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COMPTROLLER GENERAL OF THE UNITEO STATELY3 

WASHINGTON. D.C. toDda 

The tionorable Lee li. tlamilton, Chairman 
Subccxnmittce on the ‘dc:rr East and South ;\sia 
Commitrec on Foreign Affairs 
Ilouse of Representatives 

Dear ?Ir. Cha i rman : 

I\‘c have studied the use of IJ.S.-owned foreign 
c;lrrc-li<- its. We made our study purs!iant to your request 
of ikcmbcr 14, 1973. The report summarizes the results 
of our inquiries at the fiepartmcnts of State and the 
Treasury, the Agency for International Development, and 
other selected agencies. 

As you requested, we have not obtained written com- 
mcnts on this report from the agcncics. We did, however, 
discuss our findin!rs with oificials of the Departments of 
State and the Treasury and of the Agency for lrtcrnational 
Development. 

WC are sending a similar report to the Chairman, Senate 
Commit tee on Fore; gn Relations, in response to his request. 
Other members of the Congress are also inte’ested in our 
work on this subject. Ilowever , we do not plan to distribute 
this report furthe II~II:SS ycu agree or publicly announce 
its contents. 

Sincerely yours, 

P.c+- 
-9 Comptroller General 

of the United States 
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COMPTROLLER GENERAL'S REPORT TO 
THE CHAIRMAN, SUBCOMMTTTEE CM 
THE NEAR EAST AND SC1 -I ASIA 
COMMITTEE ON FOREIGN AFFAIRS 
HOUSE OF REPRESENTATIVES 

DIGEST ------ 

WHY THE STirDY WAS MADE 

GAO was asked to stud1 U.S.-owned 
foreign currencies. :le looked into 

--the legislative aspects of U.S. 
holdings, 

--the nature, extent, and uses of 
current and projected holdings, 

--the circumstances regarding U.S. 
holdings in the individual excess 
currency countries, and 

--the possible ways in which the 
currencies might be used. (See 
P* 1.) 

FINDINGS AND CONCLUSIONS 

Many U.S. Government ager.:ies are 
engaged in activities thrrughout the 
world involving payments ii foreign 
currencies. Most currenc‘les needed 
to defray U.S.-operating expenses 
abroad are purchased with dollars. 
(See p* 1.) 

Since World War II, however, large 
amounts of these currencies have 
been made available without direct 
spending of dollars th-ough foreign 
assistance and other programs* par- 
ticularly ir the sale of agricul- 
tural commodities on concessional 
terms. (See p. 1.) 

Except for certain foreign currency 
grants and loans made outside the 

a-. Upon removal, the report 
cover date should be noted hereon. 

USE OF U.S.-OHNED 
FOREIGN CURRENCIES 
Department of State 
Department of the Treasury 
igency for International Development 
B-146749 

appropriation process, aqencies nor- 
mally obtain these currencies from 
the Treasury Department with appro- 
priated dollars for expenditure 
abroad. (See pp* 4 and 8.) 

Treasury and State Department docu- 
ments showed a balance-of-payments 
benefit of about $5.5 billion re- 
sulting from the use of nonpurchased 
foreign currencies during the period 
1955-72. (See p. 32.) 

U.S.-owned foreign currencies for 
which a 2 or more years' supoly 
exists are generally determined by 
the Treasury to be excess. (See 
P* 4.) 

The Congress has directed that maxi- 
mum use be made of excess local cur- 
rencies. Although all U.S. expendi- 
tures abroad must be met with 
U.S.-owned currencies instead of 
dollars, where possible, excess cur- 
rencies may be used for additional 
beneficial purposes and projects. 
These include research provided for 
under special foreign currency pro- 
grams presented to did approved by 
the Congress that ‘nay be of lower 
priority than those financed from 
regular do1 lar appropriations. (See 
pp. 7, 32, and 34.) 

U.S.-owned foreign currencies 
amounted to the equivalent of about 
$1.9 billion as of June 30, 1973. Of 
this, about $1.7 billion held in 
eight countries was excess. (See 
app. III.) 
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to the use of foreign currencies 
as provided for in the Foreign 
Assistance Act of 1961 and Public 
Law 489. (See p. 16.) 

--Annuai generations now significantly 
exceed the expkrlditure rate for 
appropriated uses in only two 
countries, Lgypt and Pak-istan. As 
of June 33, 1973, the onhand, non- 
*estricted balances amounted to 
t!le equivalent of $235.5 million 
in Egypt and t.o the equiv,?lent of 
$135.4 million in Pakistan. (See 
pp. 22 and 24 and app. III.) 

--tmphasis has been p?aced on pre- 
serving excess currencies in cer- 
tain countries as t?e supply has 
decreased to (1) maximize balance- 
of-payments benefits: (2) support 
foreign policy objet ives$ and 
(3) extend program benefits. (See 
pp. 27 and 30.) 

--Yugoslavia was scheduled to be 
removed from the excess currency 
category on July 1, 1974. Edith 
the decreasing supply of :I.S.- 
owned currency there, Yugoslavia 
has participated in the ftinding of 
special toreign currency research 
programs. The conc?pt of joint 
funding of special foreign currency 
programs could apply in othc,- 
excess currency countries. ITee 
pp. 28 and 29.) 

--State Department officials believe 
rtiations with India will imprcve 
now that the rutlee debt has been 
settled and the excessive U.S. 
rupee ownership has been curtailed. 
(See p. 21.) 

--Expenditures under the special for- 
eign currency program amounted to 
the equivalent of about $58 million 
in fiscal year 1973. In the excess 
currency countries 13 agencies are 
funding projects under this lower 
priority program. (See p. 34.) 



MATTEPS FOR CONSIDERATION 
BY THE 5U8COMMIT~EE 

Recognizing the efforts of State 
and Treasury and the Office of Man- 
agement and Budget to achieve the 
maximum objectives and benefits 
through using excess foreign Lur- 
rencies, the Subcommittee may wish 
to consider the need for limited 
legislative changes regardin? for- 
eign currency grants. These 
changes relate to 

--the lack of provisions for the 
Congress and the cognizant com- 
mittees to stop'grants that they 
object to that are proposed with- 
out appropriation and 

-6 
--a question regarding the Presi- 

dent's authority to grant excess 
;ub;icJLaw 480 currencies. (See 

* e 

This report should be of special 
interest to the Subcoanittee and 
the Congress because it convey; trte 
management concepts now practiced 
by the executive branch with 
respect to U.S.-owned foreign cur- 
rencies. 

Circumstances regarding U.S. 
foreign currency holdings and 
scheduled receipts in each of the 
excess currency countries should be 
of special interest to the Subcom- 
mittee in monitoring U.S. activi- 
ties in these countries. 

In vied of the decreasing supply of 
foreign currencies in certain coun- 
tries, the information should be 
helpful to the Congress in examin- 
ing the justification for appropri- 
ation requests, particularly spe- 
cial foreign currency program 
requests, in this ned context. 





At the request of the Chairma - .he Sul-,con~r:littce 011 
the Near East 2nd SolAth Psin, Iiousc I .~m;I,;rtcc on i’orcigrl 
Affairs, :de studied U.S.-orined fcrcign drrcncy hoidinr:s. 
Kc looked into 

--the legislative aspcrts of U.S. hoidings, 

--the nature, extent, and uses of current and projnc,ctl 
holdings 9 

--the circumstances regarding U.S. holdings in the in- 
dividual cscess currency c suntries, and 

--the possible ways in which the currcncics might be 
used. (See app. I.) 

SOURCES OF FOREIGN Cl:RRENCIES 

Many U.S. Government age? iies are engaged in actiVf:+.ics 
throughout the world involrrin, b payments in foreign cur tics. 
blos t currencies needed to defray U.S. operating experses 
abroad are purchased with dollars, Sirice World War I I, however, 
large amounts of these currencies have been made available with- 
out spending dollars through foreign assistance and other pro- 
grams. 

Most currencies accrue to the credit of t:, United States 
because of international agreements tnat deal with (1) conccs- 
sional sales of agricultural commodities to foreign countries 
for local currency or (2) loans of dollsr d 5 or foreign currencies 
which may be repaid in the currencies of the borrowers. Cur- 
rencies also become available in much smaller amounts under 
other types of international agreements and frohn the normal op- 
erations of the 1J.S. Government abroad. Currencies accrue 
primarily from two legislative sources: (1) the Agricultural 
Trade Development and Assistance AC, af 1954, as amended 
(commonly known as Public Law 480), dnd (2) the Foreign As- 
sistance Act (FAA) of 1961, as amended, and prior legislation. 
The Agency for International Development (AID) administers 
loans entered into under these acts. 
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T-‘oroi!_rn currenzjes generated under Public Law 480 and 
FAA ind i,rjcr icgibiation are categorized as U.S. owned or 
corm :ry owned. F::nds accruing under this assistance legisla- 
tlor3 that br~lC;il,~ entirely to the U.S. Government are identi- 
1-j ?tT JS U.S. orir~t~d. Thee funds, heia in Department of the 
Trcctl;ul-y 3CCOL!it t-5 abroad, have leen received from payments 
for U.S. .igcrlcul tural commodities sold abroad, from rcpJy- 
iii C7i t S 0 i I .> ‘1 I? i> ’ II local currencies, from interest on U.S.-held 
locni cI1t‘r~i:t:~ b;ttanccs in foreign banks, and from other 
minor sol.:rf-e5. In the past most ti.S. -owned funds accruing 
from sa1c.s of’ :i~ri~:ultural commod.itics ha;re been reserved 
by the salt terxs for country assistance programs through 
loans an:! grants, 

The tcrzl “ct~~nt~~‘part funds” has often been used to ap- 
ply to any local currencies generated from U.S. commodity 
sales. In the true sense, however, the term applies to 
country-ownctl funds, most of which are generared when grant- 
:rid commocii:.i es are sold in a country. More specifically 
the tern npplitts to those special local currency accounts 
establisheJ In a rccipicnt country to hold the sales proceeds. 
Nest of the counterpart funds generated under aid programs are 
owned by the country and are held and used within it as 
specified in the F&I of 1961 and prior acts, as amended, a?d 
in bilateral agreements between the United States and the 

’ countries. bfutual agreement between the recipient country 
and the United States is necessary regarding the use of these 
funds. From 5 to 10 percent of the counterpart deposits, how- 
ever, are transfer-red tc U.S. ownership for use in administer- 
ing the programs. Counterpart funds are identified in Trcas- 
ury reports even though they are not held in Treasury accounts. 

From time to time, .xssis ted countries deposit funds des- 
ignated for specific purposes in Treasury accounts. These 
funds, known as trust funds, are held in trust and used only 
for specific purposes designated by the participating country. 
Under such arrangements a country might provide local currency 
to finance itart of the cost of an AID project or to meet ad- 
ministrative or other costs AID incurs for the project. 
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USE OF U.S.-OlWED FOREIGS CURRENCIES 

U.S.-owned foreign currencies acquired under h:5lic 
Law 480 are generally committed to U.S. use or counery use 
by the terms of the international agreements under which the] 
are received. Repayments of Public Law 480.1oans, all of 
which are for U.S. use, may be allocated by the Office of Man- 
agement and l?udget .a) to sgencies for country use. All 
foreign currcncie? quired under FAA and prior legislation 
are for U.S. usz. .f:ese currencies are generally used in IC- 
cordance with the provisions of section 612 of the FAA of: 
1965. or section PO4 of Public Law 480, as appropriate. 
Section 6! :! authorizes using c.lrrencies to meet the oblign- 
tiors of U.S. agencies outsids the United States. It also 
pro\*iiles that funds excess t3 needs may be used for the .\u- 
thorized assistance purposes set forth in part 1 of the ace 
and to c>rry out voluntary family planning programs in 
countries which request such assis Lance. The Congress must 
appropriate all section 612 funds. The President may I how- 
ever p use up to t:le equivalent of SlCO million in foreign 
currencies each fiscal year, without regard to source and 
without appropriation, for national security purposes as 
provided for in sections 614a and 652 of FAA. Also the 
Overseas Private Investment Corporation may loan excess 
fe reign currencies, without appropriation, as provided for 
ix section 234~ of FAA. 

Section IO4 of Public Law 480 provides for using foreign 
currencies to (1) pay U.S. obligations entered into under 
other legislation and (2) carry out U.S. programs authorized 
by section 104. Some examples of prograns authorized by 
section 104 are for market development, international educa- 
tional and cultural exchange, research and scientific activi- 
ties overseas, acquisition of buildings and sites, emergency 
relief, dnd loEns and grants for economic development. Funds 
designated for country use under section 104 may be granted or 
loaned without appropriatirn under certain conditions. 

MANAGB8ZNT OF U.S.-OWNED FOREIGN CURRENCIES 

The Treasury has accounting and reporting responsibility 
for foreign currencies. Initially, disbursing officers 
deposit U.S. -owned foreign currency receipts into special 
collection accounts with designated banks in the cognizant 
countries. 

3 
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The country-use portion of the funds generated by Public 
Law 480 sales is restricted by agreement for use under speci- 
fic programs and may not be used for other purposes wi thDut 
the consent of the foreign governments involved. The U.S.- 
use portion of the funds is termed “nonrestricted” eve): 
though there are certain limitations on its use. These non- 
restricted currencies are substituted for direct dollar ex- 
pendi tures , when feasible, and for currencies which the U.S. 
Government would otherwise purchase with dollars. The Treas- 
dry maintains accounts for the sale of nonrestricted currencies 
to any Government agency for official uses, as appropriated, 
and for accommodation exchange. “ppropriated dollars re- 
ceived for currencies are credit ud to the Commodity Credit 
Corporation, if the currencies were derived from Public Law 
480. They are deposited in the Treasury as miscellaneous 
receipts, if generated from other sources. The Treasury 
also maintains aEency accounts for restricted currencies. 

LEVELS OF U.S.-OkWED FOREIGS CURRENCIES 

U.S.-owned foreign currencies on hand amounted to the 
equivalent of about $1.9 billion as of June 30, 1973. In 
countries where the supply of nonrestricted currency is more 
than enough to meet U.S. requirements for the next 2 years 
(exclusive of requirements financed by resrricted currencies), 
the Treasury generally designates the currency as excess. 
This designation means that every effort should be made to 
see that obligations in excess currency countries are made 
payable in the currency of those countries rather than in 
dollars. Nonrestricted excess currencies available for use 
on June 30, 1973, amounted to the equivalent of about $1.7 bil- 
lion. 

An excess currency designation permits agencies to budget 
and obligate funds under appropriations for Special Foreign 
Currency Programs (SFCPs) which use excess currency exclusively 
and to request reservations of the currency for expenditure. 
SFCPs must be of enough importance to be justified under O?IB 
criteria but are normally of a lower priority than items in- 
cluded in the agencies’ regular dollar budgets. Two excep- 
tions to the lower priority rule are programs of the United 
States Information Agency (USIA) and the Department of State*s 
Off ice of Foreign Bui ldings. These organizations include in 
the SFCP budget items that would be included in their regular 
dollar b,Jdgets in the absence of excess currencies. Once 
appropriated, dollars for SFCPs are available only to purchase 
foreign currency from the Treasury. 

4 
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In those countries where the supply of currency is more 
than enough for U.S. needs but not enough to be declared 
excess o the Treasury designates the currency as near excess. 
Although SFCPs are not operative in near excess currency 
countries, these currencies must be used instead of dollars, 
if possible. Currencies in other countries or nonexcess 
currencies must be purchased from commercial sources with 
dollars when Treasury balances are inadequate to meet ex- 
penditure requirements, 

AID maintains computerized records of scheduled foreign 
currency receipts through fiscal year 1998 for the loan pro- 
grams it manages. Dollar equivalent balances on hand and 
projected principal and interest receipts through 1998 are 
shown fDr excess currency countries in the following schedule. 

Excess Currencv Balances 
$s of Jun* 30, 1973, and Scheduled Interest 

and-Principal Generations Through 
June 30, 1998 (note a) 

(equivalent dollars in millions) - 

country Balance on hand 
Scheduled 
receipts 

Burma 
Egypt 
Guinea 
India 
Israel (note b] 
Pakistan 
Poland 
Tunisia 
Yugoslavia 

$ 10.6 $ 70.9 
235.5 378.3 

6.4 26.0 
911.4 169.1 

138.3 594.1 
318.5 

18.8 137.4 
33.0 275.6 

aA more detailed schedule, included as app. II, shows the 
expenditure rate for fiscal year 1973 and the estimated 
years t supply of currency. However, the projected years 
of currency availability, which is also shown in ch. 3 for 
each excess currency country, does not take into account 
use by allocation from U.S. use to country use. (See also 
apps. III to VI.) 

bRedesignated as a near excess currency country as of 
July 1, 1973. 
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In addition, Morocco was an excess currency country 
until fiscal year 1973, and Yugoslavia was sC.L,Gdtii.ed to 
become a near excess currency country on July I, 1973, 
On December 31, 1973, there were five; near excess current) 
countries: Isreal, Morocco, Sudan, Sri Lanka, and Syria. 
Agencies ’ officials generally agreeli that, barring un- 
foreseen political or other circums..anccs, currencies in 
additional countries will not become excess. 

----..- .-; 
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CHAPTER 2 

LEGISL”T_IVE ASPECTS OF 

GENERATION AND USE OF FOREI% ClJK;1~~CTI:S -- 

Legislation down through the years reflects the concern 
of the Congress for the proper control, management, and use 
of U.S. -owned foreign currencies. The Congress, faced with 
new political and economic situations abroad, has changed 
certain laws that will allow the greatest use of U.S.-owned 
foreign currencies. Several of these laws are discussed 
below. 

LIMITED LOCAL CURRENCY GENERATIONS 
IN THE FUTURE 

c 
Under the Development Loan Fund (DLF) y cstabl ished by 

the Mutual Security Act of 1957, significant dollar loans 
repayable in foreign currency were made during the period 
1957-610 The FAA of 1961, however, abolished DLF and pro- 
vided that both interest and principal on future development 
loans made in dollars be repayable in dollars. Furthermore, 
Public Law 480 was amended in 1966 to provide for the phasing 
out of agricultural commodity sales for local currency by 
December 31, 1971, and for sales for dollars only after that 
date. These changes limit local currency generations and 
have largely precluded commitments that will result in addi- 
tional currency generations. According to loan repayment 
schedules, however, annual local currency receipts will be 
significant in some countries, at least through 1998. For 
this reason effective management of these currencies must 
continue to be emphasized. 

RESTRICTED FOREIGN ASSISTANCE PROGRAMS 
IN EXCESS CURRENCY COUNTRKES 

_ . 
. . 

Basic policy requires that dollars not be spent for any 
purpose for which it is feasible to use excess or near excess 
currencies, Section 113 of the Foreign Assistance and Re- 
lated Programs Appropriation Act, 1974 (Public Law 93-240, 
Jan. 2, 1974), goes beyond the basic policy with respect to 
foreign assistance in excess currency countries by stating: 



“It is the sense of the Congress that excess 
foreign currencies on deposit with the United 
States Treasury, having been acquired withou? the 
payment of dollars, should be used to underwrite 
local costs of United States foreign assistance 
programs to the ex:e nt to which they are avail- 
able. Therefore s none of the funds rpprupriated 
by this title shall be used to acquire, directly 
or indirectly, currencies or credits of a foreign 
country from non-United S iates Treasury sources 
when there is on deposit in the United States 
Treasury excess currencies of that country having 
been acqui:*ed without payment of dollars.” 

AID has said that this section is likely to cause prob- 
lems in the future in helping to solve the urgent problems 
of the masses of poor people in excess currency countries. 
Local currency is a claim on local resources, and dollar aid 
is a claim on external resources. AID has said that, if 
local currency expenditures were significant, either addi- 
tional external resources must be brought in at the same 
time or compensatory action must be taken to reduce local 
currency expenditures elsewhere in the economy to avoid 
inflation. 

In addressing section 113 in terms of the situation in 
Pakistan, where budgetary resources are strained and insuf- 
ficient to meet many existing priorities, AID has said that 
prohibiting the payment of dollars for local-cost financing 
prevents adding more budgetary resources for programs aimed 
at helping the country’s poorest and most disadvantaged 
people e Thus, according to AID, although we can support 
local programs with dollars in nonexcess currency countries, 
Pakistan is penalized because of past needs to import food 
which we provided through sales for local currency. 

CURRENCY USE LIMITATIONS 
AND EXEMPTION PROVISIONS 

A large part of the U.S. -owned foreign currencies for 
U.S. uses was not subject to budgetary control, reporting, or 
audit procedures until July 1952, when the Congress enacted 
section 1415 of the Supplemental Appropriation Act of 1953. 
This section, which prohibits the use of foreign currencies, 
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except RS provided for annually in appropriation acts I h:ic 
had a far-reaching effect on the use of local cur-‘cncy. l~ 
reads : 

“Fcreign credits owed to or owned by the 
United States Treasury will not be available for 
expendi.ture by agencies of the United States after 
June 30, 1953, except as may be provided for an- 
nually in appropriation Acts and provisions for 
the utilization of such credits for purposes au- 
thorized by law are hereby authorized to be in- 
cluded in general appropriation Acts.” 

Section 104 of Public Law 480 provided for many kinds 
of financing with local currencies generated under the act’. 
Provisions have existed, however, for using these currencies 
without appropriation for certain purposes since the law was 
enacted as section 1415 of the Supplemental Appropriation 
Act of 1953 and was not made applicable to all expenditure 
categories and a Presidential waiver proviso wa:% included in 
the original act. Also, under the opening paragraph of the 
section, authority has always existed to loan these curren- 
cies without appropriation. The major use of the currencies 
fo: grant purposes without appropriation has been bas,d on 
the original waiver proviso and on a second proviso added in 
1946, both following section 104. The currencies can be 
used for certain purposes Listed in section 104, such as 
under 104d for emergency relief requirements. However, using 
these currencies without appropriation for these additional 
purposes is very rare. 

About 75 percent of the Public Law 480 local currencies 
generated under sale agreements was reserved for country use 
and was available for loans or grants for assistance pro- 
grams. When an appropriation would otherwise have been 
needed, the Presidential waiver was used for all grants of 
country funds until 1956, when Public Law 480 was -revised. 
About 2S percent of the U.S. -owned Public Law 480 currencies 
were available for paying U.S. obligations. Except as men- 
tioned below in connection witn acquiring sites, buildings, 
and grounds 9 these funds are subject to the U.S. dollar 
appropriation process. 

9 



The proviso added in 1966 to section 104 of Public 
Law 480 is known as the Mondale-Poage proviso. Once enacted, 
all grants without appropriation (when appropriations were 
otherwise needed) were made under this proviso, rather than 
to the Presidential waiver proviso, until the Lnited States- 
Indian Rupee Settlement Agreement early in 1974. Under the 
Mondale-Poage proviso, the use of excess currencies without 
appropriation is specifically encouraged (1) to acquire 
sites, buildings, and grounds for the use of the U.S. Govcrn- 
ment and 5ts personnel and (2) to assist countries in taking 
self-help measures to increase production of agriculture com- 
modities and facilities for storing and distributing such 
commodities. Such assistance may be only in addition to 
that which the country would have undertaken without the 
assistance. The Mondale-Poage proviso has been interpreted 
3s applying to any country’s use of excess foreign curren- 
cies authorized by section 104, subject to the priorities 
stated in tSe proviso and to the limitations stated in ether 
laws. 

Lack of provision for stopping 
proposed grants 

The two provisos added to section 104, Public Law 480, 
do not provide the cognizant committees and the Congress 
with clearly defined means by which they can stop grants 
proposed without appropriation that they consider objection- 
able. The waiver provision stipulates that the President 
transmit grant proposals to the Senate Committee on Agri- 
culture and Forestry and to the House Committee on Agricul- 
ture, Grants are not to be made for 30 or 60 days after 
transmittal, depending upon whether the Congress is in or is 
not in session. Advice of proposals under the Mondale-Poage 
proviso must ie furnished to the same committees. No men- 
tion is made in either proviso, however, regarding the steps 
these committees and the Congress may take to stop proposed 
grants they considered objectionable. 

These circumstances were a matter of concern during the 
January 29, 1974, hearings on the then-proposed United 
States- Indian Rupee Settlement Agreement before the Sub- 
committee on the Near East and South Asia, House Committee 
on Foreign Affairs. When one subcommittee member stated his 
intent to introduce a resolution to determine the “sense of 
the Congress” regarding the proposal, the question arose 
about the effect that a resolution of disapproval would have 



on the proposed agreement. The ensuing discussion revealed 
that the ability of the Congress to block such a settlement 
was unclear to the Subcommittee. Although AID’s position is 
that it has no inteiltion of opposing the wishes of the Con- 
gress, there appears to be a need for a clearly defined 
formal means by which the Congress or the cognizant commit- 
tees can stop grant- proposed without appropriation they 
consider objectionable. 

Grant procedures not clear 
for excess currencies 

A question exists regarding the executive authority to 
use the Presidential waiver in section 104, Public Law 480, 
for granting excess currencies without appropriation. This . 
question arose before the February 18, 1974, United States- 
Indian Rupee Settlement Agreement. On February 8, 1974, the 
Chairman, Subcommittee on the 1dear’East and South Asia, re- 
quested the Secretary of State to obtain a decision from the 
Comptroller General of the United States as to AID’s statu- 
tory authcrity to ente r into the proposed settlement agree- 
ment. In a February 26, 1974, decision (see app. VII), the 
Comptroller General defined the issue as whether the Presi- 
dential waiver proviso could be used, as planned, in view of 
language in the Vandale-Poage proviso which would appear to 
render the waiver proviso inappropriate in the case of excess 
currencies. The Comptroller General said that a literal read- 
ing of the statutory language made the waiver prowiso unavail- 
able as authority for the entering into the subject or similar 
grants which involved the grant of excess currency to an ex- 
cess currency nation. He also said, however, that, reading 
the legislative scheme as a whole and recognizing that a pri- 
mary purpose of the Mondale-Poage proviso was to furnish 
added means for using large reserves of excess currencies, it 
seemed somewhat anomalous to conclude that the Congress in- 
tended to make unavailable previous authorities and procedures 
under which grants could be made without using appropriated 
funds. 

Accordingly, although the matter was not entirely free 
from doubt, we did not object to the use of the waiver pro- 
viso in this instance, provided that the cognizant congres- 
sional committees had no objection. It was pointed out, how- 
ever) that, due to the uncertainty caused by the words “shall 
not apply” in excess currency countries contained in the 
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Mondale-Poage proviso and applicable to the waiver proviso, 
the Colgrcss should clarify the intent of the Mondale-Poage 
proviso before AID enters into any similar agreements. 

Annual restrictions imposed by section 702 
for State, Justice, Commerce, Judiciary, 
andRelated Agencies Appropriation Act 

The Department of State and other agencies are unable 
to take advantage of the Mondale-Poage proviso for their 
programs in view of restrictive language in the annual ap- 
propriation act. More specifically, ser,tion 702 of a recent 
annual State, Justice, Commerce, Judic’ary and Related Agcn- 
ties Appropriation Act has stcted: 

T?o part of any appropriation contained in 
this act shall be used to administer any program 
which is funded in whole or in part from foreign 
currencies or credits for wh!ch a specific dollar 
appropriation therefor has not been made.” 

The language was first included in the appropriation act for 
fiscal year 1961, after it was recommended in the Mouse Com- 
mittee on Appropriations report on the proposed legislation. 
AID, however, is not similarly restricted since its funds 
are appropriated under different acts. 

Section 702 also relates to the 1970 extension of 
Public Law 480 which amended the act to authorize the use of 
‘foreign currencies for certain purposes without requiring 
the prior appropriation of dollars to purchase the local cur- 
rencies from the Treasury. The amendment authorized using 
foreign currencies without appropriation for international 
cultural and educational exchange prrlgrams. Because of ,rec- 
tion 702, however, this provision has been inoperative for 
State and USIA, the principal agencies involved in these pro- 
grams, since State is the administering agency for inter- 
national cultural and educational exchange programs. 

Lack of provisions for granting 
non-Public Law 480 funds 

In contrast to the two provisions at the end of sec- 
tion i(B4 of Public Law 480, FAA made no provisions in sec- 
tion 512 for granting, without appropriation, foreign cur- 
rencies generated under the act and prior acts as amended. 



This situation created an administration and negotiation 
burden in the recent United States-Indian Rupee settlement 
Agreement in which the United .C;rritcs granted !ndl:i 
approximately two-thirds of i ts rupee ownership. (St.0 p. 21 
and app. VIII.) 

This lack of compatibility between the tko acts was 
noted in our report on “Opportunities for Eetter Use of 
United States Owned Excess Foreign Currency in India,” 
(B-146749, Jan. 29, 1971). We pointed out that the Congress 
might wish to consider whether to provide authority for the 
President to use non-Public Law 480 excess currency for 
grants in India without appropriations similar to his exist- 
ing authority to use Public Law 480 excess currency. In 
some cases, according to a State Department official p the 
availability of authority of this nature could permit using 
more restricted curren+eies for grant purposes, permitting 
the retention of broader application Public Law 480 curren- 
cies for balance-of-payment or other benefits. Al though the 
authority to grant non-Public Law 480 excess currency would 
provide added flexibility to the ,exccutive branch, it- could 
materially accelerate using these currencies for ccuntry 
uses without appropriation. 

DEBT RELIEF AND LEGISLATIVE 
REPORTING REQUIREMEN=----- 

AID-administered loans repayable in foreign currencies 
amounted to about $4.9 billion as of December 31, 1973. 
These loans constitute almost all foreign currency balances 
due the U.S. Government. No distinction is made between 
dollar and local currency loans in the legislation and in 
other dccuments we reviewed relating to the recoupment of 
foreign debts. 

In our report to the Congress on “Developing Countries’ 
External Debt and U.S. Foreign Assistance: A Case Study” 
(B-177988, May 11, 1973)) we said that debt-relief exercises, 
involving many developing countries, were occurring more fre- 
quently and were increasingly an important form of economic 
resource transfer. In chapter 5 of that report (included as 
aPP l 

IX), we addressed the subject of executive and legisla- 
tive participation in debt renegotiations. In the opening 
paragraph we said that, according to the Attorney General of 
the United States, the cxccutive branch had authority, 



without congressional review or approval, tcj renegotiate 
terms of loans to countries. 

The Attorney General’s views ) expressed in his opinion 
dated December 24, 1970, in response to a request from t.he 
Secretary of the Treasury9 apply to debts under the FL of 
1961 and prior acts as amended and Public Law 480. These 
views were also expressed in testimony July 24, 1973, before 
the Subcommittee on Foreign Operations and Government Infor- 
mation, House Committee on Government Operations, when the 
Acting Assistant Secretary for Economic and Business Affairs 
of the Department of State said: 

“The Department of State is of the opinion, 
and other agencies have indicated that they 
agree, that the President does have authority in 
appropriate circumstances to settle claims against 
foreign Governments, even if in a particular case 
no payment can be obtained where, for example, it 
is established that the debts are unccllectible.” 

A major exception to this statement appears in section 620r 
of FAA which prohibits a writeoff of principal and interest 
on FAA loans. These views appear to justify the opinion 
that “The Executive asserts broad legal authority, both 
statutory and inherent, to renegotiate foreign indebtedness s’O 
as expressed by the Subcommittee on International Finance 
and Resources, Senate Committee on Finance, in a Committee 
print dated October 29, 1973. 

In our report cited above, we said that, although legis- 
lative restrictions on executive branch authority to re- 
negotiate loans were few, the Congress had shown consider- 
able interest in developing coluntries’ ability to repay ex- 
isting debts and in debt relief. Accordingly, we stated 
that the Congress might wish to: 

“--Consider the need for it bo play a larger role 
in determining U.S. policy concerning debt re- 
lief to developing nations and in related pro- 
gram oversight concerning the terms and condi- 
tions under which assistance in the form of 
debt relief may be granted. 
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“--As 3 prerequisite in order to have essential 
information p consider legislaticn to require 
comprehensive annual reporting by the Sccrc- 
tary of State, to be submitted in January c t 
each year and thus be availab~c to the comait- 
tees of the Congress in their considerations 
of authorization and appropriation proposals. 
Such reporting might make available for the 
Congress current suinm2ry perspectives of the 
worldwide dimensions of the debt burden prob- 
lem, as well as the specifics of‘ Jcbt relief 
granted or proposed. ” 

We have noted tha; section 17 of the FAA of 19?3 (Public 
Law 93-189, dated Dec. 17, 1973) amended section 634 of fhe 
FM of 1961 to incltlde: 

“(g) The President shall transmit to the 
Speaker of the House of Representatives and to the 
Committee on Foreign Relations of the Senate, not 
later than January 31 of each year, a comprehen- 
sive report, based upon the latest data available, 
showing- - 

“(1) a summary of the worldwide dimen- 
sions of debt-servicing proble..ls among such 
countries, together with a detailed stzte- 
ment of the debt-servicing problems of each 
such country; 

“(2) a summary of all forms of debt re- 
lief granted by the United States with re- 
spect to such countries, together with a de- 
tailed statement of the specific debt relief 
granted with respect to each such country and 
the purpose for which it was granted; 

“(3) a ::ummary of the worldwide effect 
of the debt relief granted by the United 
States on the availability of funds, author- 
ity, or other resources of’ the United States 
to make any such loan, L:ale , contract of 
guarantee or insurance, of extension of 
credit, toge.<her wieh a detailed statement 
6f the effect of such debt relief with re- 
spect to each such country; and 



“(4) a summary of the net aid flow from 
the United States ta> such countries, taking 
jnto consideration the debt relief granted by 
the United States, together with a detailed 
analysis of such net aid flow with respect to 
each such country. ” 

Although the late enactment of the legislation dieI n.. 
permit furnishing the report by January 31, 1974, the Depart- 
ment of State, on January 29, 1974, advised the designated 
recipients of plans to meet the new legislative requirement. 
We believe, if data is provided in the comprehensive manner 
required by the legislation, the reporting requirements are 
now sufficient to keep the Congress fully informed of execu- 
tive activities with respect to foreign debts owed the United 
States. 

MATTERS FUR CONSIDERATION BY THE SUBCOMMITTEE , , 

In view of the circumstances described above, the Subcom- 
mittee may wish to consider the need for legislation that would: 

1. Specifically give the Congress and cognizant com- 
mittees a clearly defined formal means by which 
grants proposed without appropriation that they 
object to can be stopped. 

2. Clarify the question that exists regarding the 
execlqtive authority to use the first proviso of 
section 104, Public Law 480, for granting excess 
currencies without appropriation. 

We have noted that there are no provisions in sec- 
tion 612 of FAA that authorize the executive branch to grant 
these funds without appropriation as it may do for Public 
Law 480 currencies as authorized by two provisos of sec- 
tion 104. Our discussions with agency officials did not re- 
veal valid reasons for this lack of conformity between the 
two acts 0 

We have also noted the continued use of restrictive lan- 
guage in section 762 of the annual State, Justice, Commerce, 
Judiciary and Related Agencies Appropriation Act even though 
more liberal language is used in Public Law 480 as a result of . i 
the Mondale-Poage proviso of 1963 and the 1970 amendment re- 
garding international cultural and educational exchange i 
programs o 
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CHAPTER 3 

EXCESS CUl?RENCY COLNTRIES 

Nonrestricted excess currency balances on hand amounted 
to about $1.7 billion as of June 30, 1973. The executive 
branch’s comprehensive approach to the centralized management 
of these currencies dates back to 1960, Events since that 
time have resulted in major changes in management practices 
as well as reductions in the amount of excess currency bal- 
ance s . More recently the number of excess currency countries 
has decreased. 

In mid-1960, the executive branch established a system 
of management and control over foreign currencies for U.S. 
uses that would be effective without hawing to change the * 
many provisions of the then-existing law. Although section 
1415 of the Supplemental Appropriation Act of 1953 had pro- 
hibited the use of foreign currencies without appropriation, 
increasing amounts of currencies generated under Public Law 
480 were being used without appropriation for purposes ex- 
empted from this restriction by provisions in Public Law 480. 
The new system required that amounts set aside for U.S. uses 
be controlled through the appropriation process o 

Under the new system, the primary objectives in managing 
foreign currencies were: first, to obtain maximum use of these 
funds a, a substitute for U.S. dollar expenditures and second, 
to treat the currencies as a real fiscal asset to be spent 
for programs approved on the basis of annual budgetary review. 
The system also provided for SFCP appropriations, and, due 
to concern within the executive and legislative branches 
during the 1960s about maximizing the use of excess currencies, 
many agencies initiated these appropriations with lower 
priority programs than those in -egular agency dollar appro- 
priations. In addition, the Congress has taken action to 
limit the future generation of currencies. As discussed in 
chapter 2, the FAA of 1961 reduced local currency generation 
by requiring all future assistance loans to be repayable in 
dollars. Likewise, the 1966 change to Public Law 480 directed _ 
a progressive transition from local currency agricultural 
commodity sales to dollar-credit sales by December 31, 1971. 

Another important event, pursuant to our recommendation 
t+at an organizational entity be established and charged with 
specific responsibilities for managing U.S.-owned foreign 
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currencies 9 was the Department of State’s 1965 establishment 
of a foreign currency staff in the Office of the Deputy 
Assistant Secretary for Budget and Finance to coordinate 
foreign currency matters throughout the Federal Government * 
The staff is now located in the Deputy Assistant Secretary’s 
Office of Funds Management (M/FM). A basic goal of the staff 
is to facilitate maximum use of the currencies, with major 
emphasis on thei, v substitution for dollars that would other- 
wise be spent abroad. With this objective in mind, the staff 
participates in Government-wide planning efforts to develop 
and implement effective policy for managing U.S.-owned foreign 
currencies. According to M/FM officials, when coordinating 
the uses of foreign currencies, they maintain an impartial 
position toward any competitive SFCP requirements of U.S. 
agencies and do not evaluate the merits of proposed SFCP 
projects and programs. 

Because of the policy of using excess currencies to the 
maximum extent possible and because of the legislative changes 
regarding the generation of local currencies, the number of 
excess currencies had decreased from 11 in fiscal year 1968 
to 8 in fiscal year 1974, 7 are projected for fiscal year 
197s. 

M/FM officials said that policies and procedures had 1 en 
partially modified in recognition of the reduction in U.S. 
balances of some currencies resulting from the policy for 
maximum use and the legislative changes reducing generation. 
The modification was due, in part, to an early 1972 study by 
the foreign currencies staff of local currency availabilities 
and requirements in Yugoslavia and Tunisia, which disclosed 
that availabilities in these countries were no longer adequate 
to meet all the demands which U.S. agencies planned to place 
upon them. The study indicated that planned SFCP use con- 
trolled within availabilities was mandatory if any continuing 
use was to be made of these currencies for SFCPs after 
June 30, 1972. M/FM’s present techniqu:i, in planning the use 
of currencies of limited availability requires est:mating 
the amount available for SFCP appropriations, after first 
setting aside an ample supply for uses benefiting the U.S. 
balance of payments, and the equitable division of these funds 
among SPCP needs with full agreement of using agencies, ONE, 
and’ the Treasury. 
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CURRENT MANAGEMENT Y I IX!3 - 

N/FM officials beiieve that U.S. interests are better 
served by effectively managing excess currencies to yield 
maximum benefits to the United States rather than by adhering 
to the previous practice of using currencies as rapidly as 
possible. In particular, when the potential demand for 3 

currency threatens to exceed the availability, there may still 
be a period of years during which annual receipts may be well 
above regular annual expenditures of the U.S. Government 
which benefit the balance of payments, This overage, under 
a managed approach, can be used under existing agency appro- 
priations to permit a gradual phaseout of SFCP activities 
benefiting U.S. foreign policy interests, l!.S. agency program 
interests p and economic and professional interest in the 
foreign country, 

Prematurely dropping the excess designation before 
annual receipts are in phase with expenditures can result 
in the currencyps rebuilding to excess status. If a cur- 
rency were to go off and back on the excess status, it 
would have an undesirable effect on SFCPs which may be 
carried out in excess currency countries only, since many 
projects produce the results over thz long run. Officials 
believe that a country should not be dropped from the excess 
list until the action is permanent. ihus 9 an import ant 
aspect of taking a country off the excess list is insuring 
a reasonable phascdown of SFCP activity rather than an abrupt 
and disruptive end. 

OWB officials said tnat they considered tire current 
emphasis on more effective management of excess currencies 
to be the natural result of past actions to use more of these 
funds and not a basic shift in policy to extend the currencies’ 
use period. Early in the 1960s the U.S. Government moved to 
use more excess currencies. Over time the drawdowns resulted 
in finite amounts of funds whose transition from excess status 
to near excess status was a later step in the plan to spend 
the currencies. According to OX3 officials, this step 
requires careful excess-currency management during the transi- 
tional period to minimize disruption that can oscur to U.S. 
Goverj,ment programs funded by excess currency. 

Treasury officials said that their overall concept of 
excess currencies was to try to maximize the currencies’ use 
for budgetary and balance-of-payments benefits and that they 
did not attempt to maximize SFCPs. Historically, officials 



viewed excess currencies as meaning the United States had a 
2 or more years’ supply of the currencies but they now view 
excess status more in terms of the present supply and how 
soon Treasury will have to purchase a currency if it is spent 
as a result of being declared excess. In general, Treasury 
officials said they were reluctant to declare a currency 
excess if the accelerated drawdown of U.S. holdings would 
result in the early purchase of the currency for dollars. 
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STATUS OF THE EXCESS CURRENCY COUNTREES -- 

India 

on cbruary 13, 1974, the United States and India 
officially concluded a settlement of India’s rupee debt. GAO 
provided infcrmation to the lfouse Subcommittee that held 
hearings on the proposed settlement. (See app. VIII.) 
Although there are some economic justifications for this 
settlement, it is basically a political settlement of a long- 
standing political irritant between the two countries. Th c 
State Department believes that this settlement will pave the 
way for improved relations with India and facilitate the most 
flexible USC of the remaining U.S. rupee balances. 

Basically) the agreement provided for India to prepay . 
the outstanding rupc~ debt principal and the interest due 
up to the date of signing. The United States then granted to 
India the rupee equivalent of $2 billion for various economic 
development projects to be funded in the next Indian 5-year 
plan. The United States retained the rupee equivalent-of 
about $1. billion, of which the rupee equivalent of $93 mil- 
lion is the only U.S. holding drawing interest. This 
interest-free status of U.S. holdings contributes to placing 
a limit on our holdings in India. 

The settlement provides for: 

--‘fAssured usage” of our rupee holdings ,-or established 
uses, including funding of the American School in 
New Delhi. 

--A ceiling on U.S. annual expenditures of the rupee 
equivalent of about $59 million, which can be raised 
by mutual consent or due to inflation. 

--Three-year funding of the annual rupee equivalent of 
about $8 million for the AID program in Nepal, includ- 
ing the training of Nepalese in India. 

--The conversion of $64 million in rupees to dollars for 
transfer to the United States over the ne:.; 13 years. 
The $64 million consists of (i) a $10 miilion conver- 
sion entitlement that had not been exercised., (2) a 
$40 million conversion entitlement that would have 
materialized as the loans were repaid, (3) a $3 million 
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ronversion cntitlcmcnt that had been delinquent from 
6 months to 1 year, pending inclusion of the amount 
in the settlement, and (4j a $11 million negotiating 
advantage, 

--Maintenance of vallle for 10 years on the equivalent 
of $500 million, or about half the rupees the United 
Statzj wi 11 rc tain. 

--The option during the next 5 years to purchase up to 
$100 million worth of mutually agreed-upon Indian 
goods and services, for which 25 percent of t!re price 
may be paid in rupees. 

--The retention of the rupee equivalent of about $93 mil- 
lion in interest-drawing deposits in various commercial 
banks in India. These funds arc in branches of 
American banks. 

--The Indian Government to furnish the U.S. Government 
annual and final statements on t?rc status of these 
funds and such additional summary information conccrn- 
ing their use as the U.S. Covcrnment may reasonably 
rcqucs i , 

--A side agreement to settle a longstanding dispute on 
surplus property that grew out of the partition of 
India and Pakistan in lP4b. 

State Department officials, in discussions with us and 
in hearings on the United States-Indian Rupee Settlement 
Agreement, emphatically stated that this scttlcmcnt did not 
create a precedent as there was no other excess currency 
situation like that in India. The amounts of currency helcl 
in other excess currency countries, such as Pakistan, do not 
threaten to become infinite as was the situation in India. 

On the basis of present levels of expenditures, the 
State Uepprtment estimates that the present U.S. rupee hold- 
ings (after the settlement) will meet U.S. Government expcndi- 
tures in India for 14 to 24 years. 

Pakistan - 

Annual U.S. rupee receipts in Pakistan arc almost double 
the annual expenditure. Under current circumstances the issue 
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of ccntir.uing rupee accumulations is not a problem, according 
tr; 3 State Department official. III~ official did not see an) 
immediate indication of problems :n3 believed that t?le 
Pakistani Government was more intcrcsted in its oi l-shortage 
problem, which could lead to food st~ortagcs, and problems 
regarding its hard-currency debts. 

During hearings held by the Subcommittee on Near East 
and South Asia on the United States-Indian Rupee Scttlcncnt 
Agreement, the questions of need for debt settlement with 
Pakistan and whether the Indian scttlcmcnr constitutcc! a 
precedent arose. In his questioning of witnesses, the Sub- 
committee Chairman alluded to papers prepared by the AID 
Mission in Pakistan, which stated that the United States and 
Pakistan were discussing the rupee debt. The language in 
these papers on the summary of conditions in Pakistan was 
similar to the language used to describe the situation in 
India before the settlement, i.e., these large U.S. Covcrn- 
ment holdings of Pakistan current; were already a potentially 
serious irritant in our relations with the Pakistani Govcrn- 
ment. AID Washington officials said, however, that this 
document was a workpaper prepared by an AID economist in 
Pakistan, Although they view the rupee situation as an irri- 
tant, they believe that existing legislation can rcsol\Tc it 
and that an India-type solution is not appropriate for 
Pakistan, 

Even though receipts are now almost double use, N/I?1 
officials believe the situation is manageable under existing 
legislation and practice. The United States has spent large 
amounts of Pakistan rupees for U.S.-use and country-use 
requirements. The 19 72 devaluat icn of the Pakistan rupee also 
reduced the dollar equivalent of U.S. holdings. Because of 
the war with India and the Bangladesh breakaway from Pakistan, 
tile economy is in a depressed condition. Budgetary resources 
are strained and insufficient to meet many existing priorities. 
The Pakistani Government asked the United States to help its 
economic recovery by exercising a reasonable restraint in 
spending rupees. 

On the basis of the above conditions, Il/FII officials 
believe that the current annual level of U.S. expenditures 
(about $15 million for fiscal year 1973) cannot be readily 
increased now. They noted that, unl+rte expenditures in India, 
U.S. expenditures in Pakistan had never reached their practic- 
able level. Although this makes projection of future use 
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difficult, their current estimates are that the United States 
has over a 25-year suppl;J of rupees. Strictly on the basis 
of its fiscal year 1973 level of expenditures, however, 
we estimated that current holdings of the equivalent of ahout 
$138 million and receipts of the rupee equivalent of about 
$594 million through fiscal year 1998 could sustain the 
present expenditure level for a total of 49 years. (See 
aPP* II.) M/FM personnel told us that the State Dcpartmcnt 
planned to review this situation each year and that the U.S. 
Government had the capability, by selective use of Flondale- 
Poage grants, to manage U.S. holdings and prevent creating an 
India-type excess currency problcn in Pakistan, * 

There is a point of interest regarding the Bangladesh 
breakaway from Pakistan. The breakaway could raise a rupee 
debt-split issue similar to the one still under negotiation 
for the dollar debt. Almost all the rupee debt potentially 
allocable to Bangladesh is of Public Law 480 origin, and the 
loan repayment portion would be available for grants. A I D 
officials said, however, that neither country would gain any 
economic advantage through a split of this debt. Al though 
a split would reduce the amount of rupees Pakistan owes the 
United States, it would also reduce future grants of these 
funds, once repaid, back to the country. 

Bangladesh’s assuming part of the debt would result in 
the loss of foreign exchange since U.S. agencies would use 
repayments to meet operating expenses within the country. 
Thus, some AID officials feel the likelihood of such a split 
is remote. With the recent Pakistani recognition of 
Bangladesh, they believe that such an issue could become an 
obstacle to improved relations between the two countries. 
State Department officials, however, believe Pakistan and 
Bangladesh interests in a rupee debt split is not necessarily 
remote but certainly is not a current interest of the Govern- 
ments of Pakistan or Bangladesh. It appears that such a debt 
split could provide the U.S. Government with local currency 
normally purchased in Bangladesh with dollars. 

U.S. holdings of Egyptian pounds increased considerably 
when U.S. Government expenditures were reduced after relations 
were broken between the two countries in 1967. Although our 
holdings were increasing before 1967, since then they have 
increased more rapidly due to the reduction in annual 
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expenditures about one- half to approxin:tely $6 million 
versus continued annual receipts of abcut 518 million. 

.- 
An M/Fbl official said that thz United Stntcs haul made 

good USC of the pounds, given the unfavor3blc polit ic;tl con- 
dition since 1967. Pounds were used for funding the reduced 
level of U.S. Government expenditures, grants to the i\meric;rn 
University in Cairo, and a part of U.S. contributions to in- 
ternational organizations. U.S. Government agencies’ liesire 
to use more pounds for their programs was not fully rcalizcd 
due to political conditions. 

A significant factor in the potent ial for dr3wing down 
these pounds has been, is 5 and will be the state of relations 
between the two countries. Before 1967, the United States 
had never reached the practicable level of cxpcnditure in 
Egypt tI.at it had in some other countries. Ni th the rees t ab- 
lishment of relations, the Stare Deuartment expects expcndi- 
tures to gradually increase 3s U.S.- activities are expanded. 

State Department officials told us that there had been 
no discussion of possibly granting our pound holdings back 
to the Egyptians similar to that done in the United States- 
Indian Rupee Settlement Agreement. However, some thought 
has been given to possibly granting the pound equivalent of 
from $30 to $50 million for an endowment fund for the American 
University in Cairo. 

With the reestablishment of relations, however, a State 
Department official snid that the possibility of granting 
pounds would be studied in the overall context of possible 
assistance to Egypt. Under this policy, the pound equivcrlcnt 
of $3 million for local currency costs of the minesweeping 
and wreck-clearing operations of the Suez Canal and $10 mil- 
lion for humanitarian relief operations have been granted. 
An allocation of the pound equivalent of $3n million has been 
under consideration for the tier-seas Private Investment Corp- 
oration to assist U.S. firms to invest in Fgypt. 

As in Pakistan, the circumstances of our rcduccd level 
of expenditures make it difficult to precisely state the 
future level of expenditures and period of U.S. pound hold- 
ings. Present II/F!! estimates, based on expenditure rates 
under norn.21 relations and inflation trends, 3re thnt the 
United States has at lcast a ZS-year supPly. Rascd on 
Treasury and AID documents s?lowing expenditures of the 
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equivalent to $6.4 million in fiscal year 1973, an equivalent 
onhand balance of about $235.5 million, and projected receipts 
of the equivalent ‘co about $378 million through 1998, it 
appears the United States could have a 96-year currency 
supp ly . 

We realize, however: that this is a maximum time period 
based on an expenditure rate that is artificially low. It 
is our opinion that restoring relations will result in in- 
creased use, as already evidenced by the recent grants made 
to Egypt; znd, as required by the increased personnel staff- 
ing of the United States ‘Embassy, increased SFCP authorica- 
tions by the Embassy, and other actions. These increased 
expenditures should Freatly reduce the years of pound avail- 
ability. 

Poland 

Excess currency holdings in Poland have 3 unique status 
due to the restrictive terms of the Public Law 480 agreements. 
Poland is one of the “super excess” currency countries, but 
U.S. holdings have been decreasing for most of the last decade. 
The 8 agreements signed between 1957 and 1964 were heavily 
influenced by the U.S. legislation and national attitudes 
regarding relations with Communist countries. To prevent any 
connotation of assistance to a Communist country, the agree- 
ments were very restrictive. The Polish agreements are the 
only agreemen:s where all the local currency has full main- 
tenance of value for the life of the holdings and where all 
the unused currency will be converted to dollars on 3 

scheduled basis over the life of the agreements. The agree- 
ments do not provide for interest payments by Poland on U.S. 
holdings t nor do they allow for country use of the zloty 
receipts within the country. 

Poland became an excess currency country almost immedi- 
ately with the initial shipments of commodities due to the 
terms of the agreements. Under these agreements, the zloty 
equivalent of the dollar value of the commodities provided 
was deposited in a special zloty-denominated U.S. dollar ac- 
count upon Poland’s receipt of the commodities. The agreements 
provided for the Polish Government to purchase zlotys with 
dollars over the period 1967-95. The rate of exchange provided 
for in the purchase schedules is 24 zlotys to 3 $1. 
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The relationship between the purchase schedules and U.S. 
expenditures, as negotiated in the agreements, is nniqJc. 
The agreements provided for the United States to chdrgc most 
of its appropriated uses to the zlotys on the 1995 end of the 
schedules and work backward totiard 1967. ‘I’he annuitants’ 
program was to be charged to the purchase schedule years 1985 
through 1987. The conversion of zlotys to do1 lars and U.S. 
Government travel expenditures were to be charged to +I. 1967 
schedules and work toward 1995. 

The annlaitants’ program is being reviewed. The rate of 
exchange fo the annuitants is 60 zlotys to the $1. A? though 
this rate is greater than the conversion rate of 24 zlotys 
to the $1, it was adopted because it is equal to the rate 
t:rat the Polish Government would pay the annuitants for thejr 
dollar checks and the United States did not want to penalize 
the annui:ants by the lower conversion rate. Thus, for each 
current dollar balar?ce-of-payments benefit the United States 
realizes, there is a corresponding forfeit of about $3 
balance-of-paymenrs benefit in the future. 

Treasury officials said that it made sense several years 
ago to have a smaller balance-of-payments dollar benefit 
immediately rather than the larger dollar benefit in the 
future. This approach is no longer financially justified 
because of the increasing value of the zlotys used for this 
purpose that.otherwise would be converted to dollars in the 
future * Thus, the Treasury is considering discontinuing 
annuitants’ payments from zloty holdings. If this change is 
made, it is expected the annuitants will still receive the 
same amount of.zPotys by cashing their dollar checks with the 
Polish Government. The United States, however, will gain 
about a $3 future balance-of-payments benefit for each current 
dollar outflow. 

Recently M/FM estimated that, on the basis of the fiscal 
year 1973 level of cnmmi tments in Poland, U.S. holdings of 
zlotys would be exhausted for obligations by the end of fiscal 
year 1980. This finding and the fact that the Treasury De- 
part1zor.t has also considered shifting Poland to near excess 
currency status for long-range balance-of-payments reasons 
prompted a progra-n change, to :educe expenditures in Poland 
to obtain maximum balance-of-payments benefits. The conver- 
sion and appropriated-use programs will remain, but SFCP is 
to be gradually phased out over the next 5 years, as are other 
programs having no direct balaiice-of-payment benefits. 
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On the basis of the fiscal year 1973 expenditures of 
about $22 million, we estimated from Treasury and AID docu- 
ments that the Un.ited States would have zlotys for expendi- 
ture over the next 14 years. 

Tunis ia -.- 

As a result of the 1972 study of SFCPs in Tunisia and 
Yugoslavia, M/FM officials told AID and the SFCP agencies 
that the uncommitted balances were relatively low and were 
being committed faster than receipts were being generated. 
Once alerted to this problem regarding Tunisia, the agencies 
formed an ad hoc committee to determine the maximum amount 
that could be obligated annually without shifting Tunisia 
from excess currency status to near excess currency status. 
As a result, i?TD and the SFCP agencies have voluntarily limited 
their programs in Tunisia to allow for the annual carryover 
of an amount large enough to keep Tunisia an excess currency 
country in future years. N/FM officials said that the age:l- 
ties’ action, in addition to permitting the orderly flow and 
phascdown of these programs in Tunisia, would prevent Tunisia’s 
dropping from the excess list prematurely only to be returned 
later as annual receipts above expenditures for regular pro- 
grams build up holdings to excess level. 

Under the present limited level of expenditures, the 
current 1J.S. holdings o f dinars plus receipts of the dinar 
equivalent of $13 7.4 million through fiscal year 1998 could 
extend the availability of the currency for expenditure to 
28 years. 

Yugoslavia 

Yugoslavia was scheduled to shift from excess currency 
status to near excess currency status on July 1, 1974, after 
the 2-year phasedown plan for SFCPs developed by M/FFl, agreed 
to by SFCP agencies, and approved by OMB and the Treasury, 
The 1972 study disclosed that the U.S. agencies had committed 
or planned to commit more local currency for Yugoslavian 
SFCPs than was available. The plan differs from the voluntary 
one for Tunisia in that it is a formal control plan to com- 
ply with an OMB request for a graduated phaseout of SFCPs 
in Yugoslavia. Additionally, to phase out the programs 
without abruptly disrupting the Yugoslavian research community, . 
the United States and Yugoslavia are jointly funding these 



projects. State Department officials believe that the 
concept of joint funding of SFCPs, as negotiated with 
Yugoslavia, could benefit the United States in other CSCQJ~ 
currency countries. Except for the establishncnt of the 
Binational Science Foundation in Isreal on September 37, 
1972, no other sharing arrangements of this nature have been 
made. 

Treasury officials said that attempts had been made to 
use excess currencies for export procurement but that they 
had been of limited success. In Yugoslavia, the 1J.S. Govern- 
ment arranged to purchase Yugoslavian beef for the militar) 
forces in Germany by paying 20 percent of the price in dinars. 
Another potential for this use is the United States-Indian 
Rupee Settlement Agreement which provides the option for the 
U.S. Government to purchase Indian goods and services and to 
pay 25 percent of the price in rupees. 

Burma -- 

State Department officials said that the excess currency 
status of Burma was due to political conditions. Before th3 
Burmese Government ‘s inward tu; .I, the United States made good 
use of the currency. Since then, U.S. Government programs 
have been curtailed, not from any effort to prevent the IJnited 
States from using its holdings but from the desire of the 
Burmese Government to limit the activities of major Powers in 
Burma. The last tranche for an AID-funded university project 
will go forward as part of the AID program in Burma, 

On the basis of the present political conditions, kre 
estimated from Treasury and AID documents that U.S. holdings 
of Burmese kyat’s would remain available for expenditure for 
about 37 years. M/FM officials noted that U .S, holdings were 
so small, about the kyat equivalent of $11 million, that 
almost any increase in the U.S. Government program level would 
deplete it. 

Guinea 

The excess currency status of Guinea, like that of Burma, 
has been partially due to political conditions in the pact 
which have limited U.S. Government. programs. Additionally, 
there is only a limited potential for research, procurement, 
or other expenditure of local currency balances. Also U.S. 
holdings are increasing only marginal1 y. 
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Current U.S. holdings of the syli equivalent of about 
$6.4 million, annual U.S. operating expenditures of about 
$500,000, and projected receipts through 1998 of the 
equivalent of about $25 million indicate that Guinea currency 
could be available for expenditure for 65 years. 

POSSIBLE NEW EXCESS CURREKCY COUNTRIES -_I_ 

H/FM and Treasury officials agree that under normal 
conditions no new excess currency countries will Jevelop. 
Howe vc r , these officials noted that it was possible for an 
excess currency country to develop due to some unusual and 
major change in our relations with the country or in the 
political nature df the country. 

As an example of how an excess currency country could 
develop from a change in our relations, Treasury officials 
cited a hypothetical case. In one country, the United States 
has local ctlrrency receipts equivalent to about $30 million 
annually. The U.S. Government spends this amount and pur- 
chases the equivalent of about $lS million more to cover its 
local currency needs for our bases there. If there were some 
change in the Political relations Between the two countries 
whereby the linited States removed its forces, the currency 
accumulated would be far greater than the expenditures for 
the reJ:‘aining U.S, Government programs and it would probably 
become an excess currency country over time, 

As an example of how a political change in a country 
could create an excess currency situation, Treasury officials 
commented on the hypothetical case of the division of an 
excess currency debt resulting from the partition of the ex- 
cess currency country. Treasury officials said that, should 
this debt division occur and should the United States have 
over a 2-year supply of foreign currency in both countries, 
then they would probably declare both countries excess cur- 
rency countries. 

Currently there are five near excess currency countries: 
Israel, Morocco, Sudan, Sri Lanka, and Syria. It appears, 
from our discussions with FI/FFI and Treasury officials, that 
the historical status of near excess currencies’ being above * 
‘mmediate requirements but less than a 2-year supply has 
changed with the increased management attention given to 
foreign currencies, For exzp 1e p although there is over a 
40-year supply of U.S. -owned currency on hand in Syria and 



a d-year supply on hand in Sudan, these currencies have been 
classified as near excess. Those classifications are due 
to the fact that the currency balances are inadequate to 
sustain excess designations without depleting supplies 
required for balance-of-payments benefits. The Treasury also 
considered shifting Poland, which has almost a 14-year supply, 
to the near excess currency list. This approach blends into 
the Treasury concept of balance-of-payments benefits and the 
complementary 5!/FN concept of planned use. 

The Congress and the executive branch are committed to 
using United States-owned foreign currencies more effectively. 
In 4 countries, however, the use of U.S.-owned currencies 
has been limited by factors over which using agencies have 
little, if any, contrcl. Currency use has been limited by 
political and economic factors in Egypt and Guinea, political 
factors in Burma and economic factors in Pakistan. Although 
these limits are real, officials are alert for new ways to 
use currencies in these countries more effectively. For ex- 
ample, the restoration of relations with Egypt is presenting 
new currency-use opportunities. 

In three excess currency countries--Poland, Tunisia, and 
Yugoslavia- - the practice of using currencies to the maximum 
extent has resulted in the need for controlled currency use 
and reduced expenditure levels. In fact, after June 30, 1974, 
Yugoslavia will not be an excess currency cpdntry. Con- 
sequently ) in these countries emphasis now is on current and 
long-range balance-of-payments benefits as opposed to maxi- 
mum use of SFCPs when both cannot be served. 

We generally agree with the excess currency and near 
excess currency management concepts now being followed by the 
Departments of State and the Treasury. These concepts are 
directed toward maximizing balance-of-payments benefits, 
recognizing certain political and economic .lecessities and 
constraints. It appears to be in the best interest of the 
IJ ,S, Government to follow this approach, which includes 
searching for new ways to spend excess currencies in such 
countries as Egypt; restraining and coordinating the use of 
excess currencies in such countries as Poland where balances 
are decreasing; and considering factors in addition to the 
projected years’ supply of currency when classifying currency 
as excess, near excess, or nonexcess. 
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CHAPTER 4 

AGENCY USES OF FOREIGN CURRENCIES 

Treasury and State Department documents shm;ed\a 
balance-of-payments benefit of about $5.5 billion during 
fiscal years 1955-72 through the use of nonpurchased foreign 
currencies. (See app. VX.) A more precise determination of 
the actual dollar savings accruing from these local currency 
expenditures would have to consider the facts that, in the 
absence of excess currencies, (1) the expenditure policy in 
some countries might have been less liberal and (2) certain 
State Department Office of Foreign Buildings and USIA func- 
tions provided for in SFCP would be carried out under the 
regular dollar appropriation. A determination of this nature 
would be difficult and therefore not completely practicalle. 

. 

State Department’s records show that efforts have been 
made for years, and particularly since 1961, to maximize the 
use of U.S.-owned foreign currencies in lieu of U.S. dollars. 
Basic policy requires that dollars not be spent for any pur- 
pose for which it is feasible to use excess or near excess 
currencies. This policy reflects the congressional mandate 
that maximum use be made of excess currencies. 

State Department documents show excess and near excess 
currencies are being used as follows: 

II 1. In-Country Official Expenses: All official 
obligations in excess and near-excess cur- 
rency countries are made payable in 10~31 cur- 
rencies wherever feasible, This includes opera- 
tional expenses of Foreign Service posts and 
U.S. Missions, and expenses of all activities 
and operations of agencies of the Federal 
Government within these countries e It in- 
cludes salaries of local employees D a3 lowances 
for American employees, travel within the 
country s and contractual expenses. 

It 2, In-Country Personal Expenses: All persons 
Raveling for the U.S. Government, including 
employees, consultants and grantees, while - 
in one of these countries are required to 
acquire their local currency expenditure 
reqlAirements from the accommodation exchange 
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facility in the American Embassy, wherever 
possible. American employees assigned in 
these countries are required to avoid the 
expenditure of dollars, and to purchase local 
currency expenditure requirements from the 
Embassy accommodation exchange. American 
employees also have been encouraged to have 
a part of their salaries paid in local cur- 
rrncies. 

,v 
3. International Transportation: Arrangements 

have been made for the use of U.S.-owned 
currencies of excess and near-excess coun- 
tries for payments to international carriers 
for official travel. Use of these curl,encies 
for travel is required wherever feasible by 
persons traveling for the U.S. Government. 
An exception to the basic “fly-American” 
policy is authorized to permit the use of 
these currencies on foreign-flag carriers 
when American carriers cannot or will not 
accept them. 

,1 4, Procurement for Overseas Use: Procurement 
regulations governing the procurement of 
goods and services for overseas use require 
that, world-wide, first priority be given 
to procurement with excess foreign curren- 
cies when feasible, 

I* 5. Sales to U.S. Citizens: Arrangements have 
been made for the sale of excess currencies 
to traveling U.S. citizens including tourists 
and businessmen. The total volume of such 
sales in some countries is limited by the 
terms of agreements with the governments of 
these countries. 

I* 6. Payments to U.S. Annuitants: Persons resi- 
dent in excess and near-excess currency 
countries who receive annuities from U.S. 
Government agencies are paid in U.S.-owned 
local currencies wherever feasible. 

,I 7. Contributions to International Organizations: 
Under a program initiated in 1964, interna- 
tional organizations have accepted several 
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millicns in U.S. -owned foreign currencies in 
lieu of dollars in payment cl: contributions 
assessed against the U.S, and many millions 
have been paid in lieu of dollars as volun- 
tary contributions to international organiza- 
tions. I’ 

An example of the effective use of excess currencies 
may be found in the activities of the State Department’s 
Bureau of International Organization Affairs. Foreign 
currency needs in this Bureau :re not budgeted in advance 
because requirements cannot be predetermined. The United 
Nations organizations request contributions or the payment 
of assessments, and the Bureau then determines funds avail- 
ability. In 1974 approximately $4 million of the total U.S. 
contributions of $86 million to the United Nations Develop- 
ment Program fund will be in excess currencies. As of March 
1974, $1.7 million had been disbursed to the development 
program for fiscal year 1974 for program activity in Morocco, 
Tunisia, Pakistan, and India. The total amount of excess 
currency spent on U.S. programs since fiscal year 1961 is the 
equivalent of $93 million, more than half of which was spent 
OR United Nations refugee assistance activities. 

SFCP 

SFC? was introduced at the beginning of fiscal year 1961 
as a vehicle to maximize the use and benefits of excess 
foreign currencies. SFCP expenditures for fiscal year 1973 
and estimated expenditures for fiscal year 1974 are shown in 
the following schedule. 

Library of Congress 
Department of Agriculture 
Department of Commerce 
Department of Defense 
Department of Health, Education, and Welfare 
Department of the Interior 
Department of Labor 
Department of State 
Department of Transportation 
Environmental Protectian Agency 
h’ational Science Foundation 
Smithsonian Institution 
United States Information Agency 

Total 

Nunber of 
program 

countries 

7 
7 
6 
5 
8 
2 

; 
2 
6 
8 
8 
9 

Fiscal year 
Fiscal year 1976 

197s estimated 
crpenditurer expenditures 

(dollar equivalent in thousands) 

$ 5,022 
5,895 

882 
4,374 

15,690 
fS6 

19 
7.119 

2.9:: 
3,519 
2,725 

11.577 

$ 2,021 
9,500 
2,342 
7,000 

16,850 
750 
182 

12.97: 
48s 

4,550 
s,soo 
J,489 
9,549 

t&5.240 573.194 
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\$e visited 5 organizations to determine the nature and extent 
of SFCP expenditures. 

Department of State 

Office of Foreign Buildings (FBO) 

The fundamental purpose cf FBO is to “buy, build, 
operate, maintain, and furnish” real property required by 
the U.S. Government, worldwide, in conducting its duties 
abroad. FBCI receives a dollar appropriation and an SFCP ag- 
propriation for use in excess currency countries. Following 
is a comparison of these budgets. 

B 

Regular dollar SFCP 
budget budget 

(millions) 

1972 (appropriation) $19 $6.9 
1973 ( tt I 27 6.5 
1974 (estimate I 21 5.0 

FBO’s annual SFCP is developed to fit within the excess 
currency availability. Thus s even though the SFCF Bevel has 
been decreasing in recent years because of the decline in the 
number of excess countries, the SFCP budget is seldom cut. 

FBO officials said that they funded everything possible 
in the SFCP budget, including capital acquisitions, opera- 
tions and maintenance, and local employee salaries. Some 
things, such as air-conditioners, however, cannot be bought 
on the local economy. 

FBQ officials said that it was difficult to characterize 
the capital acquisition part of the budget in terms of dollar 
savings . The operations budget, however, is a 100-percent 
savings since these costs shift automatically to the dollar 
budget when foreign currencies run short. If capital projects 
now in SFCP budget requests were included in the regular 
dollar budget, they would compete for funding with al% the 
projects already being considered for dollars. Some SFCP 
projects would have high priorities and others’might drop to 
such a low priority that they would not be approved for fund- 
ing . 
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FBO officials feel that they are maximizing use of 
foreign currencies and do not foresee significant changes in 
procedures and practices. 

USIA 

USIA officials said that most of their excess currency 
expenditures were for salaries and expenses for producing 
and distributing periodicals. A small amount of foreign 
currency has been used for the international exhibitions 
activities in Poland and Yugoslavia, but this currency use 
is expected to end in 1975. 

It is USIA policy to use excess currencies instead of 
dollars for local costs to the extent possible. SFCPs are 
not low priority and would be funded with dollars if excess 
currencies were not available. Although the amount of foreign 
currencies available has decreased and will further decrease, 
USIA Leels that it and FBO will have priority for these funds 
because of the nature of their programs. 

Department of Agriculture 

Agricultural Research Service (ARS) 

ARS considers SFCP research grant proposals in several 
broad fields of agricultural research. From 1961 through 
1973, ARS completed research grants in 31 countries that 
totaled the equivalent of about $61.2 million. Early in 1974 
active grants amounted to about $34.8 million. 

Project initiations usually result from submissions by 
a host country scientist through his government or by other 
agency, government, or individual contacts. For example, 
on occasions ARS solicits specific grant proposals when the 
research may involve plants and animals not native to or 
available in the United States. ARS accepts approximately 
50 percent of the projects submitted, but the percentage 
decreases as funds decrease. 

After a grant is approved, ARS makes an advance payment 
and thereafter spends the grant funds in semiannual allot- 
merits. It receivesl in turn, a semiannual technical report 
and an annual fiscal report. ARS tries to fund at least one 
trip to the Lost country to observe progress on the project. 
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The host country scientist usually is scheduled to make one 
visit to the United States for consultation and information 
sharing. ARS obligates funds for the maximum grant period 
(up to 5 years) at the time of the grant. 

Pour examples of projects in separate, current, or 
former excess currency countries follow. 

Israel. “Fundamental investigations of the glycoproteins 
of soybean meal, to provide informati”n basic to in- 
creasing :he utilization of soybean food and feed pro- 
ducts. ” The pound equivalent of $171,516 was obligated 
to the Keizman Institute of Science, Rehovoth. The 
project was completed January 7, 1972. 

Yugoslavia. “An investigation of the effect of fermenta- 
tion processes on the quality, tastes and aroma of 
Oriental tobacco, to obtain information for use in im- 
proving the qualit; of American cigarettes .‘I The dinar 
equivalent of $36,078 was obligated to the Tobacco 
Institute, Belgrade. The project was completed April 30, 
1972. 

Pakistan. “Investigations on the natural enemies of 
marijuana, Cannabis Sativa, and opium poppy, Papavcr 
Somniferum. ” The rupee equivalent of $27,112 was obli- 
gated to the Commonwealth Institute of Biological Con- 
trol a Rawalpindi. This S-year grant is still active. 

Poland. “Studies on the long-term storage of acorns.” 
The zloty equivalent of $69,111 was obligated to the 
Institute of Dendrology and Kornic Arboretum, Kornik. 
This S-year grant is still active. 

When Bangladesh broke away from Pakistan after the civil 
war, several projects in Bangladesh were affected. Five 
grants were in progress and had to be stopped, and others 
were in the planning stages and had to be dropped because 
Bangladesh was not an excess currency country. 

ARS officials expressed the opinion that they could 
significantly raise the level of expenditures in Egypt with- 
out exhausting the number of high-priority projects or the 
available expertise. Now that political relations have im- 
proved, it may be able to start some of these projects. 
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Department of Health, Education, and Welfare 

National Institutes of Iiealth (NIH) -- 

In 1964 NIH established the Coordinators Office for 
SFCP. The office serves as a standard policy clearance 
point for the six agencies within the Department of Health, 
Education, and Welfare (HEW) using foreign currencies. It 
allocates the foreign currency made available to NIH. 

The Coordinator said that, if a proposed research study 
did not apply to events or phenomena occurring in the United 
States, it would not be funded. The Coordinator also noted 
that the value of health services research was hard to pin- 
point. Projects were frequently lengthy and the results 
were not always obvious. For example, a scientists exchange 
program is beginning with Poland involving 20 scientists in 
the field of urological diseases research. The impact of 
the program will not be measurable for years and may never 
by fully quantifiable. 

An evaluation study for NIH of SFCP in Yugoslavia was 
published in 1973. The Yugoslavian element of the evaluation 
team noted that the scientific collaboration was beneficiaI 
to Yugoslavia for introducing new methods of scientific re- 
search, establishing good contacts and relations with 
scientists from other countries, and preventing “brain drain” 
of Yugoslavian scientists. The U.S. element of the evalua- 
tion team made several recommendations for program improve- 
ment and followup. Two recommendations of particular inter- 
est were (1) that HEW’s Office of International Health (OIH) 
examine cases “in which the requirement that projects be 
beneficial to both countries is not met and impede the fund- 
ing of new projects that ignore the health Reeds of the 
United States” and (2) that OIH “make appropriate changes in 
the process by which the relative shares of the several 
agencies are determined in order to remove the incentive for 
each agency to continue to support existing projects which 
should be terminated. ” 

Four examples of HEW program grants in separate excess 
countries follow. 
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EJypt. “Epidemiology of streptococcal infections, 
rheumatic heart disease, and primary prophylaxis of 
rheusatic fever in rural school population.” The pound 
equivalent of $1,. 741,000 over 10 years F;as obligated for 
the bIinlstry of Health Field Research Administration, 
Cairs Jniversity. 

Indi;i. “Feasibility studies on the genetic control of 
*Gitoes in India.” The rupee equivalent of $1,920,000 
ovc’r 6 years was obligated for the Southeast Asia re- 
gional office, World Hea.lth Organization, New Delhi. 

Foland. “Investigation of functional organization of 
the brain. ” The zloty equivalent of $1,231,000 over 
12 years was obligated for the Department of Neuro- 
physiology, Nencki Institute of Experimental Biology; 
Warsaw. 

Yugoslavia. “Completion of the New Belgrade Mother and 
Children’s Hospital.” The dinar equivalent of $1,203,000 
over 3 years was obligated for the Institute for Health 
Protection for Mothers and Children, Belgrade. This 
project has been completed. 

Smithsonian Institution 

SFCP funds in excess currency countries support grants 
to U.S. research institutions for work in the areas of 
archeology and related disciplines, systematic and environ- 
mental biology, astrophysics and earth science, and museum 
programs. A small amount of these funds is used for grant 
administration. 

Applications for grants are subject to standard request 
evaluation techniques, irrcluding consideration by an academic 
advisory counci?. The foreign currency grants are made on 
merits of the individual proposals. Most projects are funded 
yearly. The Smithsonian does not sponsor a project, offi- 
cials said, unless the United States will benefit from it. 
SFCP abligations for fiscal year 1973 totaled $3.7 million; 
for fiscal year 1974, the budget request was $9 million, but 
only $4.5 million was authorized. Of that amount, $3.5 mil- 
lion was for research activities and $1 million for the 
final U.S. contribution to the United Nations Educational, 
Scientific, and Cultural Organization to salvage the temples 
at Philae, Egypt. 
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Some examples of Smithsonian grant projects follow. 

Egypt * “The stellar alignment of the Egyptian Temples 
at liarnnk 0r’ The pound equivalent of $7,000 (fiscal year 
1973 estimate) was obligated for the Smithsonian Astro- 
physical Observatory, Cambridge, Hsssachusetts. 

India. “Endocrine basis of bird migration.” The rupee 
-alent of $5,000 (fiscal year 1974 estimate) rt;as 
obligated for the University of Washington, Seattle, 
It’ashington. 

Pakistan. “An exhibition of Pakistani ethnographic 
materials and accompanying scholarly catalogue.” Th e 
rupee equivalent of $20,000 (fiscal ycnr 1974 estimate) 
was obligated for the Smithsonian Institution Traveling 
Exhibition Service, Nnshington, D.C. 

Poland. “‘Contributions to the International Satellite 
Geodesy Experiment. ” The zloty equivalent of $72,000 
(fiscal year 1974 estimate) was obligated for the Smithson- 
ian Astrophysical Observatory, Cambridge, E!assnchusetts. 

The Smithsonian Office of Audits, in a report issued in 
October 1971, noted “wcaknesscs in identifying, obtaining 
acknowl edgmcnt for, and disseminating program research results; 
obtaining accountability for funds advanced to grantees; ac- 
counting and reporting on the status of the program; and 
performing cost analyses on grant proposals.” The Director 
of the Foreign Currency Program stated that the Smithsonian 
had made vigoro!ls efforts to take corrective actions and 
showed us documentation indicating that the recornmcndatiolls 
had been substantially complied with. 

Conclusion 

The U.S. agencies involved in SFCPs are trying to ob- 
tain maximum USC of the U.S.-owned local currencies. The 
SFCP evaluation study for NI!i, however, indicated that funded 
projects might not meet the health needs of the United States 
or otherwise merit continuing support. This matter is of 
particular interest since the amounts of foreign currency 
are becoming increasingly limited. Kc believe these matters 
will be of interest to the Subcomnittcc and the Congress as 
the special foreign currency program appropriation requests 
are examined in the context of the decreasing supply of for- 
cign currencies. 



CMPTER 5 

SCOPE OF STUDY 

We made our study in Washington, D-C., at :hc Agent) 
for International Development, the Department of State, and 
to a limited extent, the Department of the Treasury; the Of- 
fice of Management and Budget; the Department of Agriculture; 
United States Information Agency; Smithsonian Institution; 
and the Department of Health, Education, and Welfare. 

We interviewed officials as appropriate, particularly at 
AID and at the Department of State. We reviewed agency f;l~s, 
records ) and financial reports. V?e did not p however, veri f) 
the financial data which was obtained primarily from AID and 
Treasury reports. We also availed ourselves of the large 
body of literature on%the subject of U.S,-owned foreign cur- 
rencies, including special studies of ways to increase the 
use of such currency. 

We have identified country-owned or counterpart funds 
generated under commodity import ,-rograms. We have not, how- 
ever, discussed these funds in detail nor have we addressed, 
in any way, dollar debts owed to the United States by develop- 
ing countries. The latter was the subject of our report, 
“Developing Countries * External Debt and U.S. Foreign Assist- 
ance: A Case Study,” (B-177888, May 11, 1973). 





UCCK zlr. stnats: 

I would lilcc to rcqucst that the Gcucral rxcountinp; Office 
unctcrt;ri;c rl study of L.5 .-OUACJ forcijp,l currcncics tnat would bc 
a Iollow-on to your prcvinrLs work on this issue. 

L an interested in a coantry-hy-country nnalysis oE excess 
currency xcounts and a consideration of tilt possible ways in whic!~ 
tuc.sc currcnci.cs I-&ght hc utilized. Tiac Indian rupcr setticc,ent 
offers one illtC3XlatiVC, but T !rould li.l:c t!ic C.20 t0 survey the 
pr;rcticality, .Avisnbi lity and bencfi ts of a11 possible alternatives o 

Tllc dctails of what IX would like in tlicsc studies can be 
workctl out bct:xcn your staff nud my staif consul,tant, ~lic;lacl 
Van i)uSCn, who Cilrl be rcxlkcd at 221t-8095. L would very ~:;ucn like 
to have tflc amlysis in early 1’174 if posoiblc. 

..-_ 

I appreciate your co&idcration 

J.ce 11. !l;unilton, &airman 
Subcor.ulittcc on the Near L;lst 

. clad Swlth Asia 

. 
t 
. 



APPENDIX II 

COWUTATION OF ESTIMATED YEARS’ SUPPLY OF 

FOREIGN CURRENCY IN THE EXCESS CURREhCY COLWTRIES 

AVAILABLE FOR U.S. USE 

AS OF JUNE SO, 1973 

country 

Burms 
Egypt 
Guinea 
India 
Israel 

(note f) 
Pakistan 
Poland 
Tunisia 
Yugoslavia 

(note h) 

Total 

Balance of Projected U.S. use 
U.S. use receipts Total foreign 

foreign July 1, 1973, to available currency 
currency Jun, 30, 1998 for U.S. expenditures 

June 30, 1973 (rote a) use N 1973 - 

(equivalent dollars in millions) 

S 10.6 S 70.9 s 61.5 =s2.2 
235.5 378.3 613.8 6.d 

6.4 26.0 32.4 .s 
911.4 d169.1 1,080.S 

-  .  w  

158.3 594.1 732.4 14.7 
318.5 (91 318.5 22.1 

18.8 137.4 156.2 5.4 

35.0 275.6 308.6 - 

“Q.&J&& 5J.651.4 $3.323.9 

Estimated 
yeaps @ 
SUPPlY 

(note b) -- 

37 
96 
ii5 

e14 to 24 

‘Computerized schedules are available through N 1998 only. 

b Except for Burma (note c), the estimated years* supply does not take into 
account use by allocation from U.S. use to country use. 

‘Includes $1.2 million country-use expenditures which generally consist of U.S. 
use apportionments to country-use programs. 

d Cooley loans only. All other U.S. rupee loans were prepaid in accordance with 
the February 18, 1974, United States-Indian Rupee Settlement Agreement. 

eBased on debt settlement agreement mentioned in note d. 

f Removed from the excess list on July 1, 1973. 

g See page 26. Essentially no concessions were made to Poland as a result of 
Public Law 480 sales. 

h 
To become near excess Suly 1, 1974. 

i 
Includes $18.6 million restricted by the terms of international agreements or 
by administretive determination to specific programs. 
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APPENDIX III 

NONPURCXASED FOREIGN CURRENCIES 

HELD IN TREASURY ACCOUXTS 

JUNE 30, 1973 (note a) 

Part I 

Summary 

Country or category 

Public 
Law 480 Other 

generated sources Total 

(equivalent dollars 
in millions) 

FUNDS AVAILABLE FOP U.S. USE 
(part II): 

Excess currencies $810.4 $843.6 $1,654-O 
Near excess and nonexcess 

currencies 27,s 6.3 33.8 

FUNDS DESIGNATED FOR SPECIFIC 
U.S. OR COUNTRY USES 
(part III): 

Excess curren.cies 133.4 21.6 155.0 
Near excess and nonexcess 

currencies 13.4 35.7 43.1 -- 

Total $984.7 $.UL*2 qLt391.9 

aFigures exclude onhand balances equivalent to $120 million 
because of accounting practices which make it difficult to 
identify the source of the amount to Treasury holdings or 
commercial purchases. We noted, however, that only an in- 
significant amount of foreign currency was purchased from 
commercial sources in the excess currency countries during 
FY 1973 and that only the equivalent of about $3.2 million 
of the $120 million was on hand in excess currency countries. 
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APPEWIX III 

PART II 

NONRESTRICTED FUSDS AVAILABLE FC'R U.S. USE 

AS OF JUNE 30, 1973 

Country or categorv 

EXCESS CURRENCY COUNTRIES 
(note a): 

Burma 
WPt 
Guinea 
India 0. 
Pakistan 
Poland 
TUlliSiZt 
Yugoslawia 

Tatal 

NEAR EXCESS CURRENCY COUN- 
TRIES (note a): 

blor occo 
Sri Lanka 
Sudan 

Total 

NONEXCESS CURRENCY COUNTRIES 

Total 

TOTAL 

Public 
Law 480 Other 

generated sources Total -- 
(equivalent dollars in millions) 

$ 2.1 
217.8 

6.2 
202.4 

58.7 
312.4 

10.4 
.4 

810.4 

10.2 

3.8 

14.0 

13.5 

27.5 

$837.9 

$ 8.5 
17.7 

.2 
699.6 

76.8 

8.4 
32.4 

843.6 

6.3 -.- 

6.3 

$849.'? 

$ 10.6 
235,5 

6.4 
902.1 
135.4 
312.4 

18.8 
32.8 

1,654.O 

10.2 
(b) 
3.8 

14.0 

19.8 

33.E 

gL687.8. 

"As of July 1, 1973, Israel an excess currency country was 
rvdesignated a near excess currency country and Syria was 
designated a near excess currency country. Israeli funds 
available for U.S. use at June 30, 1973, were insignifi- 
cant, however, about $5.3 million Syrian pounds were avail- 
able at that time, 

bThe onhand balance was not designated in this category. 
(See part III.) 
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APPESDIX III 

PART III 

FUNDS DESIGNATED FOR SPECIFIC 

U.S. OR COUNTRY USES 

AS OF JUNE 30, 1973 

Public 
Law 480 Other 

ycnerated sources Total -- 

(Equivalent dollars in millions) 

EXCESS CURRENCY COUNTRIES: 
Burma: 

Department of State 
Agency for International 

Development 

$ - 

4.1 

4.1 Total 

S (4 

4.1 

4.1 

Egypt: 
Department of State 
Agency for International 

Development 

Total 

35.9 

35.9 

(a) 

35.9 

35.9 

Guinea: 
Department of State 
Agency for International 

Development 

(al 

6.1 6.1 

Total 6.1 6.1 

India: 
Department of State 
Agency for International 

Development 
Overseas Private Invest- 

ment Corporation 
Treasury Department 

Total 

70.7 

ial 

70.7 

Cal 

3.9 

10.4 

la) 

74.6 

10.4 
-CL 

14.3 

-. 

85.0 
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APPEHDIX II I 

EXCESS CURRENCY COUNTRIES 
(continued) : 

Israel: 
Department of State 
Agency for Iilternational 

Devs lopment 

Total 

Pakistan: 
Department of State 
Agency for International 

Development 
Department of Defense 

Total 

PO land: 
Department of State 
Agency for International 

Development 

Total 5.5 

Tunisia: 
Department of State 
Agency for International 

Development 
ACTION 

6.2 

Total 

Yugoslavia: 
Department of State 
Agency for International 

Development 

5.2 

0.2 

Public 
Law 480 

generated 

Department of IIealth, Edu- 
cation, and Welfare (a3 

Total 

Total excess currency countries 133.4 

Other 
sources Total -- - 

$04 

0.8 

0.8 

0.7 

0.7 

(33 

O.% 
.l 

9 4 

(a! 

2.5 

2.5 

25..6 

$ (a> 
0.8 

0.8 -- 

1.0 

ii1 
7.1 

5.5 

0.7 

6.2 

(a) * 

a Lo 
A 1 

7.1 -- 

(4 

2.7 

’ (a) 

2.7 . 

155.0 
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APPENDIX III 

NEAR EXCESS CURRENCY COUNTRIES: 
Morocco: 

Department of State 
Agency for International 

Development 
ACTION 

Total 

Sri Lanka: 
Department of State 
Agency for International 

DevelopmeAt 

Total 

Sudan: 
Department of State 
Agency for International 

Development 

Total 

Total Near Excess Currency Cow.- 
tries 

FUNDS HELD IN 
NONEXCESS CURRENCY COUNTRIES: 

Department of State 
Agency for International 

Development 
Treasury Department 
ACTION 
Interior Department 

Public 
Law 480 

generated 

ii - 

0.4 

4 d 

0.1 

1 A 

1.3 

1.3 

1.8 

9.9 
I.7 

m 

Other 
sources Total 

$ (a) $ (2) 

0.1 0.5 

-- 

1 5 --A.z -A- 

Cal W 

0.1 

1 
2 

Cal (al 

1.3 

1.3 -- 

1 1.9 “-.z- - 

20.2 20.2 

8.6 18.5 
1.2 2.9 

.5 .5 
2.2 2.2 
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Public 
Law 480 Other 

generated sources Total -- 

FUNDS HELD IN 
NO'FJEXCESS CURRENCY COUNTRIES: 

U.S. Information Agency _ $ - $ (2) 
Executive Office of the 

President .1 
Department of Defense .1 
Department of the Navy 2.7 

Total Nonexcess 
Currency Countries 11.6 35.6 

TOTAL $&49 ..3 $24.8, 

aLess thin $30,000. 

- -. 

S (4 

.l 

.l 
2.7 

47.2 

$ 2.0 4 ..l 

a 
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APPENDTX IV 

AID-ADMINISTERED LOANS 

REPAYABLE IN FOREIGN ClJRRENCIES 

AS OF J)ECEMBER 31, 1973 

(notes a and b) 

Equivalent 
dollars 

in thousands I_- 

SUMM!!RY 

Worldwide grand total 

Public Law 480 portion 
AID and predecessor 

agencies portion 

Portiom with mainte- 
nance of value 

Portion without main- 
tenance of value 

BALANCE BY REGION AND COUNTRY 

LATIN AMERICA: 
Argentina 
Bolivia 
Brazil 
Chile 
Colombia 
Costa Rica 
Ecuador 
El Sdvador 
Guatemala 
Haiti 
Honduras 
Nicaragua 
Paraguay 
Peru 
Uruguay 

$W 

$3,s51,597 

1,388,28? $m 

$2,053,38S 

2,886,499 $4,939,8&f? 

$ 276 
16,572 
24,lOS 
27,975 

6,915 
6,606 
3,329 

873 
1,796 
S,l71 
S ,018 
3,294 
8,Zl.l 

19,959 
286 

L 

Total 130,385 
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APPENDIX IV 

ASIA: 
Afghanistan $ 1,756 
Burma 42,495 
China, Republic of 131,686 
Cyprus 734 
Egypt 342,955 
Greece 102,884 
India 2,284,052 
Indonesia 10,447 
lran 27,566 
Korea 7,589 
Nepal PI 3,174 
Pakistan 440,972 
Philippines 31,809 
Sri Lanka 15,201 
Syria 12,344 
Turkey 270,165 

Total 

AFRICA: 
Ethiopia 
Ghana 
Guinea 
Ivory Coast 
Mali 
Morocco 
Nigeria 
Senegal 
Somalia 
Sudan 
Tunisia 
Zaire 

Equivalent 
dollars 

in thousands 

3,725,829 

14,019 
19,583 
18,299 

1,414 
'16 

234,048 
471 

1,142 
1,499 
5,574 

97,569 
6,741 

Total 



__I . -  
/  

EUROPE: 
Austria 
Finland 
Iceland 
Portugal 
Yugoslavia 

Total 

NONREGIONAL (note c): 
France 
United Kingdom 

Total 

SUPPORTING ASSISTANCE 

Israel 
Jordan 
Spain 
Thailand 
Vietnam 

Total 

TOTAL 

A?PENI?IX XV 

Equivalent 
dollars 

in thousands 

$ 22,260 
4,584 
6,978 
2,235 

222,892 

258,949 

2,447 . 
3,532 

5,979 

151,136 
3,837 

206,436 
36,590 
20,168 

418.167 

$4.939.884 



APPENDIX IV 

a 
Includes only those loans repayable in foreign currencies 
that were made under the provisions of the foreign assist- 
ance legislation and the Agricultural Trade Development and 
Assistance Pet. Substantially all foreign currency balances 
outstanding are due under these acts. See the Secretary of 
the Treasury’s June 30, 1973, Annual Report and Statistical 
Appendix on the State of the Finances and the related For- 
eign Credits Report for detailed data on the dollar and 
local currency indebtedness of foreign governments and 
other activities to the United States. 

b Loans administered by AID and repayable in dollars amounted 
to about $1.0.8 billion. These loans, however, are not dis- 
cussed in this report. GAO rf?lJOrt “Audit of Loan Program 
Financial Statements for Fiscal Years 1971, 1970 and 1969” 
(B-133220, May 18, 1973), to the Administrator, AID, 
addresses both dollar and local currency loans. 

‘Loans to former dependencies of identified countries. 



APPEND1.Y Y 

SCHEDU!,E OF ONII'AKD COUNTRY-ONXED (COUNTERPARTl. 

FOREIGN CURRENCIES AS OF SEPTEMBER 30, 1973 

COUNTRY 

Equivalent 
dollars 

in millions 

LATIN AXERICA: 
Bolivia 
Brazil 
Chile 
Columbia 
Costa Rica 
Dominican Republic 
Ecuador 
Guyana c 
Paraguay 
Uruguay 

Total 

EAST ASIA: 
Burma 
Indonesia 
Khmer Republic 
Korea 
Laos 
Philippines 
Thailand 
Vietnam 

$ 3.547 
8.922 

.488 
1.678 

.036 
,587 

5.947 
:644 187 

7.519 --- 

29.615 

0.932 
33.571 

4.188 
6.156 

,051 
16.671 
14.356 

114.238 

Total 190.153 -II 

NEAR EAST-SOUTH ASIA: 
Afghanistan 0.070 
Cyprus ,044 
Greece .053 
Israel 33.473 
Nepal ,253 
Pakistan 8.882 
Turkey 25.395 

Total 68.176 



APPENDIX V 

COWITRY 

Equivalent 
dollars 

in millions 

AFRICA: 
Cameroon 
Ghana 
Guinea 
Kenya 
Liberia 
Mali 
Morocco 
Nigeria 
Senegal 
Sierra Leone 
Somali 
Sudan 
Tunisia 
Uganda 
Upper Volta 
Zaire Republic 

$ 0.181 
3.308 

19.896 
.002 
.473 
l 951 

8.259 
144 

1:320 
.385 
.OOl 
.143 

6.017 
.442 
.544 

3.072 -- 

Total 45.138 

EUROPE: 
Iceland 
Ireland 

1.103 
.155 

Total 1.258 

TOTAL FOR ALL REGIONS a$~4*.3.0 

Source of balances: 
AID or predecessor agencies dollar 

disbursements for grant aid $179.338 
AID dollar loans or grants 19.466 
Public Law 480 title II disaster relief 3.151 
Public Law 450 title I sales 132.395 

aExcludes trust fund balances amounting to $15.367 million. 
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APPENlIX VI 

BALAKE-OF-PAYMENTS BENEFIT FRON USE OF 

NONPURCHASED FO2EIGN CURRESCY 

FISCAL YEARS 1955 TO 1972 

Equivalent 
dollars 

in millions 

Foreign currency used under appropriations f<;r 
U.S. programs (note a] $5,709.3 

Foreign currency used not requiring appro- 
priations for U.S. programs 279.6 

Total 5,988.g 

Less currency used under special foreign 
currency appropriations 5os.s 

Balance-of-payments benefit derived from 
foreign currency use (note b) 

aIncludes sales of foreign currency to U.S. personnel. 

bThis assumes that programs other than those authorized by 
special foreign currency appropriations would have been 
carried on at the same level had there been no U.S. foreign 
currency holdings. 
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Sfecarcly yours, 

Enclosure 



AFPESDIS VII 

FILE: B-146749 DATE: February 26, 1974 

MATTER OF: Excess rupee agreement with India 

DIGEST: AID may enter into excess rupee agreement with 
India (excess currency country) pursuant to 
first proviso of seciion 104, Public Law 480, 
even though literal reading of second (so-called 
Mondale-Poage) proviso makes procedure of first 
proviso inapplicable to exce6s currency natiomp 
since mttet is not free from doubt and iatent 
of second proviso was apparently to remove 
excess currency from restrictions of first 
proviso and not to eliminate apylicabilitp of 
alternate procedure. 

This decision to the Secretary of State is in respoose to 
the request by the Cenenal Counsel of the Agency for International 
Development (AID), Deparfzent of State. He requested our views 
concerning the legal basis for a proposed settlement agreement 
between’the United Statea and India concernir?g the large rupee 
balances held by the United St&es in India. 

The question arises under the first and second provisos of 
section 104 of the Agricultural Trade Development and Assistance 

. Act of 1954 (Public Law 480), 7 U.S.C. 1704. These provisos 
which immediately follow subsection 104(k) were added by 
section 2(B) of the Food for Peace Act of 1966, Public Law 89-808, 
R’ovember 11, 1966. 

The first proviso is, in effect, a restatement of prior law. 
The second paragraph thereof authorizes grants of Public Law 480 
foreign currencies for eccnoolic development purposes under 
section 104(f) of that law without the need for specific appro- 
priations, if the President determines that it would be inappao- 
priate or inconsistent with the purposes of Title I of Public 
Law 480 (7 U.S.C. 1701 et. - segl.) to require appropriaeion. ‘Phe 
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B-146749 

third paragraph thereof provi,des that no agreement or proposal 
to grant any foreign currencies or to use any principal or 
interest from loan repayments shall be entered into or carried 
out until the expiration cf thirty days (or sixty days when 
Congress is not in session) following the date on which such 
agreement or proposal is transmitted to the Senate Committee 
on Agriculture and Forestry and the House Committee on 
Agriculture. 

The second or ultimate proviso, also known as the 
Mondale-Poage proviso, provides-- 

"Provided, further, That paragraphs (2), (3), and 
(4) ofbthe foregoing proviso shall not apply in the 
case of any nation where the foreign currencies or 
credits owned by the United States and available 
for use by it in such nation are determined by the 
Secretary of the Treasury to be in excess of the 
normal requirements of the departments and agencies 
of the United States for expenditures in such 
uatFons for the two fiscal years follorslng the 
fiscal year in which such determination is made. 
The amount of any such excess shall. be devoted to 
the extent practicable and withoue regard to para- 
graph (1) of the foregoing proviso, to the acquisi- 
tion of sites, buildfngs, and grounds under 
paragraph (4) of subsection (b) of this section 
and to assist such nation in undertaking self-help 
measures to increase its production of agricultural 
commodities and its facilities for storage and 
distribution of such commodities. Assistance under 
the foregoing provision shall be limited to self-help 
measures additional to those which would be under- 
taken without such assistance. Upon the determina- 
tion by the Secretary of the Treasury that such an 
excess exists with respect to any nation, the Presi- 
dent shall advise the Senate Committee on Agriculture 
and Forestry and the House Committee on Agriculture 
of such determination; and shall. thereafter report 
to each such committee as often as may be necessary 
to keep such Committee advised as to the extent of 
such excess, the purposes for which it is used or 
proposed to be used, and the effects of such use." 
(Emphasis supplied.) 
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The proposed settiement provides, in part, for India toprepay all 
outstanding rupee obligations, T.ncluding principal and interest, up to 
the date of settlement. Outstanding principal and interest would not 
be prepaid for co.zncrcial loans except for some of the Public Law 480 
Cooiey loans. The United States will then grant the major part of the 
Public Law 480 generated rupees --equivalent to about $2.2 billion--to 
the Indian Government for projects as specified in the settlement. 
Tine projects, which .are to be chosen by the Government of India, are 
in the areas of agriculture, housing, family planning, health, tech- 
nical education, power development, and rural electrification. AID 
proposes to enter into the subject agreement with India under the 
authority of the first proviso of section 104 of Public Law 450. 

The issue presented for decision as to whether assistance under 
the authority of the first proviso may be furnished, arises by virtue 
of language in the Mondale-Poage proviso stating, in pertinent part, 
that paragraphs (21, (3). and (4) of the first proviso “shalL not 
apply” to the expenditure of foreign currencies or credits in excess 
currency nations. A literal reading of the statutory language makes 
the first proviso unavailable as authority for the entering into the 
subject or similar agre-ments which involve the grant of excess 
currency (here, rupees) to an excess currency nation {here, India). 
There is some support in the legislative history for this literal 
interpretation and for the proposition that the Congress wished to 
exercise a degree of control --such as that contained in the Nondale- 
Poage proviso--ovez the uses made of United States-owned excess 
currency by recipient countries. 

Houeve r , reading the legislative scheme as a whole and recog- 
nizing t.hat a primary purpose of the liondale-Poage proviso was to 
furnish added means for dealing with the use of large reserves of 
excess currencies, it rcould seem somewhat anomalous to conclude that 
Congress intended to :zake unavailable previous authorities and proce- 
dures under which grants could be made without using appropriated 
funds. It seems moxe reasonable to conclude when Congress provided 
that paragraphs (2), (31, and (4) of the first proviso were to be 
inapplicable to excess currency countries, that it intended only that 
the restrictive provisions of those paragraphs not apply, leaving 
the agency free to make grants of excess currency without the requfte- 
ment for Presidential ;raiver of the appropriation requirement of 
31 U.S.C. 724 and the presentation. of the proposal to the appropriate 
committees of Congress, if the recipient nation agrees to utilize, to 
the extent practicable, ze funds for agricultural self-help p*:ojects 
as defined by section 109 of Public Law 480. 

Although the provisions and procedures of the first proviso are 
more restrictive and more difficult to comply with than those of the 
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Mondale-Poage proviso, the esecutive branch has decided to enter into 
the instant agreement pursuant to the authority of the first provi.so. 
In th- instant situation, the President has determined that the appro- 
priation CT these funds would be inappropriate or inconsistent with 
the purposes of Public Law 42.0 as required by paragraph (2) and the 
agreement has been submitted to the Senate Committee on Agriculture 
and Forestry and the house Committee on Agriculture as required by 
paragraph (3) of the penultimate proviso without, insofar as we are 
aware , any objection to the agreement being raised. Noreover, the 
Department of State advises that it has met and consulted, both for- 
mally and informally, with the Near East and South Asia Subcommittee 
of the House Foreign Affairs Committee, the Senate Foreign Relations 
Commbttee, the House Agriculture Committee and the Senate Agriculture 
and Forestry Committee, as well as with other interested members of 
Congress, wiih respect to the full scope of the proposed agreement. 

Accordingly, and while the matter is not entirely free from doubt, 
inasmuch as the provisions and procedures set forth in the first 
proviso have been fully complied with, this Office will not object to 
AID’s entering into the proposed agreement under the authority of the 
second and third paragraphs of such proviso, rather than the Mondale- 
Poage proviso, if the cognizant congressional committees interpose no 
objection thereto. tioweve i , due to the uncertainty caused by the 
language of the Mondale-Poage proviso that the subject paragraphs of 
the penultimate proviso “shall not apply” in excess currency nations, 
we believe congressional clarification as to the intent of the Mondale- 
Poage proviso should be obtained before AID enters into any similar 
agreements, 

Comptroller General 
of the United States 
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PORTIOK OF GAO'S REPORT ON "DEVELOPING 
CCLTNTRIES EXTEPJAL DEET A33 U.S. i+OREIr;N 

ASSISTAXCE: A CASE STUDY" 
(E-177988, Pfay 11, 1973) 

EXECUTIYE ,L1’J) I.EGISLATI~‘Ji P,1RTICIPATlON -- 

IN DJ.BT RENJJGOTIATIONS 

According to the Attorney General of the United States, 
the executive branch has authority to renegotiate terms of 
loans to countries without congressional review or approval.. 
This is in contrast to the restrictions on executive branch 
authority to negotiate new loans, including statutory limita- 
tions on minimum lending terms, sources of procurement, and 
loans to countries in default. 

EXECUTIVE XUTJiORITY 

The President’s authority to renegotiate the terms of 
loans and credits to foreign governments varies with the en- 
abling legislation. The principal ongoing programs under 
which foreign debts to the United States are concentrated 
include : 1 

1. Loans to countries under the Foreign Assistance Act 
of 1951, as amended. 

2. Long-term dollar sales of agricultural commodities 
under public Lax 480. 

3. Export credits under the Export-Import Bank Act of 
1945, as amended. 

In 1970 the IJnited States participated with other 
creditors in a massive rescheduling of Indonesia’s external 
debt. In response to a request from the Secretary of the 
Treasury, the Attorney General issued an opinion on Dccem- 
ber 24, 1970, stating that the executive branch had the 
authority to renegotiate the terms of loans and credits under 
the above programs. 

‘Debt renegotiations may also include debts incurred under 
current or defunct programs; hence this list is not intended 
to be exhaustive. 
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For loans to count rick: made under the Foreign Xssist;lncc 
Act of 1961 9 as amendud, this authority is provided under 
section 635(g) (2)) whi~:h states that “in making loans under 
this Act, the President A * * may collect or compromise ;tnj* 
obligations assigned to, or held by * * * him.” The autllorit)* 
to compromise is limited by section 620(r) of the same ;ict, 
which provides that: 

No recipient of a loan mrlde under the authbxrity 
of this Act, any part of which is outstsnding on 
or after the date of enactment of this subsection 
[Sept. 19, 19661, shall be relieved of liability 
for the repayment of any part of the principal of 
or interest on such loan. 

The purpose of this restriction, known as the Dirksen Amend- 
ment p was to prevent the conversion of loans into grants by 
subsequently relieving the recipient country of its liability 
for repayment of interest or principal. 

Similarly, in his opinion on the Indonesian debt resched- 
uling, the Attorney General found adequate legal authority for 
rescheduling Public Law 480 debt and Export-Import Bank credits 
under the circumstances presented there. 

Within the executive branch, foreign loan and credit pro- 
grams are administered by several agencies, such as AID and 
the Export-Import Bank. These agencies are responsible for 
the granting of loans and credits and the actual negotiations 
involved in making collections. 

General coordination of U.S. loan policy is a function 
of the National Advisory Council on International Monetary and 
Financial Policies. This interagency council, chaired by the 
Secretary of the Treasury, considers the overall debt burden 
in a recipient country as part of its consideration of proposed 
loans. The Council also considers debt renegotiations in its 
meetings. 

Renegotiation of loan terms can release a developing 
country’s foreign exchange which- may then be used for Jeveloi*- 
ment imports. In some instances, hcwevcr, renegotiation may 
reduce or defer a lending nation’s available resources until 
repayment is made. Under tile AID-administered development 
loan program, for example, interest and principal collect ions 
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are recycled into the program. Recycling of collections also 
reduces AID’s new funding requirements in its budgetary rc- 
quests to the Congress. 

Although legislative restrictions on executive branch 
authority to renegotiate loans are few, the Congress has 
shown considerable interest in the ability of developing 
countries to repay existing debts to the United States. The 
Congress also has shown interest in debt relief. In the spe- 
cific case of the 1970 Indonesian debt rescheduling, the 
executive branch informally discussed the matter with several 
congressional committees and later submitted a special report 
to them. The Congress was also consulted in the case of the 
Egyptian debt rescheduling in i971. 

The importance of keeping the Congress well informed 
with respect to debt relief matters cannot be overemphasized. 
The United States is the largest single creditor to the 
developing countries and --together with other creditor 
nations-- is under increasing pressure to reschedule, refi- 
nance, or cancel outstanding debt. Any form of debt relief 
provided is comparable to new aid. And as the need for re- 
lief becomes more frequent, debt relief is increasingly an 
important form of economic assistance. 

In our opinion, debt rescheduling--as an example of 
debt relief--provides additional resources to assisted 
countries because the foreign exchange that would have been 
used to repay their debts remains available to pay for 
needed imports. 

The assistance which the United States provides 
developing countries through debt relief is not now included 
in the President’s proposals to the Congress for new eco- 
nomic assistance. Nor is it shown in a meaningful manner 
in subsequent reports summarizing the actual assistance 
provided. We believe this assistance should be systemat- 
ically and comprehensively reported to the Congress 
with the President’s annual proposals for foreign assist- 
ante. 
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CONCh.llS 1 ON 

AlthOUgll the i)rOb !cifl of external debt varies 
significantly among 3cvcfo;)ing countries, it is general11 
agreed that there is an increasing need for debt relief. 
Historica!iy, debt relief has been granted most commonl) 
in cases of default, to maximize the repayment potential of‘ 
the debtor country. Most instances of consultation with 
the Congress have, in fact, involved cases of defaillt where 
the repayment object ivc was parz,mount . Also, where debt 
relief has been used in nondefault cases, such as India, 
the Congress has generally been informed during the hearings 
on the AID program, although not as a part of the formal 
presentation. 

The Congress may wish to consider the desirability of 
req.uiring the executive branch to submit more specific in- 
formation on the funds released to debtor countries via 
debt relief, as compared to proposed development lending, 
grants, and other forms of economic assistance. 

Because of the growing importance of the developing 
countries ’ debt burden and the increasing frequency of debt 
relief exercises, the executive agencies should insure that 
the Congress is well informed with respect to the relation- 
ship of debt-servicing problems, debt relief, and economic 
assistance. 

Although the executive agencies furnish the Congress 
with certain information on U.S.-provided debt relief, we 
recommend that the Secretary of State report systematically 
and comprehensively to the Congress concerning: 

--Individual countries’ debt-servicing problems, 

--The rescheduling uf loans, which affects the 
availability of development loan repayment pro- 
ceeds for recycling. 

--Total U.S. resource transfers, including debt relief, 
together with analyses clearly p-esenting net aid 
flows to developing countries. TI,F analyses should 
include all types and forms of debt rel!ef--whether 
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for development assistance or for maximir ing the 
repaymcrt potential--granted by the United States. 

In a joint letter dated December 6, 1372, which 
commented on our report, the Department of State and AID 
said: 

The research reflected in this document is 
impressive both in scope and balance. The debt 
service problems facing the Indian Government 
and the process followed by its Western creditors 
to assist in solving these problems are accu- 
rately reported. 

Both the Department of State and AID agreed generally 
with the recommendations presented for their review and 
comment. With respect to our recommendation that the Con- 
gress be informed concerning the rescheduling of loans, 
they commented that: 

While these [rescheduling] negotiations are 
conducted by executive agencies, in all cases the 
Congress was fully informed. In a number of 
significant negotiations --notably the Indonesian 
and Egyptian cases in 1970 and 1971--the guidance 
of key Congressional Committees was sought before 
concluding agreements. 

Concerning our recommcn;ation that executive ag’,,cies@ 
economic assistance programs presented to the Congress 
identify net aid flows, the-agencies said: 

A. I.D. has in the past, for those countries in 
which net aid flows were of major importance, 
presented to the Congress information on net aid, 
debt, and related balance of payments problems. 
This practice will be continued. With the onset 
of significant repayments on long-term develop- 
ment loans ) as in the case of India, ne+ sid 
flows will become an increasingly imporrant 
measure of the usefulness of development ass is‘ - 
ante programs. 
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GAO COMMENTS I)N TiiE 
AGENCY LElTER 

AID and the Deprrrtment of State agreed, in general, 
with our recommendations. 

We still feel, however, that the Congress should be 
more fully and systematically informed about all debt 
reschedulings--in nondefault as well as crisis situations, . 
whether the reschcdufings are hignl;, significant or rcl- 
atively routine in the eyes of the executive agencies, Al- 
though reschedul ings and related negotiations have generally 
been identified during congressional hearings on foreign 
assistance programs or during formal presentations, WC 
found no indication that the Congress or its committees 
were subsequently and fully informed with respect to all 
rescheduzing agreements ultimately reached, especially in 
routine ant! nondefault cases. In view of the growing im- 
portance of developing countries’ debt problems to the 
U.S. global economic policy, all agency efforts and ngree- 
ments reached to relieve debt service burdens should be 
communicated to the Congress. 

We also believe that the importance of net aid to the 
developing countries cannot be overemphasized in information 
furnished to the Congress. The net aid concept is a useful 
and meaningful indicator of the real level of available 
resources provided by C.S. assistance programs. 

MATTERS FOR CONSIDEK4TION BY VIE CONGRESS 

Debt relief will be of growing importance in the 
immediate future, as developing countries experience diffi- 
culties maintaining their development programs under condi- 
tions of large and rising external debt burdens. The 
Congress, therefore, may wish to: 

--Consider the need for it to play a larger role in 
determining U.S. policy concerning debt relief to 
developing nations and in related program oversight 
concerning the terms and conditions under which 
tissistance in the form of debt relief may be granted. 

--Es a prc: equislte in order to have essential 
information, ri+lsider legislation +o require compre- 
hensive annual reporting by the Secretary of State, 
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to be submitted in January of each year and thus be 
available to the committees of the Congress in their 
considerations of authorization and appropriation 
proposals. Such reporting might make available for 
the Congress current summary perspectives of the 
worldwide dimensions of the debt burden problem, as 
\\cll as the specifics of debt relief granted or 
proposed. 




