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PREFACE i

The information irn this report was compiled as ap aid to U.S. Government
officials in the Jepartments of State, Treasury, Defense, Commerce, Agricul-
ture, and other agencies associated with the P.L. 480 programs, and foreign
government officials of nations that are now receiving aid through these pro-
grams or that may expect to do so. It should also be helpful to private ex-
porters in the United States whe wish to enter into the programs, to U.S. and
foreign private enterprises that might receive loans of foreign currencies
under conditions specified im the law, and to U.S. and foreign banks dealing
in international financlal fransactioms. In addition it should interest
economists, farmers, educators, and all who are concerned with the simulta-
neous existence of overabundance and food shortages.
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. FINANCIAL PROCEDURES UNDER PUBLIC LAW 480

L

. CEmphasis on Titles I and IV of the |
Agricultural Trade Development and Assistanmce Act

by

John P. Bopumill
_ and
0. Halbert Goolsby

International Monetary Branch
Development and Trade Analysis Division
Economic Research Service

This report explaing the usual financial procedures used in transactioms .
under Titles I and IV of the Agricultural Trade Development and Assistance
Act of 1954 (Public Law 480). Emphasis is placed on the international finar-
cial procedures employed in these programs and on the fiscal movement and
accounting of U.S.-owned local currencies in the U.S. Department of the
Treasury. The publication extends somewhat beyond a discussion of these two
aspects, however. It presents a view of an entire P.L. 480 program, from
the acquisition of surplus U.S8. agricultural products to final sale of the
products to a foreign country and the subsequent utilization of the currencies
generated. Also included is a brief description of the programs carried out
under the other two titles of the law, Titlea II and III, :

The material in this publication was gathered from conversations with
Covermnent officials concerned with the P.L. 480 programs and from office
memorandums, circulars, regulations, and published works of a number of Federal
agencies. It is presented as nontechnically as possible. The essence of the
material i shown in graphic form. Thus, for the reader who has little pre-
vious knowledge of P.L. 480 transactioms, the report provides the guidelines
to understanding the financial operations and the program itself. For the
reader whose work is connected with one or moveifacets of the P.L. 480 program,
this report places his work in perspective by:¥ndicating the operations which
occur before and afier he performs his duties and by showing the interrela-
tionship of the parts of the program.

Part I. The Price Support Program and Its Relationship to Public Law 480

1t has been the pelicy of the U.S8. Government to¢ assure a productive and
prospercus agricultural sector through the use of agricultural price support
programs. These programs have to a large extent been successful but they have
led to the acquisition of a fluctuating inventory of surplus agricultural
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~UcommoditieaJ;'0ﬁg of the devices to achieve constructive use of this inventory
'is the Agricultural Trade Development and Assistance Act of 1954 (P.L. 480).

. The Commodity Credit Corporation (corv is the agency, within the Depart-
ment of Agriculture, charged with the fu . 'on of approving and financing the
farm price support program. © The operational arm of CCC is the Agricultural
Stabilization and Conservation Service (ASCS), which actually administers the
price support program. Ipdividual farmers have direct contact with the county
office and the county committee of ASCS, : The county committee is made up of
three farmers, elected annually at a county convention, snd the county exten=
sion agent, who is an ex-officio member or serves as the;committee'aecretaty
without votirg rights. Each ASC county comnittee employs a county office
manager who hires the necessary employees for office and field work and super-
vises the day-to-day operations. The county comeittee is, however, regponsible

for administrative policies and decisions at the county level.

are either mandatory or permissive, depending upon the

s are authorized by iaw, as are the ranges within
which the support level must be set. Permissive price supports are estab-
1ighed at the discretiom of the Secretary of Agriculture. In 1963 price sup-
port was mandatory for wheat, cotton, rice, tobacco, peanuts, corn, rye,
barley, sorghum grain, oats, tung nuts, honey, milk, butterfat, wool, and o
mohair; and under permissive guthority suppori was extended for cottonseed, TR -
flaxseed, soybeans, dry edible beanms, and naval stores. Supports &re imple-
mented by loans, purchase agreements, purchasés, or payments.

. Price supports
commodity. Mandatory support

n
o

--In the case of grain, for example, the farmer

for a price support loan om the commodity.
gure the eligibility of the producer (e.g.,
compliance with acreage allotments) and the eligibility of the commodity. If
the commodity is to be stored on the farm, ap official from the county office
checke the grain and inspects and seals the bin. 1/ The farmer gigns a prom- S e
isgory note and a chattel mortgage and receives his loan. .

. Price support loans.
applies to the ASCS county office
A member of the staff checks to as

The ASCS county office either disburses the loan by issuing to the farmer
a draft, drawn on €CC, or permits a loecal bank selected by the farmer to dis-
burse the losn. In the latter case the farmer receives a meertificate of
interesat,’ which is an {nterest-bearing instrument when held by the bank unamed
in the certificate. That is, the bank begins earning interest from the date
on which the loan is digbursed to the farmer in exchange for the certificate.
Certificates mature on August 1 of the year following the date of issue, but
may be redeemed at any time prior to maturity. The certificate is an obliga-
tion of;CCC, Through thig means local banks participate in the underwriting

of the €CC price support program.

It mAy_be to the farmer’'s advantage to forfeit his collateral in satis-
faction of the loam obligation. 1f the market price does mot rigde high enough
to induce him to pay off his loan and sell his commodity on the open market,

1/ The largest part of the GCC inventary, especially wheat and cotton, is
stored in public storage facilities. In this case the farmer receives a
warehouse receipt for the commodity, which he presents at the county office

when applying for his loan.
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. he maj;-without-gena1«§, forfeit the commodity in liqﬁidaéion of the loan..
- If, however, he decides to pay off the loan, he must pay interest at a rate
‘established by CCC (this rate was 3% percent per ‘year as of March 1,';964)._

Purchase agreement.--A purchase agreement i3 an agreement on the part of
CCC to purchase from the farmer, at his option, a specified maximum amount of
a commodity at the support price., The county ASCS office iasues an agreement
to buy, for example, 1,000 bushels of corn. The farmer ie required, within
& specified 30-day period, to declare his intention to sell under the purchase
agreement. If market prices are low and he elects to sell to CCC, he may sell
only up to the stated maximum amount., CCC is under obligation t¢ buy, but
the farmer is not required to sell. . '

Purchasges, -~-Purchases are used to support the prices of milk, butter,
cheese, butterfat, and nonfat dry milk. CCC buys butter, cheese, and nonfat
dry milk directly from processors (who must pay specified minimum prices to
producers), to maintain the general level of commercial prices for these and
" related products, such as milk and butterfat. Cottonseed prices are supported
by direct purchases from ginners, and from producers whenever nonparticipation
by ginners makes such purchases necessary.

. Fayments.-~-Incentive payments have been made directly only to producers
of wool. A producer of wool (or mohair) sells through normal commercial chan-
nels and obtains a sales receipt. He then presents the receipt and an appli-
cation for payment to the ASCS county office, which pays him the difference
between the previously anunounced incentive price and the average commercial
price,

CCC inventory.--As a result of the cperation of the price support program,
CCC acquires a fluctuating inventory of agricultural products which are held
in storage pending disposal through the P.L. 480 progran and other programs.
Quantities and acquisition costs of the major items in the inventory of CCC
as of December 31, 1963, are given in table 1.

Disposal programs.--Congress enacted the Agricultural Trade Development
and Assistance Act of 1954 (P.L. 480) to achieve optimum use of agricultural
surpluses, and to this end sought to stimulate foreign trade in surplus agri-
cultural commodities prcduced in the United States. The Act defines Ygurplus
agricultural commodity" as any agricultural commodity or product thereof,
which at the time of export exceeds domestie requirements, adequate carryover,
and anticipated exports for dollars, as determined by the Secretary of Agri-
culture. This definition may include commodities not currently in the CCC
inventory,

Primary responsibiiity for administering P.l. 480 has been given to the
Secretary of Agriculture, who acts in consultation with other U.S. Government
agencies affected.

Title I of the Act, to date by far the most important section in terms
of volume of surplus agricultural products exported, provides for the sale
of U,S8. farm commodities for the currency of the recipient country. Title I
programs are generally undertaken in friendly countries which lack the nec-
essary foreign exchange to obtain their total requirements of U,S, agricultural

3
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Tzble I.-<Commodity inﬁéntqriés.held=by Ccﬁiﬁhéer*priééxsuppqtt pfog;ém;;;

E

B : e Y Value - S
ComTodéty _ ; ;.:Qpan ity i ; _(cpst)-f~ '-1L; .
R - : Topits: - . - ._Dollars- !ﬂjg
- Cottom: . S : : L L e o e f
o Cotton, extra long staple.isesnusreanns ¢ 37,068 bales 9,811,931 :
1‘ ' Co’l:ton, up].and........._-.-.....'........ I 5,918,389 b&les 9??,862,46? \{
Grainsi _ o : : : o
Bﬂ-rley’-I0‘...8l"\..IU.;I‘.'I..O..O.I... :"_ 41,132’953 bul " 36(’468’919
Beans, dry edible...eeiivsureoncnsanees ¢ 182,218 cwt., 1,382,841
_!. Com.0..I.l..I.!...0‘.....'......°...‘0.’ :849’055,749 buo . 1,046’095’750
?Iaxséed....I..l.I'.l“.-l...!.....l.‘...ﬁ. : 3’227’869 bu. ’ 9’492’881
Grain SOrgMUM. s e e eereeerecnceoacnoeonnn ¢ 585,453,864 bu, 649,312,619
’ 08!:8.....‘.......-o;..e....-.a-a..-.-n... . 18,78?,0?9 bu. 11,285,919
Rice, milled.ivsuuiiineeroeacncnnnecnans 2 6,803 cwt, 74,390
Ricea rough-u-dca-aoo--:nula.‘o.n.o.o..t H 1,530,4?2 cwt. - 8,140,448
: Rye_....;.......................-..-.....a. : 869,00?1’“. : 891,0&4
SOybe&nS........................';...... H 282,804 buo ) 627’459
%eat-....a.....-.-;.....---.....--....' H 982,272’898 bug . 1’970,622’6?5
H Bulgur......e-....-.-...-.......-...... H 8,658,636 lbo 468’805
Milk and butterfat: : . .
; o 207,358,702 1b. 120,322,999 i
; Butteroil............m................. ¢ 83,005,99; 1b, 64,757,536 i
o . _ e
Cheese i iieeiiinnenneescnenvnennnns 3 40,470,167 1b. - 15,350,021
. Ghee-u...I...IOC.CO'.I........l.l.-...- : 559’34’5 lbl 439’396
) Milk, dried..ceccieeneeensenenennnenans 553,899,423 1b. 81,458,466
i Oils and peanuts: : . :
Cottonseed o0il, refined................ 2,697,219 1b, 463,362
Peanuts, farmers® 80CK.....veeveseon.. o 87,969 1b, : 10,289
: g i
Peanuts, shelled.....ovceeenencrenncin. 3 55,664,161 1b. ’ 9,446,989 !
Vegetable oil, products....veeeeeeenans 3 4,540,864 1b. 724,324 i
: b
Exchange commodities: : '
Strategic and critical materiais in . : . j
process of transfer to the supplemen~- : o
tal Btockpile.-..o.-......e....-..... H - 7,511,113 :
Totaleesu.ueeses. --- 5,023,022,642 |
Source: U.S. Dept. Agr, ASCS. Report of Financial Condition and Ogérations. |
December 31, 1963, o i
. !
i .
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,t'ﬁrbdﬁcta §§§6ugb;régu1arfcoﬁhﬂfciél?pﬂrﬁh&éés,_;Aa-qf-Décémﬁér'31;»1963;53;
' S'$?,191'million_wbtth;of_gcmmoqitieg hgd’heén sh pped under this program. -

. Title II provides for grants of food for disaster rélief and other
assistance, such as child feeding programs and food used as wages for workers
"~ on development: projects. - The Agency for In:ernational_Development.gdmipistera
“thig pregram: $1,025 million in-surplus agricultural products (mostly grain)
‘had' been shipped under, Title IT by December 31, 1963, : A

Title IIL provides for . (1) domestic and foreign donations of food for
distribution byﬁnonprofit-voluntapy relief agencied of the United States and
internatibnalfﬁfgani?ationa,fsnd“(Z)-bar;er,of surplus food and fiber in ex- .
change for strategic and other materials fox stockpiling and for equipment, -
. goods, and services needed by U,S. Government agencies., All food donated to
Lo foreign countries is clearly labeled in English and in foreign languages as
being 'Nonated by the People of the United States of America.” Shipments
under Title III totaled $3,116 million as of December 31, 1963,

Title IV of the Act is implemented in those countries which have made
substantial progress in their economic development but are not yet in a
financial position to deal with the United Stites on a atraight commercial
basis. Under this program long-term dollar credit sales of surplus agricul-
tural commodities are made to friendly countries. The Act provides that
o deliveries may be scheduled for as much as a 10-year period and repayments

_ may be spread over a maximum of 20 years, including a 2-year grace period,
with interesi not in excess of the cost of money to the U.S. Treasury. These
are, however, terms of maximum leniency and most agreements actually nego-
. tiated include provisions rather more stringent. As of December 31, 1963,
$94 million in surplus agricultural commodities had been shipped under this
program., The value of U.S. agricultural exports shipped annually under all

titles of P.L, 480 from its inception through June 30, 1963, is shown in
figure 1.

A recent amendment to Title IV also authorized the Secretary of Agri-
culture to enter into long-term dollar credit sales agreements with U.S. and
foreign private trade entities., Under this arrangement negotiations are
ecarried on and sales agreements are signed between the U.S. Government and
private companies in the foreign countries, rather than on a government-to-
government basis. 2/ The procedures described in parts 11 and III of this
report are applicable only to the government-to-government programs.

In addition to the foregoing, the CCC sells some of its commodities on
short- and medium-term credit to further stimulate export sales of agricul-
tural products for dollars. Under the Export Credit Sales Program a U.S.
exporter may apply to the U.S. Department of Agriculture for a credit approval
to purchase CCC commodities, This enables him to rarchase these commodities

2/ As of March 1, 1964, no agreements between the U.S. Government and
private trade entities located abroad had been negotiated. The analysis in
this report applies only to govermment-to-government agreements., '
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Figure 1

for export and to defer payment for up to 3 years. 3/ Payment for all pur-~
chases must, however, be assured by a bank in the DUnited States, usually by
means of an irrevocable letter of credit.

_ Thege are some of the efforts of USDA to expand the world market for
U.8. agricultural goods through the gradual cultivation of custouwers. The
next section explains the financial operatiosn of two of the most Important
parts of the P.L. 480 program, Titles I and 1IV. :

Part_II. Interpational Transactions

The following narrative explains the financial operations which occur in
connection with the implementation of a F.L. 480 sales agreement. Numbered
paragraphs correspond to numbers shown on figure 2. :

1., Signing the agreement,--The first step in the implementation of a
pzogram under Title I or Title IV of P.L. 480 is the negotiation of & sales
agreement, The agreement stipulates the terms of sale, the maximum dollar

3/ Sales made by the CCC, from the start of the program through _
December 31, 1963, totaled $270 million. In calendar year 1963, 72 percent
of eredit approvals were for 6 to 12 months; the remainder were for over
12 months and up to 36 months.




agreement, -as well as quantities to be purchased. commercially to meet usugl
marketing requitements. A Title I agreement specifies the appropriate ex-
change rate.and states what percent: of loeal currencles received will be re-
served for U.S. use and what part for use by the foreign country; a Title IV
agreement stipulates the payment period, interest rate; and schedule for re-
' payment of the dollar credit. Agreeuients are negotiated on.a government-to~
government basis primarily to obtain assurance that (1) the foreign country

- will’ protect usual marketings (it will continue to import given commodities
from its usual commercial suppliers to the extent of 1ts ability, which is
generally measured by a record of actual imports for recent years), (2) com~
modities will not be transshipped without prior approval by the U.S. Govern- -
ment, and (3) foreign currencies generated will be used for purposes approved
by both governments.

. The agreement stems from a request submitted by a foreign government,

- gometimes following discussion with U.S. Embassy officials. The request gen-
erally inclundes an explanation of economic factors underlying the request and
"a list of specific commodities and quentities desired. The agricultural
attache and other members of the U.5. Embassy formulate a recommendatici con-
cerning the P.L. 480 request. The request is reviewed by USDA, which con-
siders such factors as surplus availability in the United States of the
commodities requested, the importing country's ability to increase consumption,
and the relation to dollar sales and exports of friendly countries..

The Department then submits a proposal to the Interagency Staff Committee
- in Washington, D,C., The proposal is analyzed, modified, and accepted or re-
jected by the Committee, which includes representatives from the Departments
of Agriculture, State (represented by the Agency for International Develop-
ment), Treasury, Defense, and Commerce, and from the Bureau of the Budget,

and the U,3. Information Agency. This Committee, which is chaired by a repve-
sentative of USDA, thoroughly considers such factors as legisiative require--
ments and surplus disposal objectives, projections of U.S. needs for local
currency in the recipient country, import ruquirements in relation to domestie
production, production plans and usual marketings of traditional suppliers,
the possibilities for barter, and the effect of the program upon the U.S8.
balance of payments. The recipient country's internal and external financial
position is analyzed to determine whether the country should have commnrcial
sales, CCC credit, a Title IV program, or a Title I program. If a Title IV
program is decided upon, the Natiopmal Advisory Council on International Mone-.
tary and Financial Problems ig advised and its views requested. Following
all adjustments and negotiations between the two governments, a final version
of the agreement is signed by representatives of the two countries,

2, Purchase authorization,--The importing country applies (through its
embagsy in the United States) to the Foreign Agricultural Service of the
Department of Agricuitzure for an authorization to purchase agricultural com-
modities. The purchase authorization (P.A.) specifies the particular grade
or type of commodity to be purchased, the approximate quantity, the maximum
" dollar amount, the periods during which contracts between importers and (U.S.)
exporters may be entered into, and the time apan during which deliveries must
be made. The P.A. is more specific and limited than the P.L. 480 sales

'amount, and the approximate quautity of commodities to be purchased under. the

oo
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"agreement The agxeement may, for example, describe the import merely ag .
" “heat," while the P.A. will stipulate 'U.S, No. 1 Hard ‘Red Winter Wheat."
ach P, A. ‘receives a number which muat appear on all further documentation
Kn»«ﬁrning the transactions. ¢
l ¢ .
- Purchase authorizationa are Lssued periodicaily, usually for only a part
~ of the total amount of one of the commodities calléd for in the agreément.
‘Purchase -guthorizitions are programed in a way to minimize disruptive ¢ffects
upon world prices of agricultural commodities and upon normal comuarcial. trade
of the United States and other friendly countries. Such things as the avail-
ability of port facilities and ocean shipping are carefully congidersd. Pur-
chase authorizations may be held up if a review of the program indicates that
 the recipient country is not living up to the terms of the agreement, or if
_general economic and political conditions change so greatly that a reccnsidera-
tion of the entire program is deemed necessary.

USDA issues a public announcement each time ‘a purchase authorization is
issued. U.S. exporters are thus encouraged to participate in the program
and to familiarize themselves with the provisions of the general regulations
and the individusl purchase authorization.

3. Subauthorizatlon.--The government of the importing country issues
a subauthorization to an importer (or importers) to purchase commodities
pursvant to-P.L. 480 regulations snd provisions of the authorization. The
importer may be a private firm or an agency of the country's government. At
the same time the recipient country government will designate a bank in that
country and a bank (or banks) in the United States to handle all transactions.
The foreign bank may be the central bank or a commercial bank; if a commer-
cial bank is chosen it usually has a correSpondent relatlonsth with the
designated American bank.

\& 4. letter of commitment.--~The importing country requests CCC to issue
a 1etter of commitment to each U.S. bank designated to handle transactions,
-THe letter of commitment names the foreign bank, the U.S, commercial bank,

and the Federal Reserve Bank which is to act as the agent of CCC. It con-
stitutes a firm commitment by CCC to reimburse the U.S, bank for payments
made to exporters named in letters of credit issued by the foreign bank.  The
letter of commitment stipulates that the U.S. bank must submit to CCC the
appropriate documents required by P.L. 480 regulations and by the purchase
authorization. After the U.8, bark accepts the letter of commitment a copy
is forwarded by CCC to the foreign government embassy.

5. Contract,.~-The designated importer contracts with a U.S. exporter
for purchase of the commodity. The importer may choose his supplier by any
criterion he wishes, but must inform him that the transaction is taking place
under P,L. 480 and must acquaint him with the terms of tke purchase authoriza-
tion., The contract price, mutually agreed upon by the importer and supplier,
may not exceed the prevailing range of export market prices. Compliance with
this regulation i3 verified by USDA. For most commodities, the supplier is
required to submit the contract to USDA for review and approval at the time
of sale, The supplier must present the signed price approval nctice, along
with other required documents, to the U.S. bank to receive payment.




e .6 {a and b). Letter of eredit.--The importer applies to the deaignated:
- 'bapk”in_yig.countrjffbrfé letter of credit in favor of his chosen supplier in
“the United States, A letter of_cr'ditTis'a'financial”documant;issued by a _
bank which agrees-to~honor.dra£tsfdrawn upen it by a specified person, usually -
the exporter, under certain atated copditions (e/g. in exchange for a bill of
lading or other dotuments),. The ‘letter of credit is issued by the forelgn

" bank and confirmed or advised by the U.S. hanl. The U.S. bank then notlfies

the exporter that he may draw upon an account set up for_this purpose, if he
does sc under the conditions stated in the document, The “confirmed" letter
- of crvedit comstitutes a guarantee to the exporter sincé the credit of the
American-bank is pledged. In the case of the "advised" letler of credit CCC
is the guarantor of dollar repayment. Either type of letter may also be an
jrrevotable letter of credit, and this is usually the case in P.L. 480-trang«
actions. Such a letter states that the letter cannot be canceled until a
stipulated period of time elapses, por caa the qérms be altered, without the
consent of both parties. 7 '

7. _ RBurchase of comnodities. ~-The exporter buys the commodity from regu-~
lar commercial sources oOr from CCC. Because 1.8. domeatic market prices for
commodities such as wheat and cotton (which comprige over two-thirds of

P.L. 480 shipments by value) are usually higher than world market prices,
USDA makes export subsidy payments which equal the difference between the
U.5, price and the world price for these and other commodities. These pay-
ments are made with payment -in-kind certificates which may be exchanged for
'CCC-owned commodities in the amounts and kinds listed in the certificate.

(An exception is that wheat flour subsidies are pald in cash.) All wheat
grain export payments, for example, are made with payment-in-kind certificates
at a rate decided upon by the ASCS and announced daily, Export payment rates
for feed gralns are agtablished through competitive bids of exporters, who
submit bids in cents per bushel for an eatimated amount of quantities to be
shipped. The export payment rate on rice is ammounced weekly.

The importer arranges for ocean shipping if commodities are to be ghipped
on an f.o.b, or f.a.s. basis ("free on board," "free along side"). If the
shipmen€5is to go ¢. and £. or e.i.f. ("cost and freight,” "cost, insurance,
freight™) the vessel 1s booked by the U.S. supplier. In any case, the ghipping
company delivers a bill of lading to the exporter when the goods are loaded,

A bill of lading is a receipt for the commodities loaded on beard; it is signed
by the ship's master or other duly authorized person. It is a document of
title of ownership to the goods described in the bill, and it serves as evi-
dence of the terms of carriage agreed upon. .

Public Law 664, 83d Congress (Cargo Preference Act), requires that at
least 50 percent of the tonmage ghipped under U.S. Covernment~financed programs
be shipped in U,S.-flag commercial vessels. Due to higher costs, the prices
charged by American shippers are generally higher than prices charged by
foreign-flag vedsels. 1In the case of shipments under Titles I and IV of
P.L. 480 the U.S.-flag carrier receives dollars for the full amount of ship-
ping costs and the recipient government pays the U.S. Government local currency
equivalent to the foreign-£flag rate.
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8. Exporter is paid.--The exporter presents the bill of lading, weight
and ingpection certificates, and other required documents to the U.S, bank,
and receives payment in dollars at the price agreed upon in the sales con-
tract and within the terms of the letter of credit previously received.

9 (a, b, and c), Baunk transactions.--The U.5. bank presents covies of
the ownership documents to the Federal Remerve Bank named in the letter of
commitment. The Bank, acting as the agent of CCC, pays dollars to the U,S.
bank, or credits its regerve account (step %a), The U.S. bank then notifies
the foreign bank of the transaction and transmits the bill of lading (step 9b).

Steps 1 to 9b of the finmancial operations chart ave representative of
both Title I and Title IV programs. An exception arises at step 9c. At this
point, under a Title I program, the foreign bank is required to deposit local
currency to the gccount of the U.S, Disbursing Officer (U.S.D.0.) inmediately
upon receipt of documentation from the U.S. bank. The subsequent use of
these currencies is discussed in part IITY of this report.

- The U,8.D.0. is a State Department official attached to the American
Embassy who is charged with the responsibility of administering local cur-
rencies in accordance with Treasury Department regulations and directives.
The bank used by the U.$.D,0. may or may not be the one which directly en-
gages in the P.L. 480 transactions.

In countries with exchange restrictions and multiple exchange rates,
section 101(f) of the Act reguires that the rate of exchange at which tha
deposit is made (the deposit rate) must be "...pot less favorable than the
highest of exchange rates legally obtainable from the Government or agencies
thereef....” Countries with unitary exchange rates will, of course, present
no problem in this respect. In any case, the deposit rate must be that rate
of exchange which is in effect on the day the Federal Reserve released dollars
to the U.S. bank. The foreign bank thus bears the exchange risk. -

Under Title IV (long-term sales for dollars) the foreign government pays

dollars to the U.S. Government over the time periods and at the interest

rates stipulated in the P.L, 480 agreement. Loans may be repaid over periods
up to 20 years, with a 2-yeaxr grace period, although most agreements carry
credit provisions less lenient than the maximum allowable. Interest rates

do not exceed the cost of money to the U.S. Treasury. The importer pays

local currency to his govermment, which may then usge it for economic develop-
ment or for other purposes which conform to general provisions of the P.L. 480
agreement. In a country with a high rate of interest (rates are usually high
in developing nations) the recipient government has an immediate and distipct
financial advantage under Title IV programing. The foreign government re-
ceives the total amount. of local curreacy soon after the shipment of com-
modities arrives, without the necessity of paying high local rates of interest.
. The recipient government need not repay dollars to the United States until

the schedu®ed payments fall due. The foreign government thus receives budg-
etary or development support on terms more favorable than those usually
available locally. Under Title IV financing, the recipient country can earn
additional dollars in annual amounts which may exceed the scheduled payments;
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‘there is, therefore, the possible additional advantage that adverse balauce-.
of-payments effects of importing U,S. agricultural products will be elimi..
nated. 4/ : : ' ' S
10 and 11. Commodities shipped and clazimed.--Upon receipt of the biltl
of lading, the foreign bank delivevs it to the importer im exchange for bocal
., currency. The importer pays bhis:government, through the desigpated bank, in
" accordance with credit terms mutually agreed upon beforehand. These credil
terms usuzlly conform to accepted commercial practice in that country. The
importer then uses the bill of lading to claim the goods when they arrive
from the United States. - 3 '

12, Distribution of commodities.--The importer makes final sale of the
conmodity within the recipient country through normal commercial chamnels.
If the importer is a government agency or a state trading corporation {as
is often the case), it may decide to stockpile the commodities for eventual
distribution in time of need.

Part ITL. Foreign Currency Transactions

The objective of part III is to explain the allocation and movement of
local currencies after they have been paid to the United States Government.
A general understanding of the present overall procedure can be obtainad
by reference to figure 3, "Hovement of Local Currencies Generated by P.L. 480, "
The following text material, which is to be used in conjunction with figure 3,
is necessarily more detailed and more technical than parts 1 and IX because
of the somewhat more complex nature of the procedures described. Mot all of
the movements of local currencies are discussed here since most of the trans-
fers ars easily understood from a review of figure 3. Most of the detailed
accounting procedures now followed are not specified in P.L. 480 itself, but
are the result of administrative decisions made in executing the law.

Of particular importance is theexplanation of the accounting symbols
assigned to the various accounts by the U.S., Treasury Department. A koowladpe
of these symbols is essential if the reader wishes to use Treasury or other.
Government publications veporting on the expenditure or availability-of loecal
currencies. It should be noted, however, that these reports may inciude
many account numbers other than those shown in figure 3, reflecting accounta
containing foreign currencies generated under a program other than P.L. 489,
Generally speaking, the procedures followed in handling othizr funds are gimi-
lar to those followed im handling F.L. 480 funds. Also, Government reports
for fiscal year 1961 and prior years carry a group of P.L. 480 accounts which
were rlosed out and consolidated into one accoumnt (20FT4336D) on July 1, 1960,

Disbursing Officer's master account.--In figure 2, step 9¢, the foreign
bank which holds the account of the U.S. Digbursing Officer (U.8.D.0.) credits
this account with the local currencies generated by sale of commodities under

4/ For complete discussion of this point, see: Elrod, Warrick E., Jr.
Monetary Effects of Financing Agricultural Exports Through Programs Under
Titles I and IV, Public Law 480. Foreign Agr. Econ. Rpt. 12, U.S. Dept. Agr.,
Mov. 1963, '

13




MOVEMENT. OF FOREIGN CURRENCIES GENERATED

STEP 1.

apinByrane

Origim;l disirijbuﬁon

“wia progrom accounts

LCL T =

BY P.L. 480
STEP 3. °

[P PP T

Administration  End distribution,

of _funds

COUNTRY USE
1251587

s

1048}  Cooiey hans

11, §. or foreign

 Private fims,gither |

T2FI580

104(e} granis

Foreign government

T2F1580

104(¢) {cans

Foreign govemment

Y2F1580

arenuptEst SRR

or sometimes 97FT580

LOCA
' 20FT580
currencies | “ywspo

_ﬂ

ERTRARRREAN AN

“A L D. OR
DEFENSE DEPT.

Haster haolding
account

% teserve
for refund

or 20FT4336E*

NOKRESTRICTED

20FT4336

104(1)

f

Common dofense

YARIOUS 1.5,
GOV'T AGENCIHES

EAERASRSANE Rty

Usual operations

of funds
20F1532

L {oterest on Cooley
l loans

20FT583

dalapeale ey

Repayment of
principat, Cooley loan

2071588,

[nterest on
104(g} loans

2057585
epayment of principal
104{g) toans

Pay far soldiers in
foreign ammy

Sugplrers of military
gonds and sejvices

RESTRICTED

T2FT588

srsendnamid

1046d)

sanysasusnd

- Triangular trade '

20FT586

ETITI LTS

in a “third™ country

20FT4336B "

arensonapaiine

104(0)

_..[

STATE DEPY

ETYTTYY T YIS T LS B

intemational
Educational Ex.

American or foreign
siudent

20FT4336C"

AREEELCABEEERA

104 {2}

U 5 B A

aydn_spsbasiBe

Market developmest

20FTA336D "

swranatEaR dives

104 (2), (b), {t)~(5) |

N

L. 5, BEPARTMENT DF AGRICULTURE

VARIOUS U.S.
SOV AGENCIES

Fof thjectives

specified

RLABO agreement

NEG, ERS 2750 =64 {4}

Figure 3

14

Various suppliers of
gonds and services

*fhiz account nlosed out in most

counlries as of December 31, 1563;
see fent,

ECONOMIC RESEARCH SERVICE




a P.L, 480 agreement., In the accounting system of the U.S. Government, these
funds move into a Treasury holding account number 20FT580, the U,S.D.9.'s
“magter account.” If the Z0FI580 sccount number has a suffix *G" it denotes
that the local currencies ere guaranteed against loss of value through de~
valuation; that is, there is a meintepance-of-value clause in the formal
agreement. This clause requires that the foreign government make a supple-
mental deposit sufficient to compensate for any loss: of value that may have
occurred between the time of deposit and the time that the funds ave drawn

out of the holding account. This guarantee has not been included in. the more
recent agreements. If there is more than one agreement signed with a particu-
lar country, the second agreement is designated by an account number of
20FT580.2, ‘a third program by 20FI58(.3, and so ou.

A 2-percent reserve is kept in the master holding account for 2 years,
and 1 percent thereafter,; in the event that a refund to the importer is re-
quired. There are a number of situations in which a refund is necessary.

Por example, the quantity or quality of commodities actually received by the
importer may not agree with that stated on the bill of lading, which 1s what
the importer paid for. After a certain periocd of time, usually 3 years in
the more recent sales agreements, the refund reserve is allocated to the pro-
gram accounts and the master holding account is closed cut. Any refund that
is subsequently required is paid from a refund resexrve established in a later
sales agreement., If there were no such agreements, funds would be turned
over to the recipient country for this purpose with the understanding that

it would do the refunding.

Original distribution to program accounts.--As mentioned in part II, the
P.L. 480 agreement for a Title I program stipulates the uses of locel curren-
cies., The possible uses of these currencies are set forth in section 104,
subsections (a) through {s), of the Act (see appendix). In practice, funds
are not generally used for all of the pogssible purposes. Funds to be used
for any specific purpose of the Act are transferred from the 20FI580 master
holding account to ome of the program accounts shown im step 1 of figure 3.
(Transfer of funds occurs upon issuance of a transfer authorization by the.
Department of the Treasury.) The number of each account indicates the use
of the funds and the administering agency. The first two digits identify the
department or agency receiving the local currencies. The three agency accounts
involved in this study are the Treasury Department, Agency for Internmational
Davelopment (AID), and the Dafense Department, with codes of 20, 72, and 97,
respectively. Other U.S. agencies, notably the Departments of State and
Agriculture, have programs which require local currencies, but these agencies
do not directly receive the funds. (The procedure for handling their obliga-
tions is discussed below.) The letters "FI" (foreign transactions) in the
account numbers denote that the currencies were acquired by the United States
without being purchased with dollars. The lower number shown in each of the
boxes under step 1 of the currency flow chart is the number of the subsection
of section 104 of P.L. 480 which describes a particular purpose or objective
for which local currencies may be used.

Funds in the program accounts may be classified in three ways: (1) avail-
able for use by the recipient country or by the United States, (2) availsble
to the administering agency in return for appropriated dellars or not requiring
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~appropriations, or (3) restricted for a specific use or available on & nonre-
. stricted basis. _ . o

Since the passage of P.L. 480 in 1954 approximately three fourths of al}
local currencles generated under Title 1 have been designated for use by the
craciplent country and one-fourth for agencies of the U.S. Govermment with
‘operations abroad. 4s & rule, all funds for country use are available to
AID, the agency which administers the funds, without expenditure of dollars

from ita Congressional appropriations. Accounts containing funds made avail-

able without dollar appropriations are indicated by three digits following
the letters FT in the account aumber. For example, the Treasury Dapartment
has assigned an account number of 72FI580 for 104(g) loasns (intergovermmental
1oans). On the other hand, funds for U.S. use are generally obtained by the
agencies from the U.$.D,0. in exchange for appropriated dollars. Accounts
containing funds that must be so purchased are known as sales accounts and -
are indicated by four digits following the letters FI. For example, local
currencies ‘for section 104{(f) of the Act {payment of any U.S. obligation in
the recipient country) are transferred into account 20FT4336.

There are several exceptions to the above two generalizations. Funds
for common defense, section 104(c) of P.L. 480, are generally expended by
AID from account number 72FI580 without the necessity of surrendering appro-
priated dollars to the U.5.D.0. In a few instances, local currencies for
common defense have been purchased from the U,.S.D.0. with appropriated doi-
lars of the Department of Defense, irn which cases the funds are expended from
account number 20FT4336E. (The use Hf suffix letter E is discussed below.)
Local currency funds are: presently'made available without expenditure of
appropriated dollars for the purposes of sections 104(f) Congressional travel,
and 104(&),‘which is the purchase of goods and services for other friendly
nations (this practice is often called triangular trade). At one time, funds
for this latter purpose had to be purchased with dollars from sccount number
20FT4336A. This account was subsequently closed out and is not. now used.

Funds in the program accounts may alsc be classified as restricted or
nonrestricted, Restricted funds are those that must be used by a specifiec
agency for a particular purpose. Thus, it follows that all funds for country
use, and all those for U.S. use except 104(f), are restricted. Furthermore,
it follows that funds in all three-digit accounts are restricted, as well as
funds in the four-digit accounts with a letter suffix A, B, C, D, or E (keep-
ing in mind that 20FI4336A is no longer used). The 104(f) funds in account
20FT4336 are nonrestricted and can be used for payment in a particular coun-
try of any bona fide obligation of any U.S. agency. Nonrestricted currencies
are not necessarily free of all restraints under the local exchange laws or
under the terms of international agreements, but they can generally be pur-
chased from the U.S.D.0. with appropriated dollars for normal operations of
any U.S. agency within the country concerned.

In the past, the total amount of local currencies owned by the United
States in a particular country was not always a meaningful figure imn connec-
tion with U.S. balance-of-payments problems, If the U,S. Government needed
local currencies for one purpose, currencies availauble but restricted by law
and administrative determinations for another purpose were not helpful. For
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this. reason a law was paased on December 31 1963, which resulted in the
transfer of U.§.-~ude funds. from restricted sales accounts (ZOFTASBGB ‘C, D,
-and E) to the nonrestricted sales account 20Fr4336., (This transfer was. not

- effected in.all countries.) Immediate use could thereafier be made of lpcal
-currencies that had accumulated in some of thé restricted acecounts which were
not presently needed by the agency for which they-had been set aside. Agencies
possessing such currencies were issued Foreign Currency Reservation Certifi-
cates to compensate for the currencies surrendered. These certificates au-
thorize the agerncies to buy local currencies from the 20FT4336 sales account
as they need funds and as their budget permits. If, at some future point,
the U,8.D.0,'s supply of local currencies has been depleted because of pur-
chases by other agencies, the U,5.D.0. %s required to go into the local money.
market a2nd purchase with dollars the necesasary amounts ¢f local currencies.

Although the restricted U,S5.-use four-digit accounts are not used in
many countries today, a few of their characteristics should be mentioned., In ~
figure 3, under '"U.S. uses," funds specified for section 104(a) (market de-
velopment) of P.L, 480 may be allocated into either account 20FT4336C or
20FT4336D, Thﬁ local currencies in 20FT4336C may be purchased by USDA with
dollars from its regular appropriations. The currencies in 20QFT4336D must
be purchased from restricted appropriations, that is, appropriations which
carry a Congressional stipulation that the dollars mjst be used only to pur-
chase leocal currencies for the purposes stated in 104(&) Similarly, funds
specified for section 104(h} {intermations]l educational exchange) may be
allocated to either account 20FT4336B (regular appropriations) or 20FI4336D
(restricted appropriations). The currencies in account 20FT4336E must also
be purchased with dollars from vestricted appropriations of military agencies.

There is a provision in P.L. 480 which states that not less than 2 percent
of the currencies gencrated shall be made available for conversion into cur-
rencies of third countries for the purpose of market development. These cur-
rencles are first transferred into accounit 20FI4336C or 20FT4336D and the
host country is then requested to effect the conversion.

Administration of fumds.--Country-use currencies are generally adminis-
tered by AID and may ay be:

(1) Lent to:
(a) The recipient country (104(g) loans)
(b) Private U.S, or foreign firms located in that country (104(e)
Cooley loans), or

(2) Granted to the recipient country, or

(3) Used to purchase military supplies, facilities, or services.

In lending local currencies to a foreign country, the terms of the loans
are included in loan agreements which establish lines of cvedit up to the
amounts plammed in the sales agreement. The loan agreements state ‘the rate
of interest to be charged and provide that loans may be repaid in dollars or
in the currency of the borrower.
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transferred from a dollar account of that agency to the revolving account of
€CC (account number 12X4336), The dollars transferred to this accoupt are

then used to assist in the U.S. agricultural price support program &8 showi -

in part I of this report.

End distribution of funds.--All 104(e) and 104(z) loans are repaid to
the U,S. Govermment with interest and enter accoun% 20FI582, 583, 584, or
585. The funds in account 20FI586 are generated by a P.L. 480 agreement
signed in a third’ country. In an agreement with country A, the United States

will purchase goods with the currency of A for country B. The U.S. Government

will then ship the goods to B and sell them to B for its currency. These -
funds are deposited in account 20FI586 in country B and are then handled like
the funds entering accounts 20FI582, 583, 584, or 585.

After funds have entered accounts 20FT582-586 they are immediately
transferred to the nonrestricted sales account and used-to support United’
States operations in any particular country.
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: Féieign-Curreﬁéiéa A§a1iaB1e to Pufdﬁaaing Coﬁntried
e - (country use)

?JI.:JSéétion 104{c): Procurement of military supplies, fscilitiea, and
services for the common defense--Department of State (AID).. :

. 2. Section 104(e): Foreign currency grants to foreign governmerts for
economic development--Department of State (ATDY; Loams in currencies to pri-
vate buginess firms, to U.S. firms for business developient and trade, and
to U.S. firms and firms of the host country to establish facilities to help
consume and market U.S. agricultural'p:oducts-éformerly administered by
Ezport-Import Bank of Washington, now administered by ALD. '

. -3, Section 104(g): Loans to promote economic development in partici-
" pating countries--Department of State (AID).

Foreign Currencies Available to the U.S. Government
. (U.8. use)

1. Section 104(a): Davelopment of markets for U.S. agricultural com=- ~
modities by cooperative programs with trade and agricultural groups, trade
fair activities, aid utilization and marketing research grants to foreign
institutions~-Department of Agriculture.

2. Section 104(b): Purchase of strategic and other materials for the
supplemental stockpile--Office of Dafense Mobilization.

3, Section 104(d): Purchase of goods and services for other friendly
nations--Department of State (AID).

&, Section 104(f): Payment of U.S. obligations abroad (including mili-
tary family housing)--any authorized U.S. Government agency.

5. Section 104(h): International educational exchange--Department of
State,

6. Section 104(L): Translation, publication, and distribution of books
and periodicals--U.S. Information Agency.

7. Section 104(3): Assistance to American-sponsored schools, libraries,
and community centers--Department of State and U.S. Information Agency.

8. Section 104(k): Translation and dissemination of scientific publi-
cations and programs of scientific agricultural, medical, cultural, and edu-
cation cooperation--U.S. Information Agency, U.S, Department of Agriculture,
and other U.S. Government agencies as authorized.

9. Section 104(1): Acquisition of sites and buildings for U.S. Goverm=-
ment use abroad--Department of State.
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Participation in agricultural and horticultural

.".fairs gp;

Section 10+0n)
trgde fair centers--U.S. Information Agency
: 11.- Section 10&(n) acquisition, indextng, and dissemination of foreign
publications-unibrary of Congresa. _ - _ _ . -
- 12. Section 104(0) Expanaion of'ﬁ.s educntional studies--nepartment
Of ) State » ) . .
o  13. Suppcrting wofkshopa'and chairs in U.S. studiesJQ
Department of State. : ' S
14,  Section 10&(q): o
purposes--Department of State (AID)
Audio-visual .nformatianal and educationsl mate-

=15, Section 104(x):
rials--Department of State (AID).
Sales of Lurrencies for dollars to American

Section 104 (p) _
Purchase of nonfood items for emergency relief

16, Section 104(s):
tour:ats--Treasury Department.







