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* tives. for classifying the special drawing rights allecations.
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COMPTROLLER GENERAL OF THE UNITED E-'E‘ATEZB.

'
WALHINGTON, D.C. 2038

. . aug 23 118
The Honorable Anthony M. Solomon . '
Under Secretary for Monetary Affairs

Department of the Treasury

»

Dear Tony:

Your letter of May 16, 1978, asked us to work with the
Treasury Department in reexamining the Exchange Stabilizaticn
Fund's accounting presentation of certain items in its financial.
statements, specifically the (1) treatment of special drawing
rights allocations as liabilities and (2} accounting for the
accrued Exchange Stabilization Fund exchange gains and losses.

In regard to your first question.‘there are three alterna-

i. As a long-term liability, since it represents
an obligation that arises if the International
Monetary Fund or the Special Drawing Account
were liquidated, if the United States withdrew
from the Fund or the Special Drawing Rights
bepartment, or if the special drawing rights
allocation were cancelled. This method is cur-
rently used in the Exchange Stabilization Fund's
annual report. If management determines that
- the-above events are probable {(the event o:
events are likely to occur) then this would
be the preferred alternative. The 'International
Monetary Fund suggested that the allocation
may be accounted for as a liability; however, 3
it prescribed no particular accounting treatment \
by country carticipants, advising that participants ~
would be guiZed by their own legaslation, policies
and practices.
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2. BAs equity, since the objective is to make special
drawing rights the principal reserve asset in the
international monetary system, and they would then
be a permanent addition to the stock of world
reserves, subject only to the decision of member
governments in the International Monetary Fund to
cancel thexz. 1I£ management determines that the
prospect for any cancellation is remote (the chance
of the event occurring is slight), then this would
be the preferred alternative.




3. As a special category on the balance sheet,
after the liability section and before the -
eguity section. - Government accounting prac-
tices recognize an item as having. elements of
both liability and equity. We understand that
the prospect that special drawing rights will
be cancelled for any reason is remote, and that
the United States has a major or controlling
voice in International Monetary Fund decisions

: in that regard. While this suggests that the
allocations could be classified as equity, the
characteristics of liability also-exist. If a
cancellation were to occur, the United States

. obligation for payment would be the excess of
special drawing raghts allocations received
over its holdings.

-In selecting an appropriate alternative, management will
need to decide which of the foregoing alternatives best reflects
the substance of the special drawing rights and the effect on
the resources of the Exchange Stabilization Fund.

: Enclosed are pro forma balance sheets illustrating methods
two and three and a pro forma footnote explaining the special-
drawing rights. Regardless of the accounting presentation, b
footnote should be included that adequately discloses the con-
tipgent liability created when the United States uses its
special drawing rights to obtain currencies from other countries.

Regardlng your second gquestion, we offer the follow1ng
viewpoint concerning the accounting treatment for accrued Ex-
change Stobilization Fund exchange gains and losses. Presently,
the Fund absorbs all translation gains and losses arising from
obligations denominated in foreign currencies. Also, it has
been a Treasury praciice to present the Furnd's annual report
in accordance with generally accepted accounting principles.

As long as Treasury maintains this practice, we see no wzlig
reason why it should not-abide by Financial Accounting Standards
Board Statement No. 8 relating to translation of foreign currency
transactions. We believe Treasury was correct in applving this
Standard to the Fund's fiscal year 1977 annual report.

Sincerely yours,

SIGNED IEIMZK B, aTA ATS

Comptroller General
of the United States
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{In Thousands of Dollars)

- BSSETS : SEPY. 30, 1977 SEPT. 30, 1975
Corrent Assets: * to PP

Cashz « et Lt
Treasury of the United States - Checking Account $ £81 $ 638
Secretary of ghe Treasury - Special Account #3 - .

federal Reserve @ank of Hew York ¢ 22547 32,431

Beposits €n foreign banks &f * 300,000

Special Orawing Rights b/ 2,483,275 2,356,633

601d ¢/ £2,723 -
Investoents in Unfted States securttfes . 2,019,565 | 1.529,337
. fecounts receivable S Y | ns
ficcrued interest receivables . . . : i
Cpectal Drawing Rights holdings b/ . . ;28 . 35,780
fnited Seates securities . 9,032 6,032
*  Faraign bank deposits ’ o0- . 90
r.pald itexs . , L ‘ 470 552
Total current assets . ‘. 4612262 4,261,672
Fired pssets {at cost), net of 2llowance for . : . :
dep ecfation and amortization: L. e -
Fernftere, 3uipment, aytomobile, and -, - -
. leasehold improvements . 476 . 492 -
tasd and structure - i 128
Total Fined 2ssets o 502 . 620
" Total assets ) Tu T, sa.602.868 34,252,202
LIABILETIES, ALLOCATIONS, AND EQUITY : S ..
Cerrent Liabiisttes: . .« - S . :
fecrved Mabitities - Government $ 135 - ¢ L,
° Aterued 1{abilities - Other - . .. 48y 1,118
Accrued payrnll _ LRSI & < S ... 648
fize rued annusl leave 1,138 8729
fccrued charges payable « Special vrowing R{ghts o/ 40,398 40,829
Exchange traslation 1iability - Swiss-frang . .
denoninated U.5. Treasury notes df © o2 162,366 .18,
Tote) current Tisbilities . § 205,285 $ 232
tong-tern Mabilizdes: R o .
‘ Enchaage tramslatfon 11ability « Swisss-franc o
denosinated U.S. Treasury notes df . - 201,939 330,282
" - Other Mabilfztes: I
Special Drawing Rights certificates bf . * ‘1,200&00’ 800,000
Totz? Yfabilities 31,648,024 $1.254.475
Equity: . )
Appropristed Capitel 200,000 207,000
Special Drawing Rights sllacations b/ T, 2,665,132 2,654,344
Total Appropriation and allocatfons $2.659,132 $2,854,344
Reatafned earnings: .
Balsnce beginaing of period 153,473 162,628
Prior year adjustment to estzblish exchange loss on
outstending Swiss~franc denominated U.S. Treasury .
notes &/ . D, -0-
fiat {ncome (Toss) for the period ended September 30,
1977, and three-month pericd ended September 30, -
1978 {Exhibit) 255 (9,355}
Balance end of period 155,508 - 153,473
Total equity ) 3,024,620 3,007,817
Total Mabilitles and eyuity . 24,672,868 114,262,292
.
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. , . s {In Thoysands of Dollars) \
.- [ . * 3
ASSETS . SEPY. 30, 1977 SEPT, 30, 1976 .
Current Assets: ° A
. H [ ° ) : 3
Treesury of the tinfted States - Checking Accoung $ 581 -9 638 .
Secretery af the Treasury - Specisl Account o3 .
s Feders} Reserve Benk of New York - 72,547 32,438 . .
. Deposits in foreign banks ¢f . . ® . 300,000 - 4
Special Drowing Rights b/ 2,489,275 2,356,633 - .
Cold ¢/ . . 62,723 - -
. Investrents In United States securities 2,049,565 1,529,337
. Accounts receivable : 441 e
. Accrued interest receivables ‘ A .
Special Orewing Rights haldings bf ° r7.228 35,780
United Seates securities 9.032 6,092
> Foreign bank deposits . . . «0e $0
. Prepaid {tems - 470 €52 .- 1
. . - .
Total current bssets 4,672,262 8,261,612
* . Fized assets (st cost), net of aliowance for -
deprectation and srortizations ce ‘ *
furniture, equipnent, auto=ublle, and . - s
lessehald ioprovements 418 492 <
. tend and structure 326 —n8 3
Total fixed assets 602 620 )
- Total assets - : D7 62,868 58,262,292
LIRBILITIES, SMLBCATICHS, AND FQUITY
“  Current Liabitstiess
' Accrued ViabsYitfes - Lovernment B S R 11 $ 1,73 :
Accrued 11abilities « Qther . 439 1,118 o B
Accrued payroll P & } - 88 . ° i
Ree rued ennue! leave 1.138 819 * :
Accrued cheraes paysble - Speclal Drawing Rights bf 40,338 © 40,829 .
Exchange translation ixntlity ~ Swissefranc - -
Cenoninsted U.5. Treisury motes ¢/ 162,356 79,318 : !
3
Totel current Mfeitifties $ 206,285 . § 128,222 * )) .
Long-term T6abrsitless : l]
. Exchzage tronsistion 1iedility - Swisys-frang . f
- Gencainated .S, Tressury notes df 221,939 336,252 . !
Other tfabilities: : -t ~ -
- e - 3
Spectsl Urauing Rights certificates b/ 1,200,000 808,000
Total Tabilittes * $1,648,228 $1,256,875 )
Allocations: . . ’
. Spezial Drawing Rights sllocations b/ ) $2,669,132 $2,658,144 L
. . . e e
Tots] allocetionss * ¢ 2,669,132 2,658,342
fquity: ) - . ’
Anpropriated {January 30, 1934} 2,000,000 2,000,000
Less amount transferred to Internstional Monetary
Fund {July 31, 1545} ¥,800,000 1,800,000
Bet appropristed capits) : 209,000 200,000 )
Retstned earmnings: :
- Balance beginning of period ) . 153,473 162,828
Prior near adjustrent to estadblish exchange lass on
putstamding Swiss-franc denominated U.S. Treasury
notes &f - Qe
Ket income {1013) for the period ended Seotember 30, .
1977, and threc-smnth period ended September 30,
1976 (Exhtbit) 2,035 {9,355)
Balance end of perfod 155,508 153,423
Total equity : 355,508 353,473
Total Mabflfttes and equity $4,672,864 58,262,292

*less than $500.00 :
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PROPOSED-FCOTNOTE FOR-SPECIAL-DRAWING-RIGHTS .

L4

L

Pursuvant to the Special Drawing Rights Bct of 1968, Special
brawing Rights {SDR} allocated to or otherwise acquired by
the United States are resources of the Exchange Stabilization
Fund (ESF). SDRs, once allocated, are permanent.resources
unless cancelled (which requires an 85 percent majority de--
cision of the total voting power of the Board of Governors

of the International Monetary Fund), the Special 9rawing
Account 1is liguidated, the International Monetaxry Fund is
liquidated, or the United States chooses to withdraw from it
or to terminate its participation in :he Special Dre'ring
Account. Under articles XXIV and XXV and Schedules H and I
of-the International Monetary Fund Agreement which cover
termination of participation in or liquidation of the Special
Prawing Account, each participant has an obligation to pay to
the Fund an amount equal to its allocation of SDRs and any
other amounts that may be due and payable because of partici-
pation in the Account. The Fund also has an obligation to

" redeem the SDRs held by each participant. The IMF and the

member would settle any net balances from setting off these |
obligations. The following schedule illustrates this effect
on Treasury holdings as of September- 30, 1977:

/ . :
£ - .

Lo, . (BBE-omitted) ,

*  SDR allocations ' " $2,669,132 f
SDR holdings . - .-2;489;275 X
Net use (contingent liability) . $179;857 ’
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