
. l , 
The Honorable Anthony M. Solomon 
finder Secretary for Monetary Affairs 
Department of the Treasury 

l 

Dear Tony: 1 
* . 

Your letter of Play 16, 197R', Asked us to work with the 
Treasury Department in reexamining the Exchange Stabilitaticn 
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- 
l tives.for classifying the special drawing rights allacat<ons. 

*. .~ 
. 

l Pa A's a long-term liability, since it represents 
an obligation that arises if the International 
Planetary Fund or the Special Drawing Account 
were liquidated, if the United States withdrew 
from the Fund or the Special Drawing Rights 
Department, 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 dete'rmines that 

. the-above events are probable (the event o; 
events are likely to occur) then this wobld 

,* be the preferred alternative. TherInternational . 
Fonetary FuzC suggested that the allocation 
may be accounted for as a liability; however, 
it prescribed no particular accounting treatment 
by country carticipants, 
would be gu;-;d- 

advising that participants 
-..A by their own legislation, policies 

and practices. 

2. As equity, since the objective is to make special 
drawing rights the principal reserve asset in the 
international monetary systemr and they would then . 
be a perme2ent add-&ion to the stock of world 
reserves, subject only to the decision of member 
governments in the International Monetary Fund to 
cancel thez. If 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. 
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* . * .  l 3. As a special category on the balance shee;, 
after the liability section and before the ***. 
equity 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 alsoexist, If a 
cancellation were to occurp. the United States 
obligation for payment would be the excess of 
special drawing rights allocations received 
over its holdings. 

. -In selecting an appropriate'alternative, mahagement 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, h 
footnote should be included that adequately discloses the cou- 
tingent liability created when the United States uses its I special drawing rights to obtain currencies from other countries. 

Regarding your second question, wo offer the following ,. 
viewpoint,concerning the accounting treatment for accrued Ex- 
change St<-bilization 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 practice to present the Fund's annual report 
in accordance with generally accepted accounting principles. 
As long as Treasury maintains this practice, we see no valid 
reason why it should not.abide by Financial Accounting Standards 
Board Statement No. a relating to translation of foreign currency 
transactions. We believe Treasury was correct in applying this 
Standard to the Fund's fiscal year 1977 annual report. 

Sincerely yours, 
. 

Comptroller General 
of the United States 
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Pursuant to the Special Drawing Rig'hts act of 194Bp Special 
Drawing Rights (SDR) allocated to OK otherwise acquired by 
the United States are resources of the Exchange.$tabilization 
Pund (BSF). SDRs, once allocated, are permarient..resoueces 
unless cancelled (which requires a.~ 85 percent'majority de.- * 
cfsion sf the total voting power of the Board of Governors 
of the International Monetary Fund), the Special Wawing 
Account is liquidated, the International Monetary Fund is 
liquidated, or the United States chooses-to withdrqw from it 
op: to terminate its participation in khe Special DrP.!ing 
Account. Under articles XXIV and XXV and Schedules H and I 
of&he International Monetary Fund Agreement which cover 
termination of participation in or liquidation of the Special 
Drawing Account, each participant has an obligation to pay to 
the Fund an amount equal to its allocation of SDRs and any 
&her amounts that may be due and payable because of partic:- 
pation in the Account. The Fund also has am obligation to . 
redeem’the SDRs held by each participant. The IMF and the 
member would settle any rret balances from setting off these 
obligations, The following schedule illustrates this effect ' 
on Treasury holdings as of September.30s 1977: I 

‘( I 
. ,' - . . I _, . ZOOb-omitted)' 1 ‘ 

; SDR aiI.oca:ions 
. 

.- $2,669,132 1 
SDR holdings '2;489;275 i _ .-. 

. ; 
Net use (contingent liability) . $179 ;f35? 
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