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FAQ: Sequestration and the States 
February 28, 2013 

When does the sequester officially begin? The Budget Control Act of 2011 (BCA), as amended by 

January’s American Taxpayer Relief Act (ATRA), requires President Obama to actually issue a 

sequestration order by 11:59 pm on Friday, March 1, to begin the entire process.  That’s when the 

Office of Management and Budget (OMB), the federal agency charged with managing sequestration, 

will transmit its report to Congress detailing the cuts in every affected agency’s budget account.  

By what percentage will non-defense discretionary (NDD) programs – like OAA, CSBG, and SSBG - 

be reduced?  We don’t know yet.  The BCA charges OMB with calculating the across-the-board (ATB) 

percentage reductions that will apply to nonexempt programs.  Although there are preliminary 

estimates of the anticipated cut to NDD spending, the exact reduction will not be known until OMB 

releases its final calculations on March 1.   

What are the latest estimates of the ATB percentage reductions? In February, the Congressional 

Budget Office (CBO) estimated that sequestration would reduce NDD spending by roughly five 

percent in fiscal year (FY) 2013.  However, this is the percentage that would be applied if the 

reductions were to be taken over the course of the full FY - from October 1, 2012 to September 30, 

2013.    

Since the sequester will be implemented mid-way through the fiscal year, it will claim a larger 

percentage share of funds remaining for the second half of FY13 than it would if the cuts were able 

to be taken over a longer period of time, to account for the fact that some FY13 funds already have 

been awarded and spent. 

Therefore, the true cuts will be significantly higher than CBO’s five percent.  Current estimates place 

the actual impact for the final seven months of FY13 at closer to nine percent for NDD programs. 

How will the ATB percentage be applied to NDD programs?  Once OMB determines the appropriate 

ATB percentage by which NDD programs must be reduced in FY13, they must apply this cut to every 

nonexempt “program, project, and activity” (PPA) in the federal budget.   

While we know that sequester cuts must happen at the PPA level, we don’t always know exactly 

what this is, because many federal departments don’t define it. This lack of clarity has made it 

difficult for stakeholders to estimate the direct impact of sequestration on any particular program or 

initiative, and means that it will ultimately be up to OMB to determine what constitutes a PPA for 

each covered account. 

http://www.cbo.gov/publication/43907
http://www.whitehouse.gov/the-press-office/2013/02/08/press-gaggle-press-secretary-jay-carney-federal-controller-omb-danny-wer
http://www.gao.gov/assets/600/590395.pdf
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Accordingly, the precise impact of the reductions will depend, in part, on how OMB defines the 

programs, projects, and activities within department budgets.  Like the ATB percentage itself, this 

level of detail is expected to be included in OMB’s report to Congress on March 1. 

What will be the immediate impact? Once triggered, sequestration will not create an immediate 

spending crisis or government shutdown like the ones that have loomed over previous budget fights 

in Congress.  Rather, the impact is not likely be readily discernible, as the effects of sequestration 

are expected to phase in slowly over the next few months.   

For example, once the sequester is ordered, government agencies can officially begin issuing 

furlough notices to many of the federal government’s 4.4  million workers.  Because there is a 30-

day waiting period in most cases before the furloughs can actually take effect, furloughs would not 

actually begin until April at the earliest.  Of course, other actions impacting the federal workforce - 

such as hiring freezes and a slowdown in contracting - could happen much more quickly.   

Meanwhile, states dependent on federal grants will most likely get word by next week about what’s 

happening to their grant allocations for the rest of the FY.  Non-federal entities that receive financial 

assistance directly from the federal government could begin to see the reductions when the next 

round of funding is released. 

For indirect grantees or contractors, however, whose federal assistance first flows through the state, 

it could be several weeks before they feel the cuts, as states work to most effectively disburse their 

post-sequestration allotments. 

How much discretion does the Administration have in how the sequester is applied? Almost 

none.  The President does not have any discretion to vary the size of the cut to agency budgets.  

Additionally, under the law, OMB must apply the ATB percentage reduction at the PPA level within 

each covered account in the federal budget.  This requirement significantly limits OMB’s discretion 

to redirect the cuts or prioritize programs. 

Could the Administration delay or mitigate sequestration? Current law gives the Administration 

some authority to mitigate sequestration, but if a sequester were to last more than a few weeks, its 

effects would felt, as predicted program cuts and job losses would eventually materialize.   

For example, one tool the Administration could use to delay the spending cuts until later in the FY is 

apportionment, or the management of funds over time.  Under this strategy, OMB could continue 

funding the government at current rates for the first few days or weeks in March by planning to 

offset the ordered reductions later in the FY… by which time sequestration may have been canceled.  

If sequestration were handled by the Administration in this manner and then retroactively canceled 

by an act of Congress, it would have no impact on agency spending.  However, if OMB uses 

apportionment to delay sequestration for a few days or weeks and the President and Congress are 

unable to reach an agreement during that time period when apportionment is viable, the remaining 

months of the FY would see even greater cuts to compensate for those not taken in March.  So, with 
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only seven months left in the FY, the risk of delaying sequestration is greater than it once was, since 

the cuts would be concentrated into a shorter period of time.  For more information, please see the 

following report from OMB Watch, Mitigating the Impact of a Temporary Sequester.  

How much discretion will federal agencies have in making the cuts? Though OMB has not yet said 

exactly how much leeway government agencies will have in carrying out the sequester, federal 

agencies are not expected to have the authority to make decisions about what areas to cut in order 

to achieve the required reductions.   

Could federal agencies delay or mitigate sequestration? Agencies will have some discretion in the 

timing of the cuts.  The BCA requires the sequester percentage to be applied to the annual FY13 

funding level, but the law does not specify how agencies are to reflect the cuts in subsequent grant 

awards.  Absent uniform guidance, this process is likely to vary by agency.   

For example, the Department of Education (ED), the only federal agency that has released official 

guidance on the sequester, informed states that most programs, namely those receiving advance 

appropriations, would see reductions late in the FY so that the cuts do not affect the current school 

year.  

Notably, separate from OMB action, federal agencies themselves can regulate the rate at which they 

obligate appropriated funds.  They can, and often do, carry over unobligated funds from early in a FY 

to later in a FY, or from one year to another.  Unobligated balances for NDD programs are not 

subject to sequestration, and may, therefore, provide some level of cushion in the early days or 

weeks of March. 

When will states see their federal funding reduced? The ATB cuts will be reflected in funding 

allocations issued after March 1. It does not apply retroactively to grants already awarded in FY13.   

Will states have any flexibility in allocating the reduced funding?  Yes. While the BCA requires 

federal agencies to apply the ATB cut at the PPA level, there is no similar requirement for states.  

Therefore, state agencies will have some flexibility in responding to the reduced federal funding.   

For any given grant, will all state allocations be reduced by the same percentage? No. The BCA’s 

requirement that OMB apply the percentage reduction at the PPA level does not mean that each 

state’s allocation will be reduced by the same percentage.    

How will the reductions be applied to formula grants? For a formula grant, the overall funding 

would be reduced by the applicable sequester percentage, but the state allocations would then be 

determined by the program’s formula.  

If a formula has a ‘hold-harmless’ provision - which guarantees that a state will receive no less than 

a specified proportion of a previous year’s funding -  some states could end up bearing a larger 

burden of the sequester than others.  This is because states that benefit from a program’s actual 

http://www.foreffectivegov.org/files/budget/mitigating_impact_of_temporary_sequester.pdf
http://www.ed.gov/sites/default/files/Letter_07_20_2012.pdf
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formula could see larger funding reductions than states that benefit from the hold-harmless 

provision, which operates similar to a funding guarantee. 

Additionally, some formula grant programs have small-state minimums, which guarantee to each 

state a specific percentage or dollar amount of the appropriated amount.  If the small-state 

minimum is identified in the formula as a share of total funds provided, these percentages will be 

unchanged by the sequester, meaning that states would get the same percentage but less actual 

funding. However, if the small-state minimum is embedded in the formula as a dollar amount, states 

would receive the specified allocation, effectively avoiding the impact of sequester altogether.  

Are competitive grants subject to sequester? Yes, competitive grants are subject to sequester, 

unless specifically exempted from it.  In general, most pre-existing one-year grants are considered 

fully obligated at the time they are made, typically when a binding grant agreement is signed, and 

therefore cannot be sequestered.  For this reason, sequestration is likely to greatly impact new 

grants, possibly affecting their number, size, timing of their announcement, and/or duration. 

How pre-existing, multi-year grants will be treated under sequestration depends on how they were 

funded by Congress at the time they were awarded. Multi-year awards are often disbursed on an 

incremental basis, with grantees receiving an initial year of funding and then being required to 

annually reapply for non-competitive continuation grants.  In cases where these continuation grants 

draw down budget authority from an earlier year’s appropriation, the grant should not be affected 

by sequestration.   

More commonly, however, continuation grants are made contingent upon the “availability of 

funds.”  In such cases, they generally draw on new budget authority and are thus subject to 

sequestration. 

Has OMB issued any guidance on grant allocations? Earlier this week, OMB did release more 

specific guidance to federal agencies.  In part, the memo addressed agency management of their 

financial assistance obligations (such as grants) to states and other entities under sequestration, 

saying “In light of sequestration, agencies may…consider delaying [the award of] new financial 

assistance obligations, reducing levels of continued funding and renegotiating or reducing the 

current scope of assistance. Agencies may be forced to reduce the level of assistance provided 

through formula funds or block grants. Should any such steps be necessary, agencies should 

evaluate the associated costs and benefits of such actions and appropriately engage and inform 

recipient(s) as early as possible."  For more information, see the full memo here. 

How does the BCA apply to Medicaid? Medicaid and Children’s Health Insurance Program (CHIP) 

are exempt from sequester, including Medicaid administrative costs, the Vaccine for Children 

Program, and any ACA funding provided to Medicaid. However, we do believe that some state 

grants/demonstrations under the Medicaid budget will be subject to sequester, including 

emergency health services for undocumented aliens, the Medicaid integrity program, and Money 

Follows the Person (MFP). 

http://www.whitehouse.gov/sites/default/files/omb/memoranda/2013/m-13-05.pdf

