all
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types of students, including low-income, minority, limited English proficient and those with disabil-
ities. These public report cards will give parents the information they need to monitor schools, and
will give schools and districts strong incentiv