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UNITED STATES OF AMERICA
MERIT SYSTEMS PROTECTION BOARD

DECLARATION OF ROBERT F. HALE

Personal Background

I, Robert F. Hale, having personal knowledge of the facts contained in this declaration
and being competent to testify to them, hereby state as follows:

1. I currently serve as the Under Secretary of Defense (Comptroller)/Chief Financial
Officer in the United States Department of Defense (“DoD” or “the Department”). I have held
this position since February 2009 following my nomination by President Barack Obama,
confirmation by the United States Senate, and appointment by President Obama.

2. Prior to my appointment, I served as the Executive Director of the American
Society of Military Comptrollers (ASMC), the professional association of Defense financial
managers. As Executive Director, I led the ASMC’s certification program (the Certified Defense
Financial Manager program), and oversaw other training programs, the society’s professional
journal, and the ASMC’s National Professional Development Institute, an annual conference
attracting more than 3,500 participants. Prior to my ASMC tenure, from 1994 to 2001, I served
in the Pentagon as the Assistant Secretary of the Air Force (Financial Management and
Comptroller), where I was responsible for annual budgets in excess of $70 billion, efforts to
streamline Air Force financial management, and compliance with the Chief Financial Officers
Act. In addition, from 1982 to 1994, I headed the National Security Division at the
Congressional Budget Office, developing quantitative analyses of major defense budget issues
and testifying frequently before congressional committees. During my career, I was also a

senior fellow and head of the acquisition and grants management group at LMI, a consulting firm
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specializing in service to the Federal government. I also spent 3 years as an active duty officer in
the U.S. Navy and served as a staff analyst and study director at the Center for Naval Analysis.

3. I graduated with honors from Stanford University with a Bachelor of Science
(B.S.) in mathematics and statistics. I also hold a Master’s degree in operations research from
Stanford and a Master of Business Administration (MBA) degree from the George Washington
University. I am a Certified Defense Financial Manager (CDFM). I am a fellow of the National
Academy of Public Administration and a past member of the Defense Business Board, a high-
level Pentagon advisory panel. In addition, I am the recipient of the Department of Defense
Exceptional Public Service Award, the Air Force Distinguished Service Award, and the National
Defense Medal. |

4, In my current position as Under Secretary of Defense (Comptroller), I am the
principal advisor to Secretary of Defense Hagel on all budgetary and fiscal matters, including the
development and execution of DoD’s annual budget of more than $500 billion, which pays for
day-to-day and wartime requirements. As Chief Financial Officer, I also oversee the
Department’s financial policy, financial management systems, and business modernization
efforts. I served in the same capacity for former Secretaries of Defense Panetta and Gates.
Overview of Sequestration and Its Impact on the Department of Defense

5. As the Department’s Comptroller, I have advised both Secretary Hagel and
former Secretary Panetta regarding the Department’s reduced funding levels and the impact of
sequestration on the Department’s budget and the various options, including furloughs, for
addressing such impact. I advised that an administrative furlough was a management tool that

would result in a predictable, recurring amount of money being available for use by the
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Department to contribute to addressing the negative fiscal impacts of sequestration, operating for
a full-year under a continuing resolution, and increasing war requirements.

6. By way of background, the Budget Control Act (BCA) of 2011, which was
enacted in August 2011, provided for a projected $1.2 trillion in automatic spending cuts, if
Congress failed to enact deficit reduction legislation by adopting the recommendations of the
Joint Select Committee on Deficit Reduction by January 15, 2012. The cuts were to be evenly
divided: (1) over a 9-year period beginning in 2013 and ending in 2021, and (2) between defense
spending and discretionary domestic spending. Known as sequestration (or sequester), the above
process of automatic spending cuts was intended as a means of encouraging compromise on
deficit reduction efforts. When no such compromise was reached, however, the mandatory
budget cuts (including $109 billion in total cuts for fiscal year 2013) were scheduled to go into
effect on January 2, 2013. Passage of the American Taxpayer Relief Act on January 2, 2013,
delayed the mandatory budget cuts until March 1, 2013.

7. As of February 2013, the Department anticipated, absent another postponement or
a compromise, that by the end of the following month, its share of the sequester for fiscal year
2013 would result in an approximate $42 billion reduction in the Department’s total
discretionary budgetary topline (later recalculated by the Office of Management and Budget at
$37 billion) with virtually every budget account in the Department’s budget — including wartime
funding but excluding military personnel accounts — cut by as much as 9 percent.

8. In addition to sequestration, the Department anticipated further budgetary
constraints if the funding levels for the remainder of fiscal year 2013 were to stay in effect at the
then-current funding levels allowed by the continuing resolution (CR). A CR is an

appropriations act that funds specified Federal agencies or the entire Federal government until a
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specified date or for the remainder of the fiscal year when agreement cannot be reached on one
or more of the regular appropriation acts. Typically it proportionally allocates budget authority
into accounts based on amounts appropriated in the prior year appropriations acts. Thus, the lack
of a regular DoD appropriations act for fiscal year 2013 created, among other things, the
additional constraint of having money in the wrong appropriation accounts. Specifically, under .
the then-existing CR, the Department had too many dollars in the investment accounts and too
few dollars in the operation and maintenance (O&M) accounts.

9. Finally, by February 2013 the Department faced costs of wartime operations in excess
of those that were estimated two years earlier when budgets were prepared. At that point we
estimated that we could be short as much as $10 billion in wartime operating costs.

10. These various factors — sequestration, misallocation of funds under the CR,
unexpectedly high wartime costs — all affected the DoD budget, especially the Operation and
Maintenance (O&M) portion of the budget, which funds the costs for many of our civilian
employees. Taken together, these factors left us facing shortfalls of $40 billion or roughly 20

percent of O&M funding for active forces.

Initial Considerations Regarding the Furlough of Department of Defense Civilian
Employees

11. In response to sequestration and other shortfalls, the DoD determined that if it had
to operate under reduced funding levels for an extended period of time, it would have to consider
furloughs and other actions to ensure it could execute its core mission and to bring its
expenditures down to appropriated levels. As an initial overriding objective, the Department had
to protect the warfighter. This objective meant, however, that there would be larger and more

disproportionate cuts in the Military Departments’ O&M accounts supporting the base budget for
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the active forces and from which most civilian positions are funded. The need to protect
warfighter funds added to the Department’s O&M problems.

12.  As of late February 2013, the Department had already begun taking many near-
term actions in an attempt to slow spending and avoid more draconian cuts at a later time. Such
actions included severe cutbacks in travel and training conferences; civilian hiring freezes;
layoffs of more than 7,500 temporary and term employees; sharp cutbacks in facilities
maintenance (by as much as 90 percent in the remainder of the year); cutbacks in base
operations; reduction of the number of aircraft carriers, embarked air wings, and accompanying
defensive and support ships deployed to the Persian Gulf; reductions in the scope of and period
of performance of contracts; and delay of contracting actions until the next fiscal year. However,
the Department recognized at that time that if sequestration and the CR were to last throughout
fiscal year 2013, many more far-reaching changes would be required, including cutbacks and
delays in virtually every investment program in the Department (some 2,500 of them) and the
furlough of civilian personnel.

13.  Asaresult, on February 20, 2013, Secretary of Defense Panetta notified DoD
civilian employees and the Congress about the potential for such furloughs for up to 22 days
(176 hours). As I noted that same day in a DoD Press Briefing on “Civilian Furlough Planning
Efforts,” although the Department would strongly prefer not to impose furloughs, the
Department believed that it had no choice but to do so absent further action by Congress, given
the severe budget constraints outlined above. As I then stated,

We’re more than 20 percent short in O&M, with 7 months to go, much higher in

some of the services, particularly the Army. Civilian personnel make up a

substantial part of DoD O&M funding. We can’t do reductions in force,

especially at this point in the year. They’d cost us money in this year because of

unused leave and severance pay, so furloughs are really the only way we have to
quickly cut civilian personnel funding.
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14.  During the planning for possible furloughs, the Secretary determined that,
as a matter of policy, there would be only limited exceptions to any furloughs that were
imposed. Exceptions would include civilians directly involved in support of wartime
operations, those needed for protection of life and property, and those involved in a few
programs of particularly high priority (especially programs directly and significantly
affecting military readiness). Remaining furloughs would be implemented in a fair and
even manner across the breadth of the Department (including the Military Departments).

We estimated that furloughs of 22 days would reduce DoD expenditures by $4 to $5
billion.

15. OnMarch 21, 2013, Congress passed H.R. 933, the “Consolidated and Further
Continuing Appropriations Act, 2013,” (hereafter referred to as “the Act”) which, in part,
provided fiscal year 2013 full-year appropriations through September 30, 2013, for various
Federal agencies, including the Department of Defense, and which modified some aspects of
sequestration. Although it retained the overall sequestration spending cuts and their across-the-
board nature, and did not provide sufficient funding to cover the OCO shortfalls, it aligned
funding closer to the fiscal year 2013 budget request for DoD and provided limited transfer
authority to the Department, which is an authority to move money from one account (e.g.,
Procurement) to another (e.g., O&M) in order to provide some flexibility during budget
execution. In anticipation of the President’s signing Public Law No. 113-6, on March 21, 2013,
the Department delayed issuance of furlough notices to allow the Department to analyze
carefully the impact of the Act on the Department’s resources. After March 26, 2013, when
President Obama signed H.R. 933 into law as Public Law No. 113-6, the Department no longer

operated under the CR terms and conditions. This corrected approximately $11 billion of the
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shortfall in the Military Departments’ base O&M accounts that resulted from operating under the
CR at the fiscal year 2012 funding levels and authorized a total of $7.5 billion in general and
special transfer authority under sections 8005 and 9002, respectively.

16. However, even after enactment of this appropriations legislation, the Department
still faced an O&M shortfall in excess of $30 billion. In efforts to minimize the adverse effects
of the sequester, and of the overall O&M shortfall, the Department pursued various courses of
action. In addition to the short-term actions mentioned above, the Department imposed far-
reaching cutbacks in training and maintenance. In April the Air Force began shutting down all
flying at 12 combat-coded fighter and bomber squadrons and curtailed exercises, acts that
seriously reauced military readiness. By April the Army had already cancelled seven combat
training center rotations — culminating training events that are necessary to ready units for
deployment — and five brigade-level exercises. The Department of the Navy also cut back
steaming days and flying hours across the Navy and Marine Corps. The military services also cut
back funding for weapons maintenance. In addition, the Department of the Navy delayed
deployment of the USS TRUMAN carrier strike group to the Persian Gulf, curtailed the sailing
of the USNS COMFORT to the United States Southern command area of responsibility, and
cancelled four other ship deployments.

17. By late April these various actions had reduced the estimated O&M shortfall to
about $11 billion, mostly in our wartime budget and mostly in the Army. Faced with a limited
number of options to close this gap, and with uncertainty about the Department’s ability to
identify and gain Congressional acceptance of further budget cuts, on May 14 the Secretary
announced his intention to impose furloughs on civilian personnel rather than making even larger

cuts in training and maintenance that would have further eroded military readiness. Overall, the
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furloughs impacted approximately 650,000 (or about 85%) of the Department’s approximately
767,000 civilian employees paid directly by DoD funds. Rather than the 22 days estimated
earlier, the Secretary reviewed budget projections and decided that furloughs could be limited to
a maximum of 11 days (88 hours). We estimated that furloughs of 11 days would save DoD
about $2 billion, avoiding substantial further cuts in training and maintenance. The Department
began the required “impact and implementation” bargaining with unions and began the process

of issuing required notifications to employees and furloughs began during the week of July 8.

Inclusion of Working Capital Fund Employees

18.  OnJune 21, 2013, a bipartisan group of 31 Members of Congress sent a letter to
the Secretary of Defense expressing “concern about the determination that civilian workers at
entities funded through Defense Working Capital funds are subject to furlough.” Specifically,
the members inquired as to the legality of furloughing civilians in these funds in light of
section 129 of title 10 of the United States Code.

19. On July 5, 2013, acting based on the Advice of the DoD Office of General
Counsel, I responded on behalf of Secretary Hagel. In my letter, which is attached hereto as
Attachment 1, I noted that the short-term furlough directed by the Department of Defense does
not contradict any of the various prohibitions which are set forth in section 129. As I further
explained, to the contrary,

Section 129 directs the Department to manage our civilian workforce based on

workload and on the “funds made available to the department for such fiscal

year.” The $37 billion reduction levied on the Department by sequestration is a

major cause of these furloughs, and therefore our actions satisfy the requirements

of section 129. Indeed, section 129 directs the Department to manage our civilian

workforce based on workload and funding.

As for your cost concerns, furloughs of all DoD civilians will save about $2
billion in fiscal year 2013, including more than $500 million associated with
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reduced personnel costs in working capital fund activities. These working capital

fund personnel savings provide us the flexibility to adjust maintenance funding

downward to meet higher-priority needs. The Air Force, for example, currently

expects to reduce funded orders in their working capital funds by about $700

million to meet higher-priority needs while the Army expects to reduce orders by

$500 million.

See Attachment 1.

20.  Having imposed furloughs, the Department undertook extensive efforts to identify
budget changes that would close the remaining gap and, if possible, reduce cutbacks in training
and impose fewer furlough days. In mid-May the Department prepared and submitted two
Omnibus reprogramming requests that sought permission from the congressional defense
committees to move funds totaling about $9.6 billion from lower priority budget lines to higher
priority budget lines. When the congressional committees did not approve all of the Omnibus
reprogramming requests, the Department submitted two additional reprogramming actions on
July 22, 2013, that included about $1 billion of replacement sources for those sources that one or
more of the committees had denied or deferred. These reprogrammings moved furlough savings
and funds for lower-priority activities to areas of highest budgetary need. The law limits the
amount of funds that can be transferred annually under reprogrammings, and these two
reprogramming actions used almost all of DoD’s transfer authority for FY 2013. Second,
pursuant to existing authorities, the Department transferred responsibilities for some specific
programs and missions from one Department of Defense component to another and used other
available means to reallocate the financial burden for supporting the warfighter. For example, on
July 15, 2013, pursuant to section 165(c) of title 10 of the United States Code, the Deputy
Secretary of Defense assigned to the Secretary of the Navy the responsibility for providing up to

$450 million for support to U.S. Forces in Afghanistan that previously had been the

responsibility of the Army under the Logistics Civil Augmentation Program (LOGCAP). The

WHS - Page 9



WHS Administrative Record for FY 2013 Furlough Appeals

Navy ultimately provided $3 16 million for the support to U.S. Forces in Afghanistan using the
Army’s LOGCAP contract. On July 15, 2013, pursuant to section 2571(b) of title 10 of the
United States Code, the Deputy Secretary also directed the Director for the Defense Logistics
Agency to reduce the standard prices for jet and ground fuel procured under the authority of
section 2208 of title 10 of the United States Code and provided to DoD customers in connection
with military operations conducted in Afghanistan, retroactive to March 1, 2013 (to coincide
with the President’s sequestration order). This effectively tapped funds available to the Defense
Logistics Agency to support the warfighting costs that would otherwise have been borne by the
military departments.
The Furlough Qutcome

21.  Since Congress approved most of the Department’s large reprogramming requests
that were submitted in mid-May and late-July, giving the Department flexibility to move funds
across accounts, together with the facts that the Military Departments were aggressive in
identifying ways to hold down costs, and that the Department was able to transfer some
responsibilities for funding specific programs and missions using existing authorities, the
Department was successful in shifting savings (including furlough savings) to meet its highest
priority needs. As a result, the Department was able to close the remaining budgetary gap and
abide by legally binding spending caps. DoD was also able to accomplish two high-priority
goals: a reduction in furlough days, and modest improvements in training and readiness.
Specifically, DoD was able to reduce furloughs from a maximum of 11 days to 6 days (48 hours)

for most DoD civilian employees.

I certify under penalty of perjury that the foregoing is true and correct.

10
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Dated: September 16,2013 W ? #Wé‘

Robert F. Hale

11
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UNDER SECRETARY OF DEFENSE

1100 DEFENSE PENTAGON
WASHINGTON, DC 20301-1100

JuL -5 2013

COMPTROLLER

The Honorable Derek Kilmer
U.S. House of Representatives
Washington, DC 20515

Dear Congressman Kilmer:

Thank you for your letter of June 21, 2013 concerning the furlough of working capital
fund civilians of the Department of Defense (DoD). Secretary of Defense Hagel asked me to
respond on his behalf. I can say in summary that in FY 2013 DoD faced a budget cut of $37
billion caused by sequestration, in addition to shortfalls in wartime funding. The Department
does not want to furlough any of its valued civilian employees but must do so to help meet these
budgetary shortfalls. Furloughs of civilians at working capital fund activities are legal and result
in personnel cost savings.

Secretary Hagel regrets having to furlough any DoD civilian employees, whether they
serve in the Department’s working capital fund activities or elsewhere. Unfortunately, in FY
2013 DoD faces a large shortfall in our operating budgets both because of sequestration and a
lack of funds to meet all our wartime operating requirements. The Department has taken many
steps to close this shortfall including sharp cuts in facilities maintenance, hiring freezes, and
layoffs of temporary and term employees. DoD has asked Congress to let us “reprogram” or
move money from our investment accounts into operating accounts to help pay DoD’s wartime
bills, though our Congressional Committees have not yet approved a significant part of that
request. The Department has also cut back sharply on training and maintenance, actions that
have led to serious damage to our readiness. Finally, and reluctantly, DoD has imposed
furloughs for up to 11 days on most of its civilian employees.

You requested the Department’s views on the legality of furloughing civilians in working
capital fund activities, in particular with respect to section 129 of title 10, United States Code.
The Department believes short-term furloughs of working capital fund civilians — who are
indirectly funded Government employees -- are permissible under that statute. Indirectly funded
Government employees may not be subjected to constraints or limitations based on the number
of such personnel who may be employed on the last day of a fiscal year, and may not be
managed on the basis of man years, end strength, full-time equivalent positions, or maximum
number of employees. They also may not be controlled under any policy of a Military
Department Secretary with respect to civilian manpower resources. A short-term furlough
directed by the Secretary of Defense does not contradict these prohibitions. Further, Section 129
directs the Department to manage our civilian workforce based on workload and on the “funds
made available to the department for such fiscal year”. The $37 billion reduction levied on the
Department by sequestration is a major cause of these furloughs, and therefore our actions satisfy
the requirements of section 129. Indeed, section 129 directs the Department to manage our
civilian workforce based on workload and funding.
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As for your cost concerns, furloughs for all DoD civilians will save about $2 billion in
FY 2013, including more than $500 million associated with reduced personnel costs in working
capital fund activities. These working capital fund personnel savings provide us the flexibility to
adjust maintenance funding downward to meet higher-priority needs. The Air Force, for
example, currently expects to reduce funded orders in their working capital funds by about $700
million to meet higher-priority needs while the Army expects to reduce orders by $500 million.
Because Congress has not yet approved about $2.5 billion of our reprogramming request as of
the date of this letter, it is unfortunately possible that these maintenance cutbacks may have to be
increased.

The Secretary and the Department appreciate and share your concerns for the efficiency
of our operations, the welfare of our civilian employees, and the impact of furloughs on our
defense communities. The Department is also seriously concerned with the adverse effects on
readiness caused by cutbacks in training and maintenance. The best way for Congress to address
all these concerns to is to pass a balanced deficit reduction plan that the President can sign and
then repeal sequestration.

An identical letter is being provided to the other signatories to your letter.

Sincerely,

Dol el

Robert F. Hale
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U.S. Department of Defense
Office of the Assistant Secretary of Defense (Public Affairs)

Speech

On the Web: Public contact:
http://www.defense.gov/Speeches/Speech.aspx?SpeechlD=1779 http://www.defense.gov/landing/comment.aspx
Media contact: +1 (703) 697-5131/697-5132 or +1 (703) 571-3343

Message from Secretary Hagel on Furloughs
As Written by Secretary of Defense Chuck Hagel, The Pentagon, Tuesday, May 14, 2013

To all Department of Defense personnel:

As you are fully aware, the Department of Defense is facing a historic shortfall in our budget for the current fiscal year. This
is the result of current law that went into effect March 1. It imposes deep across-the-board cuts on DoD and other federal
agencies. Combined with higher than expected wartime operating costs, we are now short more than $30 billion in our
operation and maintenance (O&M) accounts — which are the funds that we use to pay most civilian employees, maintain our
military readiness, and respond to global contingencies.

The Department has been doing everything possible to reduce this shortfall while ensuring we can defend the nation, sustain
wartime operations, and preserve DoD’s most critical asset — our world-class civilian and military personnel. To that end, we
have cut back sharply on facilities maintenance, worked to shift funds from investment to O&M accounts, and reduced many
other important but non-essential programs.

Still, these steps have not been enough to close the shortfall. Each of the military services has begun to significantly reduce
training and maintenance of non-deployed operating forces — steps that will adversely impact military readiness. And even
these reductions are not enough. Since deeper cuts to training and maintenance could leave our nation and our military
exposed in the event of an unforeseen crisis, we have been forced to consider placing the majority of our civilian employees
on administrative furlough.

After extensive review of all options with the DoD’s senior military and civilian leadership on how we address this budget
crisis, today | am announcing that | have decided to direct furloughs of up to 11 days for most of the Department’s civilian
personnel. | have made this decision very reluctantly, because | know that the furloughs will disrupt lives and impact DoD
operations. | recognize the significant hardship this places on you and your families.

After required notifications, we will begin the furlough period on July 8 at the rate of one furlough day per week for most
personnel. We plan to continue these furloughs through the end of the current fiscal year. If our budgetary situation permits
us to end furloughs early, | would strongly prefer to do so. That is a decision | will make later in the year.

Furloughs for 11 days represent about half of the number we had originally planned, reflecting the Department’s vigorous
efforts to meet our budgetary shortfalls through actions other than furlough. There will be exceptions driven by law and by
the need to minimize harm to the execution of our core missions. For example, all employees deployed or temporarily
assigned to a combat zone will be excepted from furloughs.

Your managers have been given authority to develop specific furlough procedures to minimize adverse mission effects and
also limit the harm to morale and productivity. They will be in touch with you to provide guidance and answers.

The President and | are deeply appreciative of your patience, your hard work, and your dedication and contributions to the
critical mission of helping protect America’s national security. | am counting on all of you to stay focused on this vital mission
in the days ahead. As | said the day | assumed the responsibilities of Secretary of Defense, I'm proud to be part of your
team and I'm proud to serve with you.
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SECRETARY OF DEFENSE
1000 DEFENSE PENTAGON
WASHINGTON, DC 20301-1000

MAY 1 4 2013

MEMORANDUM FOR SECRETARIES OF THE MILITARY DEPARTMENTS
CHAIRMAN OF THE JOINT CHIEFS OF STAFF
UNDER SECRETARIES OF DEFENSE
DEPUTY CHIEF MANAGEMENT OFFICER
CHIEFS OF THE MILITARY SERVICES
COMMANDERS OF THE COMBATANT COMMANDS
CHIEF OF THE NATIONAL GUARD BUREAU
DIRECTOR, COST ASSESSMENT AND PROGRAM

EVALUATION

DIRECTOR, OPERATIONAL TEST AND EVALUATION
GENERAL COUNSEL OF THE DEPARTMENT OF DEFENSE
INSPECTOR GENERAL OF THE DEPARTMENT OF DEFENSE
ASSISTANT SECRETARIES OF DEFENSE
DEPARTMENT OF DEFENSE CHIEF INFORMATION OFFICER
ASSISTANTS TO THE SECRETARY OF DEFENSE
DIRECTOR, ADMINISTRATION AND MANAGEMENT
DIRECTOR, NET ASSESSMENT
DIRECTORS OF THE DEFENSE AGENCIES
DIRECTORS OF THE DOD FIELD ACTIVITIES

SUBJECT: Furloughs

This memo directs defense managers to prepare to furlough most Department of Defense
(DoD) civilians for up to 11 days. The schedule for furloughs, and some specific exceptions, are
described later in this memo and in the attachment. Ihave made this decision very reluctantly,
because I know that the furloughs will disrupt lives and impact DoD operations. I, along with
the senior civilian and military leadership of the Department, have spent considerable time
reviewing information related to the need for furloughs, and I would like to share with you the
reasoning that led me to this difficult decision.

Major budgetary shortfalls drove the basic furlough decision. On March 1, sequestration
went into effect across the federal government. DoD’s budget for FY 2013 was reduced by $37
billion, including $20 billion in the operation and maintenance (O&M) accounts that pay many
of our civilian workers. In addition, because our wartime budget is also subject to sequestration,
we must utilize funds originally budgeted for other purposes in order to provide our troops at war
with every resource they need. To compound our problems, when we estimated future wartime
operating costs more than a year ago, we planned on fuel costs below what we are currently
experiencing. Taken together, all these factors lead to a shortfall in our O&M accounts of more
than $30 billion — a level that exceeds 15 percent of our budget request, with fewer than six
months left in the fiscal year in which to accommodate this dramatic reduction in available
resources.
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We are taking actions to reduce this shortfall. One main priority has governed our
decisions: to minimize the adverse effects on our military mission, including military readiness.
With this in mind, early this calendar year we cut back sharply on facilities maintenance and
worked to hold down base operating costs -- decisions we knew would build a backlog of
maintenance and adversely affect our bases. We are also preparing a request to Congress that
would permit us to shift some funding from investment and military personnel accounts into the
O&M accounts. If approved by Congress, this initiative — known as a reprogramming — would
help close the gap.

But these actions are not enough. We have begun making sharp cuts in the training and
maintenance of our operating forces — cutbacks that are seriously harming military readiness.
The Army, for example, has terminated most remaining FY 2013 training rotations at its combat
training centers. The Air Force has or soon will stop all flying at about one-third of its combat-
coded squadrons in the active forces. The Navy and Marine Corps are cutting back on training
and on deployments — including a decision not to send a second carrier strike group to the Gulf.
These are only a few of the many cutbacks we have made in training and maintenance. These
actions reduce our ability to handle future military contingency needs, both this year and in
subsequent years.

Even after taking all these actions, we are still short of needed operating funds for FY
2013, and we cannot rule out unexpected increases in costs during the next few months. So we
confront a difficult set of trade offs. We can make even larger cutbacks in training and
maintenance, further reducing readiness to handle contingency operations and putting into even
greater jeopardy our military readiness in future fiscal years. Alternatively, we can furlough
civilian personnel to help close the gap and, knowing that morale, productivity and readiness
would be affected. This is an unpleasant set of choices, but this is the situation we face.

Before making a decision, I sought advice and inputs from senior leaders in the military
departments and agencies as well as advice from my senior civilian and military staff. I asked
them to keep in mind our fundamental criterion to minimize adverse mission effects and, subject
to that criterion, to ensure reasonable consistency and fairness across the Department for any
furloughs that we impose.

Based on all these inputs, I have decided to direct furloughs of up to 11 days for most of
the Department’s civilian personnel. Furloughs for up to 11 days represent about half of the 22
days that can legally be imposed in a year and also about half the number we had originally
planned. This halving of previous furlough plans reflects vigorous efforts to meet our budgetary
shortfalls through actions other than furloughs as well as Congressional passage of an
appropriations bill in late March that reduced the shortfalls in our operating budget and
expectations of Congressional action on our reprogramming request.

Furloughs will be imposed in every military department as well as almost every agency
and in our working capital funds. All of our civilian employees are important, and I would
prefer not to furlough any of them. However, there will only be limited exceptions driven by law
and by the need to minimize harm to mission execution. We will except civilians deployed to
combat zones and civilians necessary to protect life and property (but only to the extent needed
to provide that protection). A few categories of workers will be excepted for specific mission
reasons while some categories of workers will be excepted because furloughing them would not
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free up money for critical DoD mission needs. The attachment provides details regarding
approved exceptions. Fewer than one fifth of all civilians paid with appropriated funds will be
excepted from furloughs.

The planning and implementation of furloughs will be carried out based on the schedule
below:

e May 28 - June 5: Furlough proposal notices will be served to individual employees
subject to furloughs.

e June 4 - June 12: Individual employee reply periods end 7 calendar days from when
the proposal was received, unless Component procedures allow for a different reply
period.

e June 5 - July 5: Furlough decision letters will be served to individual employees
subject to furloughs, depending on when the proposal was received and prior to the
first day of furlough.

e July 8: Furlough period begins no earlier than this date.

We will begin furloughs on July 8 at the rate of 1 furlough day per week for most
personnel. For now, we plan to continue furloughs through the end of FY 2013. That schedule
would lead to 11 furlough days — one fifth of the week for about one quarter of the year.
Moreover, I am directing all components to monitor funding closely for the remainder of FY
2013. If our budgetary situation permits us to end furloughs early, I would strongly prefer to do
so. That is a decision I will make later in the year.

Consistent with this memo and with applicable laws and rules, commanders and
managers will have the authority to develop the specifics of furlough procedures in order to
minimize adverse mission effects and also limit the harm to morale and productivity. Further
bargaining with unions may also be required. The Under Secretary for Personnel and Readiness
has already issued guidance as appropriate regarding personnel and union issues related to
furloughs and will issue additional guidance as needed. Overall coordination of sequester and
furlough policies will be the responsibility of the Under Secretary of Defense (Comptroller).

Each of the Department’s civilian employees makes an important contribution to the
readiness of our Department to meet the nation’s national security needs. I understand that the
decision to impose furloughs imposes financial burdens on our valued employees, harms overall
morale, and corrodes the long-term ability of the Department to carry out the national defense
mission. I deeply regret this decision. I will continue to urge that our nation’s leaders reach an
agreement to reduce the deficit and de-trigger sequestration. If no agreement is reached, I will
continue to look for ways to limit the adverse effects of sequestration and associated budgetary
shortfalls both on the men and women of the Department of Defense, and on our national
defense.

L

Attachment:
As stated.
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Department of Defense Furlough Exceptions

This attachment provides Components with final dispositions on categorical exceptions to

the Department of Defense (DoD) plan to furlough civilian employees for a maximum of 88
hours or 11 discontinuous workdays because of the current financial crisis caused by a
sequestration for Fiscal Year (FY) 2013, increased costs for ongoing Overseas Contingency
Operations, and other emerging requirements. In order to minimize adverse effects on mission,
employees in the following categories are excepted from furlough for the reasons noted:

a)

b)

d)

g)

h)

In order to avoid harm to war efforts, all employees deployed (in a Temporary Duty status)
or temporarily assigned (to include Temporary Change of Station) to a combat zone (as
defined in notes below) are excepted from furlough.

In order to avoid harm to mission, those employees necessary to protect safety of life and
property are excepted to the extent necessary to protect life and property. This includes
selected medical personnel. Later portions of this attachment provide details.

Employees in Navy shipyards will be excepted from furlough because it would be
particularly difficult to make up delays in maintenance work on nuclear vessels and these
vessels are critical to mission success. All other depot employees, whether mission-funded
or working capital fund employees, will be subject to furlough.

Furloughs for employees funded with National Intelligence Program (NIP) funds will be
determined by the Director of National Intelligence. Employees funded with Military
Intelligence Program (MIP) funds will be subject to furlough.

Because there would be no savings, Foreign Military Sales (FMS) employees whose
positions are exclusively funded from FMS Administrative and FMS case funds (case
number may be required to validate funding source) and from Foreign Military Financing
accounts are excepted from furlough. Furloughing employees in this category would not
reduce the expenditure of DoD budgetary resources and so would not assist in meeting
sequestration reductions. The FMS case-funded positions funded in whole or part by DoD
appropriations (to include “pseudo-FMS” cases) are subject to furlough.

By law, all individuals appointed by the President, with Senate confirmation, who are not
covered by the leave system in title 5, U.S. Code, chapter 63, or an equivalent formal leave
system, are excepted from furlough.

All employees funded by non-appropriated funds (NAF) ' (regardless of source of NAF
funding) are excepted from furlough. Furloughing employees in this category would not
reduce the DoD budget and so would not assist in meeting sequestration reductions.

All Outside Contiguous United States foreign national employees, many of whom are subject
to Status of Forces Agreements, are excepted from furlough because their situation vary
greatly by country/region and because, in some cases, they are paid by host governments.

' NAF employees are not covered by the requirements and procedures applicable to furloughs of appropriated fund
employees under FY13 sequestration. However, NAF employees may be furloughed under DoD NAF and
Component policies and procedures for business-based reasons.
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1) Any employees who are not paid directly by accounts included in the Department of
Defense-Military (subfunction 051) budget are excepted from furlough. For example, this
would include employees funded by the Arlington National Cemetery (705 function) and
DoD Civil Works (various non-051 functions) programs. These exceptions have been
identified by the Components. Furloughing these employees would not reduce the
expenditure of DoD budgetary resources and so would not assist in meeting sequestration
reductions.

The following portion of this document provides the definitive list of additional approved
exceptions beyond those listed in the preceding paragraph. The exceptions approved for the
safety of life and protection of property category are granted with the understanding that these
are the minimum exceptions needed to maintain operations and provide security on a 24/7 basis
and that furloughing these employees would result in the Department incurring additional costs
for premium pay. Similarly, the exceptions for the medical category are approved with the
understanding these exceptions preserve the minimum level of personnel needed to maintain
quality of care in 24/7 emergency rooms and other critical care areas such as behavioral health,
wounded warrior support, and disability evaluation. Furloughing these employees would result
in unacceptable care being provided, and the Department would incur increased costs for
premium pay or TRICARE. The exception for Child Development Centers is granted with the
understanding that this is the minimum level needed to maintain accreditation and maintain
quality care for children in military families. Some Department of Defense Education Activity
employees, while not excepted from furlough, may only be furloughed when they are in a pay
status. Therefore, they will only be subject to furlough for up to five days at the beginning of the
2013 school year.

Recognizing that circumstances can change in this dynamic environment, the Secretaries
of the Military Departments, and the Principal Staff Assistants for the Defense Agencies and
Field Activities, may approve up to 50 additional individual, mission-based, exceptions as
needed to ensure safe and efficient operations of their respective Departments. Any such
exception must be reported to the Acting Under Secretary of Defense (USD) for Personnel and
Readiness and the USD Comptroller. There are no other approved exceptions provided based on
the Components’ submissions. Furlough proposal notices should be issued to all impacted
employees beginning May 28, 2013.

Relative to the review and decision on individual employee requests for exception, per
guidance issued via the Principal Deputy Assistant Secretary of Defense, Readiness and Force
Management, memorandum, dated March 13, 2013, activities should designate the Deciding
Official. The designated Deciding Official will be no lower than a local Installation Commander,
senior civilian or equivalent who would be in the best position to determine the fair and equitable
application of the furlough. Deciding Official responsibilities may not be further delegated.
Deciding Officials are charged with, and are accountable for, making final decisions on furloughs
for individual employees after carefully considering the employee’s reply, if any, and the needs of
the Department. Deciding Officials must also ensure they make final decisions in cases where an
employee does not submit a reply. Deciding Officials will have the authority to execute the full
range of options with respect to providing relief in individual employee cases. This authority
includes, but is not limited to, reducing the number of days/hours an individual employee is
furloughed, or granting the individual employee an exception from the furlough altogether.
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Component Safety of | Medical Others Comments
Life & Personnel
Property
DoN 7,543 1,418 212 CIVPERS CIVPERS deployed at sea
at Sea are subject to furlough upon
return from deployment
4,712 CIVMARS are subject to
CIVMARS furlough upon return from
deployment
514 Maintain safety standards
Appropriated and quality of care
Fund (APF)
Child
Development
Centers
(CDCs)
15 Support to classified
programs
28,000 Shipyard Workers, General
1,657 Shipyard Workers, Nuclear
and Naval Reactors Staff
USA 263 Up to 555 APF Maintain safety standards
6,600 CDC and quality of care
Employees
73 ARNG Dual Status
Technicians for Alerts,
Firefighting, Personnel
Recovery and other
missions
17 Support to classified
programs
257 Non-immigrant employees
requiring H-1B visas at
Defense Language Institute
3
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Component

Safety of
Life &
Property

Medical
Personnel

Others

Comments

USAF

933

410

62

1,123

30 Students
94 Multi-IOC
24/7 Plant
Operators

2

a

1,634 APF
CDCs

Support to classified
programs

ANG Dual Status
Technicians for Alerts,
Firefighting, Personnel
Recovery and other
missions

Intel School & FLETC
Heating/Waste Water Plant
minimum safe manning
Contingency Planners

Special Law Enforcement
Pay

Maintain safety standards
and quality of care

DLA

363

DA&M

623

546 are from the Pentagon
Force Protection Agency; the
remaining 77 are Washington
Headquarters Services for
Pentagon safety and emergency
communications.

Most will be furloughed fewer
than 11 days due to the need to
maintain operations and
security 24/7.

US Court of
Appeals for
Armed Services

59

The Chief Judge will decide
how many days to furlough
employees, if at all.

JTFCAPMED

368

165 @ Walter Reed

203 @ Fort Belvoir
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Component Safety of | Medical Others Comments
Life & Personnel
Property
USUHS 22 Animal Husbandry Technicians
5 Non-immigrant employees

requiring H-1B visas

Office of the 9 Civilian Trial Practitioners

Military

Commissions —

Defense Legal

Services

Agency

Department of 10,950 9-month DoDEA employees,

Defense which includes teachers,

Education educational aids, and support

Activity staff may only be furloughed

(DoDEA) for up to 5 days at the
beginning of the 2013 school
year.

DCAA 1 Non-immigrant employees

; requiring H-1B visa
Notes:
1. Safety of life and property exceptions are based on need for 24/7 coverage in most instances.

It is expected all Components will furlough for less than 88 hours in these areas where
feasible.

2. Individuals for whom law enforcement premium pay would result in no loss of pay if
furloughed will be excepted from the furlough.
3. 20 CFR 655.731 requires that the employer of a H-1B non-immigrant who is not performing

work and is placed in a nonproductive status due to a decision by the employer (e.g., placed
in a non-pay/non-duty status due to administrative furlough) pay the salaried employee the
full pro-rata amount due, or to pay the hourly-wage employee for a full-time week (40 hours
or such other number of hours as the employer can demonstrate to be full-time employment
for hourly employees, or the full amount of the weekly salary for salaried employees) at the
required wage for the occupation.
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1. References.

a) Title 26, U.S. Code, Section 112, Certain combat zone compensation of members of the
Armed Forces

b) Executive Order 12744, January 21, 1991
¢) Executive Order 13119, April 13, 1999
d) Executive Order 13239, December 12, 2001

e) Public Law 104-117, To provide that members of the Armed Forces performing services
for peacekeeping efforts in Bosnia and Herzegovina, Croatia, and Macedonia shall be
entitled to tax benefits in the same manner as if such services were performed in a combat
Zone.

2. The following locations are designated as “Combat Zones™ by law, Presidential Executive
Order or by DoD certification that members of the Armed Forces serving in such locations are
serving in direct support of military operations in a combat zone:

Countries:

Afghanistan (EO 13239) United Arab Emirates (EO 12744)
Albania (EO 13119) Uzbekistan (DoD certification)
Bahrain (EO 12744) Yemen (DoD certification)
Bosnia (PL 104-117) Croatia (PL 104-117)

Djibouti (DoD certification) Herzegovina (PL 104-117)
Iraq (EO 12744) Jordan (DoD certification)
Kuwait (EO 12744) Kyrgyzstan (DoD certification)
Macedonia (PL 104-1170) Montenegro (EO 13119)
Oman (EO 12744) Pakistan (DoD certification)
Philippines (Only troops with orders Qatar (EO 12744)

referencing Operation Enduring Freedom)
(DoD certification)

Saudi Arabia (EO 12744) Serbia (includes Kosovo) (EO 13119)

Somalia (DoD certification) : Tajikistan (DoD certification)
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Sea Areas:

Adriatic Sea (EO 13119) That portion of the Arabian Sea that
lies north of 10 degrees north latitude,
and west of 68 degrees east longitude
(EO 12744)

Gulf of Aden (EO 12744) Gulf of Oman (EO 12744)

Ionian Sea north of the 39" Parallel (EO 13119)  Persian Gulf (EO 12744)
Red Sea (EO 12744)

3. Adherence to the following principles ensures consistency in applying the "deployed to
combat zone" exemption to civilian employees in the context of the administrative furlough:

a) “Deployed civilian” is defined as a civilian employee who is deployed (in temporary duty
(TDY) status) or temporarily assigned (to include temporary change of station (TCS)) to
a “combat zone” as set forth above.

b) “Combat zone” is defined as those locations listed as combat zones in Executive Orders
12744, 13119 or 13239 and locations where military are eligible for combat zone tax
benefits under law or because DoD has certified that they are providing direct support to
military operations.

c) A “deployed civilian’s” period of deployment includes time spent in attendance at
mandatory pre-deployment training as well as in completing mandatory post-deployment
requirements.

d) A civilian employee who was deployed to a combat zone but redeploys mid-way through
the furlough period will receive a notice of proposed furlough upon return to their parent
organization and prior to any furlough. Further, the number of hours for which the
employee will be furloughed will be pro-rated.
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SECRETARY OF DEFENSE
1000 DEFENSE PENTAGON
WASHINGTON, DC 20301-1000

APR 2 6 2013

The Honorable James Lankford
U.S. House of Representatives
Washington, DC 20515

Dear Representative Lankford:

Thank you for your fetter of April 23, 2013, concerning the impact that the potential
furlough of civilian Department of Defense employees will have on our mission and our people,
as well as impacts on temporary and term employees and new hires.

The Department faces marny national security challenges around the world and must
address those challenges at a time of profound budget uncertainty. As you know, prior to
passage of H.R, 933, the Department was considering up to 22 furlough days for this fiscal year.
Following the passage of FLR. 933, the Department is now considering furloughs of up to 14
days. We are still working through this issue in the hopes of minimizing the impact of sequester,
including furloughs, on our readiness and our people. The Department has been clear for over a
year on the damage that sequester would do to our enterprise. We are examining every option
for responsible cuts in order to minimize or possibly eliminate the necessity of furloughs.
However, furloughs may be necessary during sequester to assure that the funding for our
warfighters and readiness meet mission requirements.

While [ appreciate your request to allow Services the maximum flexibility to determine
civilian furlough numbers, DOD’s most important responsibility is national security. In
reallocating resources throughout the Department to the highest national security priorities, we
will strive for consistency and fairness actoss the Department, We will have to reduce spending
on service contracts as well as functions performed by civilians. And, we will continue to
consider policies that minimize adverse effects of sequester on mission readiness. Buf the fact
remains that we are required to cut approximately $40 billion from our budget over the next six
months, and there is no way to do that without damage to our operations, our people, and our
institution. In order to minimize the impact of sequester, including furloughs, we need the help
of Congress, especially in approving reprogrammings.

I will make a decision on furloughs soon.

Thank you for your continued support.
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Congress of the United States
Washington, BE 20515

April 23,2013

The Honorable Chuck Hagel
Secretary of Defense

1000 Defense Pentagon
Washington, DC  20301-1000

Dear Mr. Secretary:

As you proceed with your strategic review of the Department’s priorities, we would request that
you also turn your attention to one of the Department’s most strategic assets: its civilian
personnel. Specifically, we ask that you review sequestration-related actions with respect to
civilian personnel, particularly the widespread use of furloughs, the firing of temporary and term
employees, and the freeze on new hires.

These actions currently being implemented were announced in the January 10 guidance issued
by the Deputy Secretary of Defense, long before the Department knew the specific funding
levels that would be available to it for the entirety of fiscal year 2013. H.R. 933, the
Consolidated and Continuing Appropriations Act of 2013, increases funding to the Department’s
Operation and Maintenance accounts from FY12 to FY13 by an amount that exceeds the
anticipated savings from the actions imposed in the January 10 guidance.

It is increasingly clear that these actions are threatening to undermine mission performance and,
as a result, mission readiness. We understand that your office is currently reviewing
installations’ and components’ petitions for relief, either because implementation will increase
costs — e.g., the workforce will have to work overtime to complete work by contractual
deadlines — or is not necessary, e.g., because an installation has workload already funded
through a Working Capital Fund. However, to date we have been told only that all civilian
furloughs are being applied in the same manner across the Department, regardless of whether a
service component or defense agency has the resources to buy back the furlough days.

Additionally, the manner in which the Department is imposing furloughs exacts punishing
reductions on components and agencies that downsized their civilian staffs in fiscal years 2009
and 2010 in compliance with prior Defense guidance, while appearing to reward departments and
agencies that did not shed workforce. In essence, under the current furlough guidance, the more
streamlined, efficient organizations are footing the bill for those that are still over strength.
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The Honorable Church Hagel
April 23, 2013
Page 2

As sequestration continues, the Department inevitably will also have to reduce spending on
service contracts. However, even though new civilian hiring is all but stopped, the same
constraint might not be imposed on new contracts. Even though temporary and term employees
are being systematically fired, not all service contracts will be terminated. Even though the vast
majority of civilian employees are being subjected to furloughs which could result in a 20%
reduction in income, not all service contracts will be reduced in scope by one-fifth.

We are not taking the position that civilian personnel should not bear sacrifices because of
sequestration. Rather, we strongly urge the Department to make merit-based versus
indiscriminate decisions on furloughs and firing temporary and term employees and that
managers be allowed the discretion to make offsetting cuts to comply with sequestration.

] ' Sincerely,
/] 1’17 W = )

Adam Smith

Michael R. Turner
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The Honorable Chuck Hagel
April 23, 2013
Page 3
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The Honorable Chuck Hagel
April 23, 2013
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The Honorable Chuck Hagel
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The Honorable Chuck Hagel
April 23, 2013
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The Honorable Chuck Hagel
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OFFICE OF THE SECRETARY OF DEFENSE
1950 DEFENSE PENTAGON
WASHINGTON, D.C. 20301-1950

APR 1 52013

ADMINISTRATION AND
MANAGEMENT

MEMORANDUM FOR UNDER SECRETARIES OF DEFENSE
DEPUTY CHIEF MANAGEMENT OFFICER
DIRECTOR, COST ASSESSMENT AND PROGRAM EVALUATION
DIRECTOR, OPERATIONAL TEST AND EVALUATION
GENERAL COUNSEL OF DEPARTMENT OF DEFENSE
ASSISTANT SECRETARIES OF DEFENSE
ASSISTANT TO THE SECRETARY OF DEFENSE (PUBLIC AFFAIRS)
DEPARTMENT OF DEFENSE CHIEF INFORMATION OFFICER
ASSISTANT TO THE SECRETARY OF DEFENSE (INTELLIGENCE

OVERSIGHT)

DIRECTOR, NET ASSESSMENT

SUBJECT: Office of the Secretary of Defense (OSD) Actions for Handling Budget Uncertainty
in Fiscal Year (FY) 2013

Going forward in this period of sequestration and fiscal constraint, all OSD Components
must apply especially discriminating judgment regarding expending or committing resources.
Recent legislation regarding appropriations for FY 13 requires reductions averaging eight percent
for OSD Components, from their Operations and Maintenance mission funding balances, though
it differs by Component depending on specified reductions. To ensure general consistency in
implementation, the measures and procedures outlined below will apply to all OSD Components.
The Deputy Secretary will monitor and determine how long these measures remain in effect, and
whether changes are necessary.

Exceptions to the measures below, in support of mission critical needs (i.e., functions to
preclude mission failure), may be approved by an OSD Component Principal or their Deputy.
Under Secretary Components may designate one other senior official to serve as an exception
approval authority.

e Overtime/Compensatory Time will be discontinued. OSD Components will report any
approved exceptions for overtime/compensatory time to the Director of Administration
and Management (DA&M) on a bi-weekly basis, for aggregation and reporting to the
Deputy Secretary.

e Travel, TDY, and Training (to include attendance at conferences and seminars) will be
significantly curtailed. Personnel will leverage teleconferences and VTC capabilities to
the maximum extent possible. Training requested by statute, executive order, and
regulation or to maintain professional licensure is exempt. Other mission critical training
requires approval at levels highlighted in the second paragraph, above. All OSD travel,
TDY, and training exceptions will be reported by the DA&M to the Deputy Secretary on
a monthly basis.
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e Studies (not Congressionally directed) and Contract Actions will be reviewed for
necessity and cost savings opportunities. OSD Component Principals or Deputies will
validate the necessity of contracts before processing actions for funds certification.
Further, OSD Components will limit supply and equipment purchases to essential
consumption requirements. The DA&M will report to the Deputy Secretary on a monthly
basis the contract actions approved for processing.

e Non-permanent/Non-political Civilian Appointments (temporary or term) will be
reviewed and, where applicable, certified by OSD Component Principals or Deputies for
their need to continue. Where continued, appointments will be subject to any furlough
action applied to permanent government personnel. Within 30 days of the release of this
guidance, OSD Components will certify to the DA&M the continuation of non-
permanent civilian appointments, and the DA&M will aggregate and report all to the
Deputy Secretary.

e Intergovernmental Personnel Act (IPA) reimbursable contracts will be modified to

correspond with the equivalent percentage of any furlough actions applied to permanent
government personnel. The percentage reduction will be determined based on final
Department of Defense decisions impacting permanent government personnel and will be
applied to each IPA monthly invoice payment (to include salary, benefits and, general
and administrative costs.) Should furloughs cease, subsequent payments will revert to the
amount set forth in the IPA agreements prior to the start of any furlough actions applied
to permanent government personnel. Washington Headquarters Services, Executive and
Political Personnel will provide 30-day advanced notification to all non-profit
organizations that have entered into IPA agreements with OSD Components. Non-profit
organizations have the right to terminate the IPA agreement if they choose to.

Following any announcement of furlough, further guidance will be provided, as available,
to all OSD organizations.

Thank you for your leadership, patience, and flexibility during these challenging times of

fiscal uncertainty.
7 bt
Michael L. Rhodes

Director

cc:
IG DoD
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

April 4, 2013

M-13-11

MEMORANDUM FOR THE HEADS OF EXECUMVE DEPARTMENTS AND AGENCIES
FROM: Danny Werfel /
Controller

SUBJECT:  Ongoing Implementation of the Joint Committee Sequestration

Section 251 A of the Balanced Budget and Emergency Deficit Control Act (BBEDCA), as
amended, on March 1, 2013, required the President to issue a sequestration order canceling $85
billion in budgetary resources across the Federal Government for the remainder of fiscal year
(FY) 2013. This action was required due to the failure of the Joint Select Committee on Deficit
Reduction to propose, and the Congress to enact, legislation to reduce the deficit by $1.2 trillion.

The Administration continues to urge Congress to take action to eliminate the Joint
Committee sequestration and restore cancelled budgetary resources as part of a balanced
agreement on deficit reduction. However, until Congress takes such action, executive
departments and agencies (agencies) must continue to implement the reductions required by
sequestration.

This memorandum provides further guidance on specific issues regarding the
management and implementation of sequestration that the Office of Management and Budget
(OMB) preliminarily addressed in prior memoranda. OMB previously issued guidance on the
appropriate implementation of sequestration in Memorandum 13-03, Planning for Uncertainty
with Respect to Fiscal Year 2013 Budgetary Resources; Memorandum 13-05, Agency
Responsibilities for Implementation of Potential Joint Committee Sequestration; and
Memorandum 13-06, Issuance of the Sequestration Order Pursuant To Section 2514 of the
Balanced Budget and Emergency Deficit Control Act of 1985, as Amended.

Appropriate Use of Existing Reprogramming and Transfer Authority

Sequestration provides an agency with little discretion in deciding where and how to
reduce spending. All non-exempt budget accounts in a given spending category must be reduced
by a uniform percentage, and the same percentage reduction must be applied to all programs,
projects, and activities (PPAs) within a budget account. However, depending on an agency’s
account structure and any existing flexibilities provided by law, some agencies may have a
limited ability to realign funds to protect mission priorities. As directed by Memorandum 13-03,
in allocating reduced budgetary resources due to sequestration, agencies should generally “use

WHS - Page 36



WHS Administrative Record for FY 2013 Furlough Appeals

any available flexibility to reduce operational risks and minimize impacts on the agency’s core
mission in service of the American people.” Agencies should also “take into account funding
flexibilities, including the availability of reprogramming and transfer authority.”

Consistent with this guidance, agencies with reprogramming or transfer authority should
continue to examine whether the use of these authorities would allow the agency to minimize the
negative impact of sequestration on core mission priorities. In doing so, agencies must consider
the long-term mission, goals, and operations of the agency and not just short-term needs. For
example, agencies should avoid taking steps that would unduly compromise the ability to
perform needed deferred maintenance on facilities, invest in critical operational functions and
support, conduct program integrity and fraud mitigation activities, and pursue information
technology or other infrastructure investments that are essential to support the long-term
execution of the agency’s mission. Similarly, while agencies with carryover balances or reserve
funds should consider appropriate use of these funds to maintain core mission functions in the
short term, it is important not to use these funds in a manner that would leave the agency
vulnerable to future risks due to a potential lack of available funds in future years.

Agencies should consult with their OMB Resource Management Office (RMO) to assess
options for utilizing existing authorities and ensure that any proposed actions appropriately
balance short-term and long-term mission priorities. Agencies must also consult closely with
their OMB RMO on any proposed actions that would reduce carryover balances or reserve funds
below historical levels.

Funding for Agency Inspectors General

Funds for agency Inspectors General (IGs) from non-exempt accounts are subject to
sequestration under the March 1, 2013 sequestration order. The head of each agency has the
final responsibility for implementing the reductions required by sequestration. Upon making
such determinations, IGs have the final responsibility for determining how their authorized
budgets will be allocated.

To the extent an agency has discretion in implementing reductions to IG funding due to
sequestration, agency heads should be mindful of the independence of the Office of Inspector
General and should consult with the IG on a pre-decisional basis on matters that may impact IG
funding. In particular, agencies must remain cognizant of the provisions in section 6 of the
Inspector General Act of 1978, as amended, which outline the need for IGs to maintain the
appropriate resources and services necessary to perform their statutory duties and describe the
manner in which IG budgets are requested.

In cases where IG funds are not intermingled with other agency funds and exist as their
own PPA, the IG should be provided full discretion to determine how to implement the
reductions required by sequestration. In cases where IG funds are intermingled with other
agency funds within a PPA, while the specific amount of reductions will vary by agency and
account, a benchmark that should be considered by the head of the agency—in consultation with
the IG—is to apply a percentage reduction to IG funds that is same as the average percentage
reduction for all other funds within the PPA. Upon determining the amount of the reduction for
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IG funds in such cases, the agency head should then defer as appropriate to the IG in determining
how the IG manages the reductions.

Agencies should consult with their OMB RMO throughout this process as well.

Discretionary Monetary Awards

OMB Memorandum 13-05 directs that discretionary monetary awards should not be
issued while sequestration is in place, unless issuance of such awards is legally required.
Discretionary monetary awards include annual performance awards, group awards, and special
act cash awards, which comprise a sizeable majority of awards and incentives provided by the
Federal Government to employees. Until further notice, agencies should not issue such
monetary awards from sequestered accounts unless agency counsel determines the awards are
legally required. Legal requirements include compliance with provisions in collective bargaining
agreements governing awards.

Consistent with past guidance, certain types of incentives are not considered discretionary
monetary awards for the purposes of this policy. These include quality step increases (QSIs);
travel incentives recognizing employee savings on official travel; foreign language awards for
mission-critical language needs; recruitment, retention, and relocation incentives (3Rs); student
loan repayments; and time-off awards. While these items are permitted, in light of current
budgetary constraints, they should be used only on a highly limited basis and in circumstances
where they are necessary and critical to maintaining the agency’s mission. In addition,
consistent with the policy set forth in the Guidance on Awards for Fiscal Years 2011 and 2012,
jointly issued by the Office of Personnel Management (OPM) and OMB on June 10, 2011,
spending for QSIs and 3Rs should not exceed the level of spending on such incentives for fiscal
year 2010.

With respect to Federal political appointees, agencies should continue to follow the
policy set forth in the August 3, 2010 Presidential Memorandum, Freeze on Discretionary
Awards, Bonuses, and Similar Payments for Federal Political Appointees. OPM previously
issued guidance on implementation of this memorandum.

Reducing Burden for State, Local, and Tribal Governments

To the extent agencies provide grants or other forms of financial assistance to States,
localities, or tribal governments, agencies should consider if there are ways to help such entities
mitigate the effects of funding reductions due to sequestration through reducing administrative
burdens or other standard administrative processes, consistent with applicable legal requirements
associated with the funds provided. In doing so, agencies should consult closely with their State,
local, and tribal partners to determine whether such steps enable public funds to be used in a
more cost-effective manner.

! Consistent with legal requirements, agencies may consider engaging in discussions with employees’ exclusive
representatives to explore revisions to such provisions in existing collective bargaining agreements, in recognition of
this guidance.
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

March 1, 2013

M-13-06

MEMORANDUM FOR THE HEADS OF EXECUTIVE DEPARTMENTS AND AGENCIES

FROM: Jeffrey D. Zient
Deputy Directof for)Management

SUBJECT: Issuance of the Sequestration Order Pursuant To Section 251A of the Balanced
Budget and Emergency Deficit Control Act of 1985, as Amended

This memorandum is to inform executive departments and agencies (agencies) that the
President has issued a sequestration order (order) in accordance with section 251A of the
Balanced Budget and Emergency Deficit Control Act, as amended (BBEDCA), 2 U.S.C. 901a.
The order requires that budgetary resources in each non-exempt budget account be reduced by
the amount calculated by the Office of Management and Budget (OMB) in its report to Congress
of March 1, 2013, entitled OMB Report to the Congress on the Joint Committee Sequestration
for Fiscal Year 2013 (sequestration report).

Due to the failure of the Joint Select Committee on Deficit Reduction, the President was
required by law to issue an order canceling $85 billion in budgetary resources across the Federal
Government for the remainder of Fiscal Year (FY) 2013. OMB has calculated that, over the
course of the fiscal year, the order requires a 7.8 percent reduction in non-exempt defense
discretionary funding and a 5.0 percent reduction in non-exempt nondefense discretionary
funding. The sequestration also requires reductions of 2.0 percent to Medicare, 5.1 percent to
other non-exempt nondefense mandatory programs, and 7.9 percent to non-exempt defense
mandatory programs. The sequestration report provides calculations of the amounts and
percentages by which various budgetary resources are required to be reduced, and a listing of the
reductions required for each non-exempt budget account.

Agencies shall apply the same percentage reduction to all programs, projects, and
activities within a budget account, as required by section 256(k)(2) of BBEDCA, 2 U.S.C.
906(k)(2). Agencies should operate in a manner that is consistent with guidance provided by
OMB in Memorandum 13-03, Planning for Uncertainty with Respect to Fiscal Year 2013
Budgetary Resources and Memorandum 13-05, Agency Responsibilities for Implementation of
Potential Joint Committee Sequestration.
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THE WHITE HOUSE

Office of the Press Secretary

For Immediate Release March 1, 2013

SEQUESTRATION ORDER FOR FISCAL YEAR 2013 PURSUANT
TO SECTION 251A OF THE BALANCED BUDGET AND
EMERGENCY DEFICIT CONTROL ACT, AS AMENDED

By the authority vested in me as President by the laws
of the United States of America, and in accordance with
section 251A of the Balanced Budget and Emergency Deficit
Control Act, as amended (the "Act'™), 2 U.S.C. 90l1a, I hereby
order that budgetary resources iIn each non-exempt budget account
be reduced by the amount calculated by the Office of Management
and Budget in its report to the Congress of March 1, 2013.

Pursuant to sections 250(c)(6), 251A, and 255(e) of the
Act, budgetary resources subject to sequestration shall be new
budget authority, unobligated balances of defense function
accounts carried over from prior fiscal years, direct spending
authority, and obligation limitations.

All sequestrations shall be made iIn strict accordance with
the requirements of section 251A of the Act and the
specifications of the Office of Management and Budget®s report

of March 1, 2013, prepared pursuant to section 251A(11) of the
Act.

BARACK OBAMA

THE WHITE HOUSE,
March 1, 2013.

#H#H#
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