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This responds to your Freedom of Information Act (FOIA) request to the Department of
the Treasury dated April 27, 2013, which was received in this office on May 7, 2013, and
assigned tracking number 2013-05-084. Your request seeks memo(s) and document(s)
describing the impact of federal budget sequestration upon the agency’s operations and
functions.

Please be advised that pursuant to the Consolidated and Further Continuing
Appropriations Act, 2013, which was enacted on March 26, 2( 3, the Dep.  ient of the
Treasury was required to submit to the Committees on Appropriations oftl  ouse of
Representatives and the Senate spending plans reflecting implementation of sequestration. We
have included, with this FOIA response, the plans for our operating accounts and International
Assistance Programs as submitted to Congress on April 25, 2013 and May 15, 2013 respectively.

This constitutes Treasury’s final response to your FOIA request. Should you choose to
appeal this response, you must do so within 35 days from the date of this letter. Your appeal
must be in writing, must be signed by you, and should specify the basis for your appeal. Your
appeal should be addressed to:

Freedom of Information Appeal
Disclosure Services, DO
Department of the Treasury
Washington, D.C. 20220

The appeal should specify the date of your initial request and the date of this letter. If possible,
please provide a copy of your request and this letter.

Sincerely,
Bob Mahaffie

Departmental Budget Director,
U.S. Department of the Treasury



Department of the Treasury
FY 2013 Operating Plans
Sequestration Actions Summary

Each fiscal year, the Treasury Department is required to submit an operating plan to the
appropriators for its appropriated accounts. Attached is the FY 2013 enacted operating plan as
directed by the Consolidated and Further Continuing Appropriations Act, 2013, Public Law 113-
6. The direction this year requires the operating plan to be submitted within 30 days of
enactment. P.L. 113-6 was signed on March 26, 2013.

As required by the sequestration order issued by the President on March 1, 2013, non-exempt
appropriated budget resources are reduced by five percent from the FY 2012 enacted level. At
Treasury, all appropriated bureaus are subject to sequestration with the exception of the Special
Inspector General for TARP (SIGTARP). Accordingly, affected Treasury bureaus incorporated
sequestration impacts in the FY 2013 enacted operating plans.

Treasury bureaus subject to sequestration conducted an extensive review of expenses in an effort
to achieve the savings required by sequestration while minimizing the impact on Treasury’s
mission and employees. Nevertheless, sequestration will result in a reduction in the agency’s
ability to provide quality services to taxpayers. At the Internal Revenue Service (IRS), furloughs
and cuts to other operating expenses will impede taxpayer access to IRS call and assistance
centers. The IRS expects sequestration to result in billions of dollars in lost revenue due to fewer
tax return reviews and diminished fraud detection. Sequestration also will force a reduction in
Treasury support of counterterrorism and anti-money laundering investigations. In addition to
providing fewer services, Treasury sequestration will require a decrease in payments, tax credits,
and financial assistance programs that support small businesses and state and local governments.

In order to achieve the cuts required by sequestration, the IRS will furlough all employees for
up to seven days. At this time we do not anticipate any other Treasury organizations will
require employee furloughs to meet the lower sequestration funding levels. However, most
Treasury bureaus will continue implementing hiring freezes or delay hiring to meet savings
targets.

Bureaus will also see significant reductions in non-labor spending in FY 2013 as a result of
sequestration. Contracts, travel, training, supplies, and conferences will be reduced in whole or
in part at most Treasury bureaus. Several bureaus will defer the refresh of critical 1T hardware,
as in the cases of the Alcohol and Tobacco Tax and Trade Bureau (TTB) and the IRS.
Sequestration cuts to Treasury’s Community Development Financial Institutions Fund (CDFI)
will weaken economic growth and hurt job creation, with fewer or smaller grants awarded in FY
2013 to underserved populations and disadvantaged communities. In addition to decreased
payments to support state and municipal bond programs, sequestration will force Treasury to
reduce assistance for the development of renewable energy and tax credits that support small
businesses, putting jobs and economic growth at risk.

To combat the impacts of sequestration, several Treasury bureaus have proposed the transfer of
enacted funds to minimize impacts on Treasury operations. Within the Bureau of the Fiscal



Service, the Bureau of the Public Debt (BPD) plans to transfer funds to the Financial
Management Service (FMS). The IRS plans to transfer funds from Enforcement to Taxpayer
Services and Operations Support in an effort to allocate resources between appropriations so that
furlough days can be standardized for every IRS employee. The FY 2013 enacted operating plan
attachments for each bureau provides additional transfer information regarding funding by object
class and program / project / activities (PPA).



Department of the Treasury
FY 2013 Enacted Operating Plan

Table of Enclosures

ENClosure A - SUMMANY Table ..ottt e s tee e e tas s s e s e sreeeseneas 2
Enclosure B - Departmental OffiCes........coovvuririiriiiiiiieee ettt ettt 3
Enclosure C - Office of InSpector General..........ooco it 6
Enclosure D - Treasury Inspector General for Tax Administration ...........cccecevvveeveeiiiereceeccenne i, 9
Enclosure E - Special Inspector General for TARP.........c.coi it st 13
Enclosure F — Community Development Financial Institutions FUnd ..........cccoeeevviiineeniiiinciisneeee 16
Enclosure G - Financial Crimes Enforcement Network.........ccoccceeiiiiiiiiiiiiiiie e 21
Enclosure H - Bureau of the Fiscal Service (Financial Management Service) ......ccccevvveiiviiieeiceccnnnen, 23
Enclosure | - Bureau of the Fiscal Service (Bureau of the Public Debt) ..........ccoeevvvvveeecviiieieeineenn 26
Enclosure J - Alcohol and Tobacco Tax and Trade BUreau..........cooccceeeiiiiniiiiieeeeseieeeeee e 28
Enclosure K - Internal REVENUE SEIVICE ..........cooiiiiiiiciiccic et 32






Enclosure B

Departmental Office Salaries and Expenses
FY 2013 Enacted Operating Plan

FY 2012 Enacted | FY 2013 Enacted | Sequestration Across the FY 2013
P.L.112-74 P.L. 113-6 Reduction 5% | Board Rescission | Operating Level
(0.2%)
$308.388 Million | $308.388 Million | -$15.514 Million | -$0.617 Million | $292.257 Million

FY 2013 Proposed Funding and Operations Overview:

Departmental Offices (DO) is funded at a level of $292.257 million, a reduction of $16.131
compared to FY 2012 enacted. Of this amount, up to $0.948 million is provided for Treasury’s
contribution to the Global Forum on Transparency and Exchange of Information for Tax
Purposes. The operating plan provides $9.609 million in two-year funding for: DO Information
Technology Modernization ($2.703 million); Treasury-wide financial audits ($6.432 million);
and Sensitive Compartmented Information Facilities ($0.474 million). Additionally, the plan
provides for the alignment of costs for the Treasury attaché program between the Office of
International Affairs and the Office of Terrorism and Financial Intelligence, based on the
Office’s respective allocation of work as proposed in the FY 2013 President’s Budget.

On March 1, to fully assess the impact of the sequestration order on DO activities, DO
implemented increased scrutiny on all office spending. DO will meet the sequestration funding
cut of $15.5 million through a combination of delayed hiring; reductions in travel, training, and
supplies; delaying the stand-up of the Treasury attaché posts in Cairo and Mexico City until the
fourth quarter of FY 2013 or the first quarter of FY 2014; contract reductions; and a reduction in
the Critical Infrastructure Protection Program.

The performance impact on DO under a sequestration in FY 2013 is difficult to quantify. The
sequestration operating plan achieves the funding reduction for DO while attempting to maintain
the Department’s domestic programs, intelligence and enforcement functions, and tax and fiscal
reform efforts. However, delays in hiring and reductions in non-pay object classes will reduce
DQO’s ability fulfill its broad array of missions.

Planned Execution of Funds:

Executive Direction: The Executive Direction programs will be funded at $35.763 million,
which supports the direct programs, and includes $9.528 million for the allocation of
administrative program funding. The Executive Direction program area provides direction and
policy formulation to the Department and Departmental Offices and interacts with Congress and
the public on Departmental policy matters. These offices include: Secretary/Deputy Secretary,
Chief of Staff, Executive Secretariat, General Counsel, Legislative Affairs, Public Affairs, and
the Treasurer of the United States.

International Affairs and Economic Policy: The Office of Economic Policy and the Office of
International Affairs will be funded at $56.804 million, which supports the direct programs for
both offices, and includes $14.896 million for the allocation of administrative program funding.
This funding level allows both offices to meet their program objectives. The Office of Economic
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Policy will continue with the key role of supporting the Secretary by providing technical
analysis, economic forecasting, and policy guidance. International Affairs will lead the Treasury
Department effort in the development of policies and guidance related to international monetary
affairs, trade and investment policy, international debt strategy, and United States participation in
international financial institutions.

Domestic Finance and Tax Policy: The Office of Domestic Finance and the Office of Tax Policy
will be funded at $68.351 million, which supports the direct programs for both offices, and
includes $17.365 million for the allocation of administrative program funding. This funding
level enables Domestic Finance and Tax Policy to fulfill their primary function of creating the
conditions necessary for the resiliency of the financial sector and analysis of tax revenues. The
plan does not provide multi-year funds for Domestic Finance.

Terrorism and Financial Intelligence (TFI): This office will be funded at $96.116 million, which
supports the direct programs, and includes $25.945 million for the allocation of administrative
program funding. This funding level enables TFI to identify the financial underpinnings of
criminal, terrorist, and weapons proliferation networks, as well as protect the integrity of the
financial system through targeted financial measures to support U.S. government policy goals.

Treasury-wide Management and Programs: The Treasury-wide Management programs will be
funded at $35.223 million, which supports the direct programs, and includes $8.613 million for
the allocation of administrative program funding. These offices provide policy and strategic
direction in the fields of human resources, information technology security, and financial
administration, in addition to formulating and managing Treasury’s budget.

Proposed Reprogramming of Enacted Funds:

To reduce operational risks and minimize impacts on DO’s high priorities and core mission
areas, DO proposes the reprogramming of funds as indicated on Attachment 4 to maximize the
Department’s domestic programs, intelligence and enforcement functions, and tax and fiscal
reform efforts. The operating plan includes the realignment of resources for activities that
support all policy offices from Treasury-wide Management and Programs to administrative
programs.

Items of Special Congressional Interest:
DO does not have any items of special Congressional interest.
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Office of Inspector General (OIG)
FY 2013 Enacted Operating Plan

Enacted P.L. Enacted P.L. | Reduction 5% | Board Rescission Operating

FY 2012 FY 2013 Sequestration Across the FY 2013

112-74 113-6 0.2%) Level

$29.641 Million | $29.641 Million | -$1.491 Million | -$0.059 Million | $28.091 Million

FY 2013 Funding and Operations Overview:

The 2013 operating level for OIG is $28.091 million. This is $1.550 million below FY 2012
Enacted. The OIG performs independent, objective reviews of Treasury programs and
operations, except for those of the Internal Revenue Service (IRS) and the Troubled Asset Relief
Program (TARP), and keeps the Secretary of the Treasury and Congress fully informed of
problems, deficiencies, and the need for corrective action. The OIG’s budget activities include
the following:

Audit: ($21,630,000) - The Office of Audit conducts audits aimed to ensure the
accountability of resources, protect information, and provide recommendations for
improving the economy, efficiency, effectiveness, and integrity of Treasury programs and
operations under its jurisdiction. The authorized funding is necessary to perform
mandated work and maintain an appropriate level of oversight of Treasury programs and
operations consistent with its responsibilities under the Inspector General Act. Asa
newer responsibility, in FY 2013, the OIG must also provide oversight of Gulf Coast
Restoration Trust Fund programs, projects and activities. Reimbursable funding supports
agreements for contract audits of other Treasury bureaus, as well as oversight of the
Small Business Lending Fund (SBLF) and the State Small Business Credit Initiative
(SSBCI) programs. SBLF/SSBCI program oversight and expected performance is
detailed in the SBLF/SSBCI Program Office budget submission.

Investigations: ($6,461,000) - The Office of Investigations prevents, detects, and
investigates complaints of fraud, waste, and abuse. This includes the detection and
prevention or deterrence of employee misconduct and fraud, or related financial crimes
within or directed against Treasury. The Office refers its cases to the Department of
Justice, state or local prosecutors for criminal prosecution or civil litigation, or to agency
officials for corrective administrative action. With the increased risk of the Recovery Act
grant programs for low-income housing and specific energy properties, the Office of
Investigations faces greater challenges and anticipated increases in grant

fraud. Investigative efforts are being directed towards those that subvert bank
examination processes, subsequently defrauding the system and eroding the public’s
trust. Additionally, the OI remains committed to investigating those actions that threaten,
intimidate, or harass Treasury employees in the performance of their duties. These types
of complaints are received frequently given the ongoing economic climate.
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Planned Execution of Funds:

A reduction of $1.550 million is needed to meet sequester and across the board reduction levels
in these two activities are being achieved primarily through advance planning and tight personnel
management. Through the latter half of FY 2012 and the first half of FY 2013, OIG experienced
higher than normal and expected attrition, due in part, to some federal agencies that operate
under a non-GS pay scale which offers higher salaries at equivalent grades. Accordingly, the
OIG has been very judicious in backfilling positions, requiring justification for each requested
mission essential backfill, and approval by the Inspector General. OIG has postponed all
planned conferences/planning meetings for the fiscal year, limited training to only that necessary
to maintain professional credentials or certifications, and eliminated any travel that cannot be
mission justified, as well as reducing the number of travelers per trip. Any training or travel must
be approved by GS-15 managers or higher. OIG has also halted any monetary awards for GS
personnel in accordance with OMB guidance, and is authorizing purchase of supplies and
equipment only as necessary to maintain a functional organization.

The OIG currently does not plan to use furloughs to meet the sequestration reduction, but will
continue to consider all options to meet financial or operational changes.

Items of Special Congressional Interest: The Office of the Inspector General does not have
any items of special Congressional interest.
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Treasury Inspector General for Tax Administration (TIGTA)
FY 2013 Enacted Operating Plan

FY 2012 Enacted | FY 2013 Enacted | Sequestration Across the FY 2013
P.L. 112-74 P.L. 113-6 Reduction 5% Board Operating Level
Rescission
(0.2%)
$151.696 Million | $151.696 Million | -$7.631 Million | -$0.304 Million | $143.761 Million

FY 2013 Funding and Operations Overview:

The enacted sequestration operating plan funds the Treasury Inspector General for Tax
Administration (TIGTA) at a level of $143.761 million which is $7.935 million below the 2012
Enacted level. TIGTA provides critical audit, investigative, and inspection and evaluation
services, ensuring the integrity of tax administration on behalf of the Nation’s taxpayers.
TIGTA’s budget activities include the following:

e Adapting to the Internal Revenue Service’s (IRS) continuously evolving operations and
mitigating intensified risks associated with modernization, security, procurement fraud, the
Tax Gap, and human capital challenges facing the IRS in domestic and International
operations in order to increase voluntary tax compliance;

e Providing the IRS with the investigative coverage and the information necessary to mitigate
threats against its employees, facilities, and systems;

¢ Responding to domestic and foreign threats and attacks against IRS employees, property,
data infrastructure, and sensitive information;

e Improving the integrity of IRS operations by detecting and deterring fraud, waste, abuse or
misconduct by IRS employees;

¢ Conducting comprehensive audits, inspections, and evaluations that include
recommendations for monetary benefits, addressing erroneous and improper payments, and
enhancing IRS’s service to taxpayers;

¢ Informing the American people, the Congress and the Secretary of the Treasury of problems
and progress made to resolve them; and

e Overseeing IRS’s efforts to administer tax provisions of the Patient Protection and
Affordable Care Act, and the Health Care and Education Reconciliation Act of 2010 (ACA).

Planned Execution of Funds:

To achieve the savings necessary to meet its reduced funding level under sequestration and the
0.2% rescission, TIGTA conducted an extensive review of all of its expenses resulting in
significant reductions to its travel, training, conferences, supplies, contracts, and overtime
budgets. Spending on new training, conferences, and travel has been reduced so only mission
critical travel as well as training for required certifications will be approved. In addition,
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TIGTA will not purchase or lease any Government Owned Vehicles in Fiscal Year (FY) 2013.
To save additional costs, TIGTA has implemented a hiring freeze for the remainder of the fiscal
year and will not issue any discretionary monetary awards for the remainder of Fiscal Year
2013.

TIGTA has achieved the savings necessary to stay within its enacted sequestration operating
plan level and will not issue any furlough notices in FY 2013. TIGTA will continue to closely
monitor its budget to ensure the sequestration savings identified will be achieved.

Proposed Reprogramming of Funds: Not Applicable

Items of Special Congressional Interest: Not Applicable

Proposal for S0% of Fiscal Year 2012 Unobligated Funds Balance:

Salaries and Expense Appropriation
Available Balance April 2013 1,041,800
50% Carryover Available 520,900

TIGTA proposes to use 50% of its FY 2012 unobligated balance of $1.042 million to fund the
following projects:

Approximately $325,000 to fund Infrastructure Improvements Supporting Improved
Operational Resilience

Proposed changes in TIGTA’s infrastructure will provide for improved performance, be better
suited for purpose in the changing environment, and offer significant cost saving opportunities
due to information technology (IT) growth and historical low financial terms. A significant
portion of this strategy involves improving the operational resilience of the infrastructure
currently located in Beltsville, Maryland. The equipment located in this space provides
infrastructure and services critical to the TIGTA mission, including email and other applications
that service approximately half of the TIGTA employee population. Just as important, this
equipment provides redundant services in the event of a failure at the TIGTA Atlanta location.
This space, while functional and operational, is not an enterprise class facility from an IT
operations perspective. TIGTA intends to transition its existing infrastructure from Beltsville to
the IRS Enterprise Computing Center — Martinsburg (ECC-MTB). ECC-MTB provides a stable
environment which is less susceptible to outages.

In the past year, TIGTA has experienced three (3) outages at the Beltsville location that have
cost the organization over $130,000 in lost productivity. Similar patterns are expected in the
foreseeable future because there have been no significant changes made to the power grid that
would improve its resilience or durability. Other steps to improve the operational resilience of
TIGTA in Beltsville have been taken in the past year. While these steps have proven useful, the
underlying issues associated with the Beltsville facility remain a high risk for future power
outages and lost productivity. TIGTA has determined that a migration to an enterprise class
facility, such as what ECC-MTB offers, would provide the agency with the environmental
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stability it needs to ensure mission fulfillment that it cannot currently assure with the IT
infrastructure located at the Beltsville location.

Relocation of the equipment to Martinsburg would not impair physical presence of TIGTA IT
personnel on site, should that be necessary. The TIGTA IT support staff is closer to Martinsburg
than they are to Beltsville. Additionally, the Martinsburg site provides TIGTA with the potential
for reduced expenditures regarding separate UPS and HVAC maintenance & replenishment.

Relocating the TIGTA Infrastructure from Beltsville to ECC-MTB aligns the agency with the
following initiatives:

. Follows the President’s 25 Point plan for Data Center Consolidation;
. Follows the Department of the Treasury’s plan for Data Center Consolidation;
. Adheres to the Go Green initiative addressing heat and power environmental concerns.

In summary, the migration of TIGTA resources to Martinsburg will help mitigate productivity
losses that the agency has incurred over the past couple of years. This migration also places the
organization in a position where it can employ improved network capacity, reduced network
latency, and reduced network complexity in addition to the other attributes associated with an
enterprise class facility. We believe the one-time expenditure of approximately $325,000 is in
the best interests of the American taxpayer and TIGTA’s mission.

Approximately $195,900 to fund one-time cost of converting TIGTA’s paper Official
Personnel Folders (OPF) to an electronic format

The Office of Management and Budget (OMB) mandated all Executive Branch agencies to
eliminate paper Official Personnel Folders (OPF) by December 2013. This E-Government
initiative known as the Electronic Official Personnel Folder (¢OPF) was developed for all
Federal agencies by the Office of Personnel Management (OPM) to manage and administer the
Official Personnel Folder process and to provide employees access to their individual file
through a secure Internet connection. TIGTA is requesting to use approximately $195,900 of its
FY 2012 unobligated balance to become compliant with this OMB mandate. Using a portion of
its Fiscal Year 2012 Unobligated Fund Balance to pay for this one-time cost will permit TIGTA
to dedicate its significantly reduced resources to carrying out its mission of critical audit,
investigative, and inspection and evaluation services, thus ensuring the integrity of tax
administration on behalf of the Nation’s taxpayers.
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Special Inspector General for TARP (SIGTARP)
FY 2013 Enacted Operating Plan

FY 2012 FY 2013 Sequestration Across the FY 2013
Enacted P.L. Enacted P.L. | Reduction 5% Board Operating
112-74 113-6 Rescission Level

(0.2%)
$41.800 Million | $41.800 Million | $0.000 Million | -$0.084 Million | $41.716 Million

FY 2013 Proposed Funding and Operations Overview:

The enacted appropriation funds the Office of the Special Inspector General for the Troubled
Asset Relief Program (SIGTARP) at a level of $41.716 million, which is $0.084 million below
the Annualized CR level. SIGTARP was created by section 121 of the Emergency Economic
Stabilization Act of 2008 (EESA) in December 2008. Under EESA, SIGTARP has the
responsibility, among other things, to conduct, supervise, and coordinate audits and
investigations of the purchase, management, and sale of assets under the Troubled Asset Relief
Program (TARP) and, with certain limitations, any other action taken under EESA.

TARP investment authority expired on October 3, 2010. SIGTARP’s oversight mandate did not
end with the expiration of Treasury’s authorization for new TARP funding. Rather, under the
authorizing provisions of EESA, SIGTARP is to carry out its duties until the Government has
sold or transferred all assets and terminated all insurance contracts acquired under TARP.

The Consolidated and Further Continuing Appropriations Act, 2013, Public Law 113-6, funded
SIGTARP at $41.7 million. Section 905(i) of the Balanced Budget and Emergency Deficit
Control Act, as amended, exempts SIGTARP’s single budget account from sequestration.
Accordingly, SIGTARP’s resources are not reduced pursuant to sequestration, and the agency
will utilize its $41.7 million appropriation to cover necessary expenses, including staff’s salaries
and benefits and operating support and services. SIGTARP budget activities include the
following:

e Audit: ($14,601,000) - SIGTARP’s Audit Division (AD) conducts, supervises, and
coordinates programmatic audits with respect to the operation of TARP and recipients’
compliance with their obligations under relevant law and contracts as well as the
evaluation of TARP policies and procedures. With respect to auditing, the division is
designed to provide SIGTARP with maximum flexibility to identify the scope and
methodology of audits to ensure a rigorous and timely review of policy and procedures
of specific programs within TARP. The audit results identify program deficiencies or
weaknesses and their impact on the efficiency and effectiveness of the program, how
funds were expended, and recommendations to improve the operations of TARP. Since
its inception, SIGTARP has initiated a total of 29 audits and four evaluations. SIGTARP
has published 20 audits and evaluations. In addition, nine audits and evaluations are in
progress. The remaining announced audits were either closed out or terminated. As of
January 30, 2013, SIGTARP made 114 detailed recommendations. In addition to
oversight, SIGTARP brings transparency through audits and evaluations.
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Investigations: ($27,115,000) - SIGTARP’s Investigations Division (ID) supervises and
conducts criminal and civil investigations into those persons and entities, whether inside
or outside of government, who waste, steal, or abuse TARP funds. The division is
comprised of experienced financial and corporate fraud investigators, including not only
special agents, but also forensic analysts and investigative attorneys. These
investigations include complex issues concerning suspected TARP fraud, accounting
fraud, securities fraud, insider trading, bank fraud, mortgage fraud, mortgage servicer
misconduct, fraudulent advance-fee schemes, public corruption, false statements,
obstruction of justice, money laundering, and tax-related investigations. This structure
provides SIGTARP with a broad array of expertise and perspectives in developing even
the most sophisticated investigations. In the interests of maximizing criminal and civil
enforcement, ID coordinates closely with other law enforcement agencies with the goal
of forming law enforcement partnerships, including task force relationships, across the
Federal government to leverage SIGTARP’s expertise and unique position. Currently,
SIGTARP has more than 150 ongoing criminal and civil investigations, many in
partnership with other law enforcement agencies. SIGTARP’s investigations have
resulted in sizeable recoveries and prevented the loss of millions of TARP dollars. This
includes restitution orders entered for $3.7 billion, forfeiture orders entered for $170.4
million and civil judgments and other orders entered for $281.9 million and savings of
$553 million in TARP funds that SIGTARP prevented from going to the now-failed
Colonial Bank.

In summary, SIGTARP will continue to design and conduct programmatic audits of TARP
operations, as well as recipients' compliance with their obligations under relevant law and
contract. SIGTARP will continue to conduct and supervise criminal and civil investigations into
any parties suspected of TARP-related fraud, waste, or abuse.

Planned Execution of Funds:

The majority of SIGTARP’s enacted funds will be utilized for salaries and benefits of staff
carrying out the organization’s mission and goals. The remaining funds will be used for
operating support and services.

List Major FY 2013 Procurements:

$2.1 million for Reznick Group, for consultative and production assistance to SIGTARP on
its statutorily-mandated quarterly report submission to Congress.

$4.8 million for Treasury’s Departmental Offices for provision of operating and IT support
services.

$1.2 million for Treasury Franchise Fund for other operating support and services (i.e.,
travel, financial reporting, procurement, and HR services).

List Items of Special Congressional Interest: The Special Inspector General for TARP does
not have any items of special Congressional Interest.
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Community Development Financial Institution Fund
FY 2013 Enacted Operating Plan

FY 2012 Enacted | FY 2013 Enacted | Sequestration Across the FY 2013
P.L. 112-74 P.L.113-6 Reduction 5% | Board Rescission | Operating Level
(0.2%)
$221.000 Million | $221.000 Million | -$11.118 Million | -$0.442 Million | $209.440 Million

FY 2013 Proposed Funding and Operations Overview:

The proposed operating plan reflects the Community Development Financial Institutions (CDFI)
Fund’s activities at a funding level of $209.440 million, which is $11.560 million below the FY
2012 enacted level after application of the enacted rescission ($0.442 million) and sequestration
reductions ($11.118 million). The primary role of the CDFI Fund is to administer a variety of
programs that build the capacity of financial institutions to serve low-income and underserved
communities and populations. Through its programs and initiatives, the CDFI Fund provides
financial assistance, technical assistance, tax credit allocations, and training to support
community and economic development activities and to expand access to credit to finance such
projects as affordable housing, small businesses, community facilities, and financial services,
among others.

The CDFI Fund’s activities include the following:

e Community Development Financial Institutions Program: The purpose of the CDFI
Program is to use federal resources to invest in CDFIs and to build their capacity to serve
low-income and underserved communities and populations that lack access to affordable
financial products and services. Through the CDFI Program, the CDFI Fund provides two
types of monetary awards to CDFIs - Financial Assistance (FA) awards and Technical
Assistance (TA) grants.

FA awards may be used_for financing capital, loan loss reserves, or capital reserves. FA
awards are made in the form of equity investments, loans, deposits, or grants, and the CDFI
is required to match its FA award dollar-for-dollar with non-federal funds of the same type
as the award itself. This requirement enables CDFIs to leverage private capital to meet the
demand for affordable financial products and services in low-income and underserved
communities.

TA awards allow certified CDFIs and established entities seeking to become certified to
build their capacity to provide affordable financial products and services to low-income
and underserved communities. TA awards may be used to purchase equipment; consulting
or contracting services; salaries and benefits of certain personnel; and/or to train staff or
board members.

The CDFI Program also includes a Capacity Building Initiative that provides specialized
training and technical assistance to CDFIs, through third-party contractors, to help build
their capacity in providing lending and development services in low-income and
underserved communities.
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e Bank Enterprise Award (BEA) Program: Through the BEA Program, the CDFI Fund
provides grants to FDIC-insured banks and thrifts to reward investment in CDFIs, as well
as increased lending and financial services in low income and underserved communities.

e Native American CDFI Assistance (NACA) Initiatives: The purpose of the NACA
Program is to build the capacity of Certified Native CDFIs, Emerging Native CDFIs, and
Sponsoring Entities, and to increase access to capital in Native Communities. Through the
NACA Program, the CDFI Fund provides two types of monetary awards — FA awards and
TA grants to increase access to capital in Native Communities.

e Healthy Food Financing Initiative (HFFI): Through the HFFI, the CDFI Fund will
continue to increase the availability of affordable, healthy foods in underserved urban and
rural communities. The CDFI Fund will make CDFI Program awards to CDFIs that will
finance healthy food alternatives in low-income communities.

e Administration: This budget activity includes funding for the CDFI Fund’s operational
support and management activities for each of the programs described above, as well as the
New Markets Tax Credit (NMTC) Program. Through NMTC, the CDFI Fund will allocate
up to $3.5 billion in 2013 of tax credit authority to Community Development Entities
(CDEs) that, in turn, provide investments in low-income communities. The CDFI Fund will
also continue to develop and implement the CDFI Bond Guarantee Program (BGP).

Planned Execution of Funds:

CDFI Program - FA Awards: In FY 2012, the CDFI Fund received 285 applications requesting
more than $384.2 million under the FA component and awarded $137.1 million to 145
organizations. This included 37 Small and Emerging CDFI Award (SECA) awardees and 108
Core awardees. SECA awards are capped at $600,000 and Core awards are capped at $1.5
million; however, the CDFI Fund reduced all Core recommended funding amounts by $46,194
to reach additional highly qualified applicants in order to achieve geographic and institutional
diversity. The CDFI Fund made approximately $12.7 million in direct loans to CORE awardees,
which resulted in a $5.1 million credit subsidy.

In FY 2013, the CDFI Fund received 309 applications requesting approximately $402.2 million
in FA awards. The CDFI Fund anticipates making $124.7 million in FA awards and plans to
award up to $1.6 million for the Capacity Building Initiative in FY 2013. The CDFI fund will
also set aside $8.0 million as the subsidy for the cost of direct loans.

CDFI Program - TA Awards.: In FY 2012, the CDFI Fund received 118 applications requesting
more than $11.4 million in TA and it awarded over $3 million to 33 organizations. TA awards
are capped at $100,000. In FY 2013, the CDFI Fund received 92 applications requesting
approximately $8.5 million in TA. The CDFI Fund anticipates awarding $4.1 million in TA
awards in FY 2013.

BEA Program: The CDFI Fund expects to award $17.1 million in October 2013. In FY 2012,
the CDFI Fund received 71 eligible applications requesting a total of approximately $88.5
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million. The CDFI Fund awarded approximately $18 million to 59 FDIC-insured institutions
with an average award size of $304,569. The target for FY 2013 anticipates similar demand and
results with lower program funding due to sequestration.

NACA Program — FA Awards: In FY 2012, the CDFI Fund received 66 eligible NACA
applications requesting $20.94 million and awarded over $9 million to 15 organizations. NACA
FA awards are capped at $750,000. In FY 2013, the CDFI Fund received 30 applications
requesting approximately $21.7 million under the NACA Program. The CDFI Fund anticipates
awarding $7.8 million in NACA FA awards and up to $0.8 million under the Capacity Building
Initiative.

NACA Program — TA Awards: In FY 2012, the CDFI Fund received 44 applications requesting
over $6.3 million and awarded approximately $2.4 million to 18 organizations. NACA TA
awards are capped at $150,000. In FY 2013, the CDFI Fund received 35 applications requesting
approximately $5.2 million under the NACA Program. The CDFI Fund expects to award $2.7
million in FY 2013.

Healthy Food Financing Initiative - F4 Awards: In FY 2012, the CDFI Fund received 26
applications requesting over $25 million and awarded $22 million to 12 organizations. HFFI-FA
awards are capped at $3 million. The CDFI Fund made approximately $1.8 million in direct
loans to HFFI F A awardees, which resulted in a $740,283 credit subsidy.

In FY 2013, 81 CDFI and NACA Program applicants indicated interest in applying for funding
under the HFFI-FA Program. A supplemental HFFI-specific application will be distributed to
eligible CDFI and NACA Program applicants in May 2013. The CDFI Fund expects to award
$20.8 million by September 2013.

Administration: The CDFI Fund will use $21.8 million to accommodate the staffing and resource
needs for its programs. Administrative activities include finalizing the terms of assistance and
allocation agreements with awardees, making disbursements of awards, monitoring awardees’
compliance with the terms of their award and allocation agreements, IT functions, training and
outreach, research, and evaluation. Additional activities include enhancement of existing IT
capabilities to support existing programs; improving certification and compliance monitoring
processes; and redesigning and modernizing the Community Investment Impact System (CIIS)
and the Community Impact Mapping System (CIMS).

Savings achieved: We have reviewed all contracts that are critical to support the CDFI Fund's
day-to-day operations, including reviewing award applications, providing additional technical
expertise for the CDFI Bond Guarantee Program, and maintaining legacy IT systems used to
support the awards process. As a result of a careful review of planned and existing contract
authority, the CDF1 Fund determined that only the research and evaluation contracts were
deemed discretionary. Under sequestration the CDFI Fund will terminate the NMTC Compliance
Risk Research project resulting in $350,000 savings and conduct the following planned research
and evaluation projects subject to availability of funds:
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e CDFI Credit Risk Model ($350,000, estimated completion date: October 2014): This
project will develop a CDFI credit risk model for use by several business units within the
CDFI Fund including: compliance, the CDFI program, and research.

e BEA Evaluation ($400,000, estimated completion date: October 2014): The evaluation
design has three objectives: 1) develop a baseline analysis of the effects of the BEA
award on bank behavior and investment patterns; 2) conduct a peer group analysis of
BEA participant banks (both awardees and applicants) with comparable (e.g., similar
asset size, geographic footprint, etc.) non-BEA banks to assess differences in investments
and services provided to CDFIs and low-income communities; 3) evaluate the overall
effectiveness of the program and identify potential program design changes to improve
the effectiveness of the program including assessing the best performance measure of
program effectiveness. The CDFI Fund will explore an interagency collaboration with the
Federal Reserve Board and the Federal Deposit Insurance Corporation to use their
expertise and call data and CRA examination data to develop and conduct the BEA
proposed evaluation under a Memorandum of Understanding.

Performance impact: Based on current pro-rata line item reductions in program budgets, the
CDFI Fund expects several mission-related impacts due to cuts in the award programs. Note that
the CDFI Fund cannot reallocate these reductions across programs in most cases because the
funding levels are fixed in the appropriations language. $7.3 million in cuts to the CDFI
Program Financial Assistance and Technical Assistance awards compared to FY 2012 levels will
have significant impacts on low-income and disadvantaged communities, including reductions in
affordable housing units built, small and micro-business lending, job creation and retention
associated with business lending, clients served by financial counseling and education, and credit
rehabilitation lending to businesses and households, as well as other reduced services and
products. Exact quantifiable estimates are difficult to forecast because the mix of the portfolio
lending products and services varies across CDFI awardees based on their specializations in
financial markets and the communities that they serve. Based on past trends and a moving
average of the composition of CDFI awardee’s portfolios, for example, housing impacts could
vary from several hundred to a few thousand fewer units produced. Likewise, the job reduction
forecasts are sensitive to the awardee’s portfolio of business loans, the average size of the loans,
the total project costs, and the industrial sector in which the loan is made, among other factors.

Proposed Reprogramming of Enacted Funds: None

Items of Special Congressional Interest: None

19






Financial Crimes Enforcement Network (FinCEN)

FY 2013 Enacted Operating Plan

Enclosure G

FY 2012 Enacted | FY 2013 Enacted | Sequestration Across the FY 2013
P.L. 112-74 P.L. 113-6 Reduction 5% | Board Rescission | Operating Level
0.2%)
$110.788 Million | $110.788 Million | -$5.573 Million | -$0.222 Million | $104.993 Million

FY 2013 Proposed Funding and Operations Overview: FinCEN is funded at $104.993
million, $5.795 million below the 2012 Enacted level. The FY 2013 operating level will support
core functions to safeguard the nation's financial system from the abuses of financial crime,
including terrorist financing, money laundering, and other illicit activity.

BSA Administration and Analysis: This budget activity comprises FinCEN’s efforts to
administer the BSA, including promulgating regulations; providing outreach and issuing
guidance to the regulated industries; providing oversight of BSA compliance; and managing the
information reported by the regulated industries, as well as BSA compliance of non-bank
financial institutions. FinCEN’s enforcement programs employ an intelligence-driven approach
to target examination efforts in high-risk areas; proactively investigate and exercise the full range
of FinCEN authorities to disrupt the illicit use of the financial system by priority targets; and use
effective and proportionate measures to enforce compliance with the BSA. These measures may
include compliance letters, civil money penalties, injunctive actions, and special measures.
FinCEN’s efforts also include support to U.S. law enforcement and international FIUs in
combating financial fraud and crime by facilitating the exchange of investigative information,
including with foreign counterpart FIUs; identifying foreign and domestic financial fraud, money
laundering, and terrorist financing trends, patterns, and techniques; and liaison with and support
of intelligence initiatives within the intelligence community and within Treasury.

FY 2013 Execution of Funds: To meet the reductions from the FY 2012 enacted level, totaling
$5.573 million, FinCEN will implement a number of the reductions previously proposed in the
FY 2013 President’s Budget. These include staff attrition, information technology maintenance
and other contractual services. FinCEN will monitor planned contractual efforts to ensure

affordability.

List Items of Special Congressional Interest: FinCEN does not have any items of Special
Congressional Interest.
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Bureau of the Fiscal Service
Financial Management Service Appropriation
FY 2013 Enacted Operating Plan

FY 2012 FY 2013 | Sequestration | ACross the FY 2013 FY 2013
. Board Enacted Proposed .
Enacted Enacted Reduction Rescission (less Seq. & Transfer | Operating
- - o, *
P.L.112-74 P.L.113-6 5% (0.2%) Rescission) Level
$217.805 $217.805 -$10.957 -$0.436 $206.412 $3.466 $209.878
Million Million Million Million Million Million Million

FY 2013 Proposed Funding and Operations Overview:

The Financial Management Service (FMS) operating plan for FY 2013 is $209.878 million,
which includes a sequestration reduction of five percent, a rescission of 0.2 percent and the
proposed transfer of $3.466 million from the Bureau of Public Debt appropriation. This level is
$7.9 million below the FY 2012 enacted. The Bureau of the Fiscal Service (Fiscal Service) plays
a key role in supporting the Department of the Treasury’s strategic goal of managing the United
States Government’s finances effectively by operating as the financial manager and principal
fiscal agent for the federal government. This role includes managing the nation’s finances by
collecting money due to the United States, making its payments and performing central
accounting functions.  The budget activities funded by the FMS appropriation include the
following:

Payments ($125.57 million): The Payments activity issues and distributes payments, develops
and implements federal payment policy and procedures, promotes the use of electronics in the
payment process, and assists agencies in converting payments from paper checks to Electronic
Funds Transfer (EFT). This activity also includes controlling and providing financial integrity to
the payments process through reconciliation, accounting, and claims activities. The claims
activity settles claims against the United States which result from federal government checks that
have been forged, lost, stolen, or destroyed. The Payments activity collects monies from those
parties liable for fraudulent or otherwise improper negotiation of government checks. It also
includes processing claims and reclamations for EFT payments.

Collections ($20.851 million): The Collections activity collects revenues needed to operate the
federal government through the management of the federal government’s collections
infrastructure. It also manages the collection of federal revenues such as individual and
corporate income tax deposits, customs duties, loan repayments, fines, and proceeds from leases.
The Collections activity establishes and implements collection policies, regulations, standards
and procedures for the federal government.

Government-wide Accounting and Reporting ($63.457 million): The Government-wide
Accounting and Reporting (GWA) activity maintains the federal government’s books and
accounts for its monetary assets and liabilities by operating and overseeing the government’s
central accounting and reporting system. It also works with federal agencies to adopt uniform
accounting and reporting standards and systems and provides support, guidance, and training to
assist FPAs in improving their government-wide accounting and reporting responsibilities.
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GWA gathers and publishes government-wide financial information which is used in
establishing fiscal and debt management policies and is also used by the public and private
sectors to monitor the government’s financial status. These publications include: the Daily
Treasury Statement, the Monthly Treasury Statement, the Treasury Bulletin, the Combined
Statement of the United States Government, and the Financial Report of the United States
Government (FR).

Debt Collection (Funded through reimbursable resources): The Debt Collection activity
collects delinquent government and child support debt by providing centralized debt collection,
oversight and operational services to Financial Program Agencies (FPAs) and states as required
by the Debt Collection Improvement Act of 1996 (DCIA) and related legislation. The services
include, but are not limited to, collecting delinquent debts through Cross-Servicing and offsetting
federal payments, providing a database for use as a tool for barring delinquent debtors, providing
post-judgment collection, advising and educating agencies towards improving debt management,
and referrals to the Department of Justice. This activity is funded through revenues charged
primarily to debtors as authorized in the DCIA; as well as the Economy Act, which is used for
the Federal Payment Levy Program (Tax Levy).

Planned Execution of Funds: The Fiscal Service will utilize funds as stated in the FY 2013
operating plan table to support the mission of providing central payment services to FPAs,
operating governmental collection and deposit systems, and providing government-wide
accounting and reporting services. These services link to three of the Fiscal Service’s main
functions within the Department of the Treasury: Payments, Collections, and Government-wide
Accounting and Reporting. With the funding allocated to the agency, the Bureau will support
the Department’s goal of increasing electronic transactions with the public to improve service,
prevent fraud, and reduce costs. Please note that the FMS appropriation cannot be used to pay
for the Salary and Expenses incurred by executing Debt Collection activities.

There will be no negative performance impacts as the reductions will be achieved through the
following actions:
o Realize the FY 2013 efficiencies, $7.376 million, as identified in the President’s
Budget :

= Data Center Consolidation / Fiscal IT ($6.044 million)
» Paperless Treasury ($0.875 million)
* Administrative Services Reduction ($0.457 million)
o Realize savings, $0.551 million, from current attrition rate
o Exercise the transfer authority of $3.466 million from the BPD appropriation

Furloughs are not necessary to achieve the required sequestration or rescission savings.

Proposed Reprogramming of Funds: Propose to exercise the Secretary’s 2 percent transfer
authority from the BPD appropriation in the amount of $3.466 million to support the Collections,
and Government-wide Accounting and Reporting operations which would otherwise be
negatively impacted. This will make the FY 2013 funding level total $209.878 million.

List Items of Special Congressional Interest: Not Applicable
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Bureau of the Fiscal Service
Bureau of the Public Debt Appropriation
FY 2013 Enacted Operating Plan

FY 2012 FY 2013 | Sequestration | Aross the FY 2013 FY 2013
. Board Enacted Proposed .
Enacted Enacted Reduction Rescission (less Seq. & Transfer Operating
- - o, <
P.L.112-74 | P.L.113-6 5% 0.2%) Rescission) Level
$173.635 $173.635 -$8.685 -$0.345 $164.605 -$3.466 $161.139
Million Million Million Million Million Million Million

Note: The FY 2013 operating level includes $1 million in projected Legacy Treasury Direct User Fees

FY 2013 Proposed Funding and Operations Overview:

The Bureau of the Public Debt (BPD) operating plan for FY 2013 is $161.139 million, after
accounting for a sequestration reduction of 5 percent, a rescission of 0.2 percent and the
proposed transfer of $3.466 million to the FMS appropriation. This level is $12.5 million below
the FY 2012 enacted. The Bureau of the Fiscal Service (Fiscal Service) borrows the money
needed to operate the federal government, accounts for the resulting debt, and provides
reimbursable support services to federal agencies. The budget activities funded by the BPD
appropriation include the following:

Wholesale Securities Services ($22.092 million): The Wholesale Securities Services program
is responsible for the announcement, auction, issuance and settlement of marketable Treasury
bills, notes, bonds and TIPS. It also oversees an infrastructure that provides for the transfer,
custody and redemption of all Treasury marketable securities, which are purchased mostly by
commercial market participants.

Government Agency Investment Services ($14.728 million): The Government Agency
Investment Services program includes the offering of specialized investments for government
entities at the federal, state, and local levels, as well as borrowings by federal agencies.

Retail Securities Services ($110.876 million): The Retail Securities Services (RSS) program
serves more than 50 million retail customers who have invested in marketable and savings
securities directly with Treasury. Investors may hold these securities in book-entry or paper
form. The RSS Program is working on developing a new Treasury security that is simple,
electronic, and attractive to encourage savings to a wide audience of individual investors.

Summary Debt Accounting ($8.443 million): The Summary Debt Accounting (SDA) program
produces daily reports on the balances and composition of the public debt, the Monthly Statement
of the Public Debt, and the annual, audited Schedules of Federal Debt, which reports on the
single largest liability in the annual Financial Report of the U.S. Government. SDA has received
an unqualified opinion on the Schedules of Federal Debt for the past 15 years.

Do Not Pay Business Center ($5 million): Following the June 2010 Presidential Memorandum
on Enhancement of Payment Accuracy Through a “Do Not Pay List,” the Do Not Pay Business
Center was established for use by all departments and agencies in order to achieve the goal of
preventing ineligible recipients from receiving payments or awards from the federal government.
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The Do Not Pay Business Center is a significant step toward meeting the President’s directive to
establish a single-entry point that departments and agencies can access to determine eligibility
information prior to making an award or payment, while also providing other services.

Planned Execution of Funds:

Furloughs are not necessary, as the FY 2013 enacted operating plan provides more funding than
the proposed FY 2013 President’s Budget. This funding level has no negative impact on
performance.

Proposed Reprogramming of Funds:

Propose to exercise the Secretary’s 2 percent transfer authority from the BPD appropriation in
the amount of $3.466 million to support the Collections and Government-wide Accounting and
Reporting operations, which are funded by the FMS appropriation. This transfer authority is

based on the FY 2013 Enacted budget less the across-the-board rescission.

Items of Special Congressional Interest (If Applicable): Not Applicable
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Alcohol and Tobacco Tax and Trade Bureau
FY 2013 Enacted Operating Plan

FY 2012 FY 2013 Sequestration Across the FY 2013
Enacted P.L. Enacted P.L. | Reduction 5% Board Operating Level
112-74 113-6 Rescission
(0.2%)
$99.878 Million | $99.878 Million | -$5.024 Million | -$0.200 Million | $94.654 Million

FY 2013 Proposed Funding and Operations Overview:

The FY 2013 enacted level funds the Alcohol and Tobacco Tax and Trade Bureau at $94.654
Million. This is $5.224 Million below the FY 2012 enacted level and is comprised of a cut of
$5.024 Million from sequestration and a rescission of $0.200 Million.

TTB is the nation’s primary Federal authority in the regulation of the alcohol and tobacco
industries. TTB is responsible for administering and enforcing the Federal Alcohol
Administration Act, which provides for the regulation of the alcohol beverage industry and the
protection of consumers of alcohol beverages, and the provisions of the Internal Revenue Code
relating to excise taxes on alcohol, tobacco, firearms, and ammunition. TTB’s operating budget
consists of two primary budget activities: Collect the Revenue and Protect the Public.

Collect the Revenue ($48,927,167) - This activity provides for the collection and
enforcement of alcohol, tobacco, firearms, and ammunition excise taxes. These products
generate over $23 billion in tax revenue annually, making TTB the third largest tax
collection agency in the Federal government. Alcohol and tobacco taxes collected by
TTB are remitted to the Department of the Treasury General Fund. Firearms and
ammunition excise taxes are remitted to the Fish and Wildlife Restoration Fund under
provisions of the Pittman-Robertson Act of 1937. The excise taxes collected by TTB are
paid by approximately 8,500 businesses that had operations that resulted in tax payments
during the year. Members of the regulated industries paying excise taxes are distilleries,
breweries, bonded wineries, bonded wine cellars, manufacturers of paper and tubes for
tobacco products, manufacturers of tobacco products, and manufacturers and importers of
firearms and ammunition. '

Protect the Public ($45,726,614) - This activity provides the regulatory framework that
ensures the integrity of the alcohol and tobacco industries and of beverage alcohol
products in the marketplace through the regulation of over 61,000 alcohol and tobacco
businesses. TTB enforces Federal laws related to the issuance of permits to industry
members and the production, labeling, and advertising of alcohol products through
investigations, application reviews, laboratory testing, and educational programs. TTB
works with industry, foreign and state governments, and other interested parties to
facilitate compliance with regulatory requirements and to maintain the requisite level of
oversight to ensure public safety, including through education, partnerships, and open
communication.
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In FY 2013, TTB will continue to assist industry members in complying with alcohol and
tobacco laws and regulations to ensure that the appropriate excise taxes are collected from those
industries and that alcoholic beverages in the U.S. market meet all Federal production, labeling,
and advertising standards.

FY 2013 Planned Execution of Funds and Performance Impact:

TTB tracks its cost of operations under the Collect the Revenue and Protect the Public budget
activities by program and project, and develops its operating plan based on the actual costs of
delivering the core services that support the bureau’s mission. The actual dollar amounts spent
under these budget activities varies each year, but are relatively equally split. For the FY 2013
CR, TTB’s operating plan is based on FY 2012 actual spending under these two budget activities
(52 percent Collect the Revenue/48 percent Protect the Public). Under sequestration, the budget
reductions were applied to each budget activity equally.

The FY 2013 operating level enablecs TTB to maintain its core activities that support revenue
collection and the enforcement of laws and regulations governing alcohol and tobacco products.
TTB prioritized budget reductions that are the least likely to present risks to its core mission
areas. More specifically, TTB will achieve the preponderance of the reductions required through
cuts to its contracts and operating costs, resulting in budget savings of approximately $3.8
million for FY 2013. TTB’s plan to reduce operating costs includes the deferral of critical IT
hardware and laboratory equipment refresh and the reduction of travel, supplics, and rent costs.
With few options, TTB must achieve the remaining $1.4 million in savings by reducing its
workforce costs. To minimize the impact on its employees, TTB does not plan to initiate any
furlough actions, but it will continue its current hiring freeze through the remainder of the fiscal
year. TTB’s anticipated workforce reduction under the operating plan is 17 FTEs, or 4% of its
authorized staffing level. The impact of these budget reductions on TTB’s core mission
activities will put the bureau’s annual revenue collections at risk, hinder economic growth, and
reduce the services that TTB must provide to the public under its governing statutes.

To approximate the potential revenue losses due to reductions in staff contributing to the Collect
the Revenue activity, TTB assumes a total reduction of roughly 8-10 FTE based on the current
FTE allocation. Further, TTB will reduce its reimbursable agreement with the Internal Revenue
Service for special agents to deter and address illicit trade in alcohol and tobacco products. As
the effectiveness of TTB’s tax enforcement program is dependent on the complementary skill
sets of its auditors, investigators, special agents, tax specialists, chemists, and data scientists, any
combination of staffing losses in this area would have a direct adverse impact on revenue
collections. TTB’s enforcement program has demonstrated that each FTE generates a positive
return on investment of roughly 4:1 for each FTE, thus placing at risk roughly millions of dollars
in Federal excise tax revenue collections. These budget reductions will result in not only a direct
revenue loss, but also a diminished field presence that may compromise the deterrent effect of
these activities on the broader marketplace, which contributes to TTB’s collection of roughly $23
billion in annual tax revenue.

In addition, the Protect the Public Activity will result in a reduction of 8-10 staff. TTB is a
unique regulatory agency in that the businesses it regulates cannot legally operate without a
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Federal permit issued by TTB. Annually, the bureau processes roughly 7,900 permits for new
businesses, the majority of which are small startup operations. The bureau also issues
Certificates of Label Approval (COLA), which are required before alcohol beverage
manufacturers or importers can bottle or introduce their products into U.S. commerce; TTB’s
labeling specialists process more than 150,000 applications annually. Under the 2013 operating
levels, the processing times for a COLA or a permit application could increase by several weeks,
though the delays are difficult to quantify at this point. The impact of increased permit and
COLA processing times is two-fold, as they impact tax revenue and the regulated industries.
Without a Federal permit, businesses cannot legally manufacture alcohol and tobacco products
and, therefore, would not pay taxes on those manufactured goods. Similarly, because TTB
collects the tax on alcohol beverage products at the point of removal from an industry member’s
premises, delays in COLA processing affect tax collection.

Finally, there are other important effects of the 2013 operating levels on TTB’s programs. For
instance, with minimal staff, TTB processes approximately 10,000 export certifications required
by foreign markets where U.S. wine, beer, and spirits producers export goods. These export
certifications directly facilitate approximately $300 million in domestically-produced alcohol
beverage sales to foreign markets. At the 2013 operating levels, TTB’s ability to timely process
these certifications will be impeded, as will TTB’s capacity to address international trade
barriers, thereby hindering industry members’ ability to export their products.

In addition to the revenue and economic impact of 2013 operating levels, the required staffing
reductions will negatively impact TTB’s important consumer protection-related programs.
These reductions will decrease staff conducting product integrity investigations and technical
analyses of alcohol beverage products. These functions detect and address health hazards, such
as pesticide and heavy metal contamination in alcohol beverages, and reductions in TTB’s
regulation and enforcement resources in these areas could lead to public health and safety risks.

Proposed Reprogramming of Funds: None

Items of Special Congressional Interest: None
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expenses to manage, maintain and operate the information systems and
telecommunication programs critical to the support of tax administration.

¢ Business Systems Modernization (BSM): The Business Systems Modernization
appropriation provides resources for the planning and capital asset acquisition of
information technology to modernize IRS business systems.

Impact of Sequestration and Reprogramming:

The $594.5 million sequestration and $24 million rescission across all IRS appropriations
reduces FY 2013 operating levels by more than $618 million which is 5.23% below the FY 2012
enacted level. In FY 2012, the IRS had a net $306 million reduction across all accounts relative
to FY 2011, with the Taxpayer Services, Enforcement and Operations Support appropriations cut
$360 million (not including the $15 million impact of absorbing the Health Insurance Tax Credit
Account within the Taxpayer Services account). The FY 2013 total operating level is now
almost $1 billion below FY 2011. At this level, the IRS expects to furlough all employees for up
to seven (7) days starting in late May, contingent on utilization of reprogramming and carryover
authorities.

As the result of the FY 2012 budget reductions, the IRS took aggressive steps to reduce
spending. The ‘by-exception-only’ hiring freeze that has remained in effect since December
2010 and targeted staff cuts have resulted in a reduction of more than 8,000 full time permanent
employees over a little more than two years. Additionally, in support of the 2011 Executive
Order Promoting Efficient Spending, by the end of FY 2012 the IRS has already reduced non-
labor spending across the board resulting in savings since FY 2010 of 68% in training travel,
45% in other travel, 30% in supplies and materials, 30% in printing, and 25% in professional and
technical services to name a few. The IRS is on track for additional savings in these areas by the
end of FY 2013.

The IRS has identified over $400 million of spending reductions below FY 2012 as the result of:
salary savings achieved through prior year attrition and buyouts; anticipated attrition for the
remainder of FY 2013; and significant reductions to non-labor spending in travel, training,
supplies and services, IT and other core infrastructure (including reduced funding for space and
housing). Although these savings partially offset the impact of sequestration, further cuts in
mission-critical non-labor and infrastructure requirements would have excess impacts on the IRS
mission. As salaries and benefits make up 72 percent of the total IRS budget (93 percent in the
Taxpayer Services and Enforcement accounts), across the board furloughs will be required to
achieve the balance of the targeted reductions.

Items of particular congressional interest and the effects of sequestration and rescission are
included in the lower section of the FY 2013 Enacted Operating Plan tables by appropriation
later in this document.

Proposed Transfer of Funds:

In order to effectively manage available operating resources through the remainder of FY 2013
while ensuring the integrity of core operations is maintained, the IRS proposes to transfer up to
$75M from Enforcement to Taxpayer Services and Operations Support accounts. Sequestration
and the rescission apply reductions by the same percentage across all appropriations and, as the
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The following comments are from the IRS Oversight Board, an independent body charged
with overseeing IRS administration and management.

IRS Oversight Board Comments

The Board is pleased to have the opportunity to review and comment on the Internal Revenue
Service (IRS) Fiscal Year (FY) 2013 Operating Plan. The plan describes how the IRS will spend
the $11.198 billion it received under the FY 2013 Continuing Resolution, less $594.5 million due
to the sequestration and less an additional $24 million in rescission cuts. Thus, the IRS’ FY 2013
operating level is reduced by more than $618 million, which is 5.23% below the enacted full year
Continuing Resolution, and approximately $1.6 billion less than the President’s FY 2013 Budget
Request. It is also 1.8 billion less than the funding level the Board determined was necessary for
the IRS to fully comply with its statutory obligations. Given the realities of the FY 2013 funding
environment, the Board supports the realignment of funds as outlined by the IRS in its FY 2013
Operating Plan.

The IRS plan is appropriated among the IRS’ three operating accounts and its business systems
modernization investment account and reflects the austere budget environment the IRS is facing
in FY 2013, one that has only worsened over the past several years. In fact, over the past two
years alone the IRS’ funding has declined almost $1 billion. This drastic reduction has resulted in
real world consequences on both service and compliance programs. Nowhere is this more
visible than in the IRS’ toll-free telephone level of service which has dropped from 74 percent in
FY 2010 to 68 percent in FY 2012. The Board continues to believe an acceptable level of service
is 80 percent.

Despite taking multiple actions to absorb the anticipated impact of sequestration in FY 2013, the
plan reflects the actions the IRS must take to implement the remaining cuts while maintaining
the integrity of its core operations. Unfortunately, at this time, the IRS is planning to furlough
employees to meet its FY 2013 funding level. To apply employee furloughs evenly throughout
the organization, the IRS proposes to transfer up to $75 million from its Enforcement
Appropriation to its Taxpayer Services and Operations Support Appropriations. Additionally, the
IRS proposes to apply its available fifty percent carryover of FY 2012 unobligated funds to
reduce the total number of furlough days needed, and requests advance authority to increase the
dollar amount, with notification to the appropriate committees, if additional FY 2012 unobligated
funds are identified during the year.

The Board believes the Operating Plan will result in significantly reduced performance results
and the erosion of taxpayer service and compliance programs in FY 2013 and future years. It
should also be noted that a reduction of this size and scope will most likely impact voluntary
compliance and IRS efforts to close the tax gap.

The Board hopes that the Congress will consider the significance of the impact of reduced
funding on the IRS and ensure appropriate funding for the IRS in the years that follow.
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Department of the Treasury
International Programs
Fiscal Year 2013 Operating Plan

Section 1113 of Public Law 113-6, the Consolidated and Further Continuing Appropriations Act,
2013, requires the Department of the Treasury, to provide an operating plan at the “program,
project and activity level.” The attached table at Tab 1 outlines the FY 2013 appropriations for
Treasury’s International Programs and the specific reductions required as a result of
sequestration. As the bulk of Treasury’s appropriations are for contributions to the multilateral
development banks (MDBs) and related trust funds, the operating amounts shown in the table
reflect Treasury’s planned obligation of FY 2013 funds. In the case of funds for the Office of
Technical Assistance, additional information is provided at Tab 2.

SEQUESTRATION IMPACT

Multilateral Development Bank Hard L.oan Windows

Funding for the hard loan windows allows the U.S. to subscribe to shares as a part of agreed
capital increases. The reductions caused by sequestration will result in dilutions of U.S. voting
power at the International Bank for Reconstruction and Development (IBRD), the Asian
Development Bank (AsDB) and the African Development Bank (AfDB). At the IBRD, the
sequestration reduction could force the U.S. to be diluted below the 15 percent veto threshold
that allows the U.S. to block amendments to the Bank’s Articles of Agreement, depending on the
timing of other shareholder subscriptions. At the AsDB, the sequestration reduction will reduce
the U.S. voting power vis a vis Japan with whom the U.S. equally divides a 26 percent stake. At
the AfDB, the sequestration reduction will force the U.S. to forfeit its right to purchase 1,898
shares associated with the second installment payment of the general capital increase. While the
U.S. may have the opportunity to repurchase a percentage of these shares when they are offered
to other non-regional shareholders, the resulting dilution will threaten the U.S. single-
constituency board seat. Finally, under a new credit rating methodology recently adopted by
S&P, higher weight is now given to the perception of shareholder support. Any reduced or
delayed subscriptions to capital could be assessed as a lack of support from the U.S., negatively
influencing S&P’s MDB assessments.

Multilateral Development Bank Concessional Windows and Trust Funds

Funding for concessional windows and trust funds helps support poverty reduction, food
security, and environmental initiatives. The sequestration reductions will reduce programming
that supports these efforts. Further, sequestration will add to growing U.S. arrears, which now
amount to nearly $1.3 billion. Beyond limiting important project funding, unmet commitments
and pledges to these institutions and trust funds limit U.S. influence on a range of issues and can
impede progress on key policy objectives.

Office of Technical Assistance (OTA)

Funding for OTA helps developing and transition countries build efficient revenue collection
systems, well-planned and executed budgets, judicious debt management policies, sound banking
systems, and strong controls to combat corruption and other economic crimes. The sequester will
result in OTA scaling back or terminating technical assistance projects. Based on current




estimates, the sequester reduction of $1.3 million will result in the program conducting two to
three fewer projects beginning in 2013.

ATTACHMENTS
Tab 1: FY 2013 Appropriations and Operating Levels
Tab 2: Office of Technical Assistance Detail
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