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ACTION MEMORANDUM FOR THE ACTING DIRECTOR, NIS TASK FORCE

FROM: OPS/NIS, Hariadene Johnson:zhﬂuua’wxa6”£*4‘Vk

SUBJECT: Authorization of the Economic Restructuring/Financial
Sector Reform Project, No. 110-0009

PROBLEM: Your approval is required to authorize the Economic
Restructuring/Financial Sector Reform Project for the New
Independent States (NIS) at a level of $18 million life-of-
project funding. The project assistance completion date will be
four years from the date of the first obligation.

BACKGRCUND: The collapse of the Soviet Union presents a historic
opportunity for a more peaceful and stable international order.
It alsc opens to competitive international trade and investment
the world's largest untapped market and natural resource base.
Our challenge is the gradual integration of the NIS into the
global economy and the community of democratic nations.

Rather than reversing the political and economic reforms
implemented since 1985, the unsuccessful 1991 Moscow coup
accelerated the pace and broadened the scope of reforms. It has
given new urgency to NIS needs for Western assistance to
transform their economies. The United States has a vital
interest in the success of this transition to help insure peace,
to preclude dangerous and costly rearmament, and to participate
in the economic future of this region.

The January 1992 Coordinating Conference produced a series of
action plans, on which the USG assistance to the NIS is based.
The program has six objectives: to encourage free market
economic systems; to promote democracy; to meet urgent
humanitarian needs; to convert defense-oriented industries; to
promote bilateral trade and investment; and to increase the
efficiency of the energy sector. This project is an essential
component of that program.

Transforming the Soviet style command economies of the NIS into
open market, competitive economic systems faces a number of
obstacles. The legal and regulatory framework is incomplete and,
in many cases, includes conflicting laws. State-owned
enterprises continue to dominate rescurce allocation and market
access. On the plus side, the NIS have a huge market and natural
resource endowment and a large investment in human capital that
are conducive to private sector development. A well functioning
financial sector is vital to private sector development.

DISCUSSION: The NIS, especially countries other than Russia, lack
well-developed institutions to formulate and implement monetary
and fiscal policy, as well as bank reqgulation and supervision.

In the financial enterprise sector, the quality of state banks,
the recently created joint-stock banks, and the token few private
banks is questionable.
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As the largest entity in each economy, the government has a major
impact on economic life through its financial operations,
including tax policy and administration, budget controls,
processing payments and receipts (cash management), issuance of
government securities and supervision of banks and other
financial institutions. To the extent that the government
performs these operations efficiently, it will contribute to
establishing a solid foundation for sustainable economic growth.

The NIS need to create financial systems that will mobilize
savings and channel resources to new private enterprises which
can compete in a market environment. Efficient financial
intermediation is needed to foster private enterprises and to
attract foreign capital.

This project will provide assistance to eligible states of the
former Soviet Union to address policy, institutional, and
manpower bottlenecks associated with the development of a sound
system of government finance and a commercial banking system.

PROJECT COMPONENTS

The first stage of the assistance will entail placement of short-
and long-term advisers in key areas. The long-term advisers will
be complemented by a variety of other inputs, including short-
term experts, specialized training missions, internships,
seminars, conferences, and workshops. The program will allocate
advisers on a flexible basis as priorities and absorptive
capacity evolve. The project components are:

1. An Interagency Agreement with the U.S. Treasury to provide
in Russia, Ukraine, Kazakhstan, and Byelarus:

(a) advisers on finance ministry functions, such as tax
policy, administration, and compliance; budget and customs
issues; public debt issues; and relations with the IFls;

(b) in cooperation with the Federal Reserve System, to
provide advisers on Central Bank functions, such as monetary
policy; an effective two-tier banking system; bank
regulation and supervision; payments systems, etc.;

2. AID-funded consultants to improve bank operations (e.qg.,
credit procedures, product marketing, automation), train
bankers, and, where appropriate, advise on bank
privatization in all NIS. In the NIS not covered under the
Treasury agreement, AID will provide advisers on functions
covered under component no. 1 and in those countries covered
under the Treasury agreement where AID has a comparative
advantage.
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Possible activities in each of the primary areas include:

ve n

. Providing seasoned advisors to senior finance ministry
officials on a broad range of financial issues including
fiscal policy, monetary policy, relations with international
financial institutions, relations with private investors and
banks, and biiateral economic relations;

. providing advice in all aspects of constructing,
implementing and auditing a government budget;

. providing tax policy assistance including expert comments on
draft legislation, proposals for alternative tax treatments,
and development of economic models to analyze tax law

changes;

. assisting with tax administration, encompassing data
processing, tax compliance, taxpayer service, and tax
collection;

. offering guidance in designing a modern customs

infrastructure to combat trade fraud and efficiently
administer customs requlations and collect duties;

) providing policy and technical advice on government
securities and the issuance of public debt, specifically the
sale of finance ministry bills, notes and bonds. Also in
developing capabilities in processing payments and receipts
(cash management); and

. providing guidance on relations with international financial
institutions and external creditors.
ank t
) Advising Central Banks on a broad range of central banking

functions, including bank examination and supervision;

. in cooperation with the IMF and IBRD, helping to develop an
effective two-tier banking system, including appropriate
regulatory policies;

. advising and assisting in the implementation of improvements
in bank operations, such as credit procedures, automation,
economic analysis, and product marketing;

. providing banker training through such activities as
workshops overseas, in the U.S., and nations' training
institutes;
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where appropriate, assisting in the privatization of
commercial banks by preparing analyses of legislative and
regulatory proposals, advising on prospectuses and
recommending positions on issues arising in negotiations
with potential investors.

PROPOSED LIFE OF PROJECT FUNDING

i i : Four-year life-of-project funding of $18 million
with $4.0 million available immediately for obligation.

(Thousands of dollars)

Ireasury Other Ireasury Other Total

Long-term advisers 2,040 0 2,040 9,660 11,700
Short-term advisers 415 0 415 2,285 2,700
Travel/Transportation 955 0 955 1,245 2,200
Short-term training 500 0 500 700 1,200
Equipment 90 0 90 110 200
Total 4,000 0 4,000 14,000 18,000
DESIG EV 88: The Project Memorandum (Tab A) was

developed following procedures established for Eastern Europe
projects and otherwise meets A.I.D. regulations and policies.
Appropriate clearances have been sought and a formal review (with
State/CISA participation) of the project was undertaken on April
16, 1992 (TAB B). Subsequent meetings with relevant agencies
(OMB, State, and Treasury) were held to address issues raised at
the Interagency meeting. The State Department's Coordinator's
office has provided policy guidance, approved the funding levels,
and carefully reviewed and cleared this project.

CONGRESBIONAL NOTIFICATION: The Congressional Notification

expired ca March 21, 1992. A copy is attached at TAB C.

SOURCE AND ORIGIN: Goods and services procured under the Project
will have their source and origin in the United States (Code 000)
for foreign exchange costs or in the cooperating country for
local currency costs. Local procurement within states of the NIS
will be conducted in accordance with Chapter 18 of A.I.D.
Handbook 1B. A formal determination under Section 604(a) of the
Foreign Assistance Act of 1961, as amended, was approved March
30, 1992, by the Deputy Secretary of State to remove the NIS from
the category of non-Free World countries (Tab E). Procurement
from Code 941 and Code 935 countries, if required, will be done
on the basis of appropriate waivers.
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ENVIRONMENTAL CONSIDERATION8: The Project inveclves technical

assistance and training and has no significant impact on the
environment. A.I.D. assistance for education or training
programs, as provided under this project, are generally
categorically excluded from environmental examination under 22
CFR 216 Environmental Procedures, Sections 216.2 (c)(1)(i) and
() (2)(i). A portion of the funds from this project will be
transferred to other government agencies using established
transfer procedures. In such cases, the environmental procedures
of the implementing agencies will apply. A certification of the
IEE is attached (Tab D).

AVAILABILITY OF FUND8: $2.0 million in FY 91 ESF funds available

as a result of reprogramming of funds originally destined for
Pakistan plus $2.0 million in FY 92 ESF funds lLave been
apportioned to A.I.D. from OMB.

IMPLEMENTATION DETAILS:

Monjtoring: AID/W will be responsible for overall project
supervision, coordination, and monitoring. AID/W, and recipient
agencies where appropriate, will coordinate and monitor the
activities of the advisers. AID/W will conduct field visits and
will review reports provided by grantees, contractors, recipient
agencies, and Embassy staff traveling through the region. AID
and contractor/participating agency travel to the field will be
cleared in advance with appropriate Regional AID staff. The
resident advisers, through the AID mission as appropriate, will
coordinate their activities with the U.S. Ambassador, or his/her
designee, and will keep him/her informed of such activities.

Quarterly reports will be required of all project implementors
(grantees and participating agencies). Project Implementation
Reviews will be conducted in Washington on a semi-annual basis.
Periodic field assessments will be undertaken with the necessary
frequency to insure good project management.

As determined by the AID/W Project Officer, a Project Steering
Committee will be convened periodically to review overall project
policy, strategy, and management. The Committee will be chaired
by the AID/W Project Officer and will be composed of appropriate
members of U.S. agencies participating in the project and other
relevant USG departments.

Audits and Evaluatjons: Grants, contracts, and Inter-Agency
Agreements executed under the project will provide that the audit

and inspection requirements set forth in the Inspector General
Act of 1978, as amended shall apply. AID's Inspector General
shall insure full compliance with provisions of the Act.

Each grantee, contractor, and implementing agency will submit to
appropriate officials of the grantor agency a timely workplan

G~
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prepared in consultation with the host country. For assignments
up to one month, only a trip report is necessary. For
assignments longer than a month and up to 3 months, timely means
within 2 weeks of the assignment's start. For assignments longer
than 3 months and up to 6 months, timely means within 3 weeks of
the assignment's start. For assignments longer than 6 months,
timely means within a month of the assignment's start. Each
grantee, contractor, and implementing agency will also prepare an
evaluation plan to be approved in advance by AID. Project funds
will be eligible to finance external evaluations. A mid-term
evaluation may be undertaken by AID to determine overall project
progress and to recommend necessary modifications.

unt ¢ A Circular 175 authorization was
obtained from the Deputy Secretary of State on February 4, 1992
permitting negotiatior of U.S.-NIS states agreements covering
these matters (TAB F). Negotiations have commenced and bilateral
agreements have been concluded with Russia Ukraine, and
Kazakhstan. Others should follow shortly. These written
arrangements will include appropriate language concerning aid
recipients' responsibilities and contributions, duties and taxes,
as well as audit rights. The written arrangements will insure,
inter alia, that A.I.D. funds are not used to pay host country
duties or taxes, that site inspections by the IG may be made and
that A.I.D. financed commodities will be used only for project
purposes.

(o] ¢ State completed country checklists for all
states of the NIS on January 17, February 27, and May 22, 1992.
Copies of those classified documents are on file in OPS/NIS.

Because certain states of the former Soviet Union are indebted to
U.S. citizens, the Deputy Secretary of State issued a 620(c)
determination on January 20, 1992, that program activities
proceed based on national security considerations. The
determination is attached at TAB G.

"Taking into account" matters were reviewed and approved by the
Administrator on March 27, 1992, for all states except Georgia
(TAB H). One matter needed consideration. It was that pursuant
to FAA Section 620(1), that OPIC has initiated negctiations but
has not yet executed investment guaranty agreements with all of
the states to which we plan to render assistance, but that
assistance be permitted to flow to these states under the
circumstances. A "taking into account" memorandum for Georgia
will be signed shortly.

AUTHORITY: You have authority to authorize this project pursuant
to Interim Reorganization Delegation of Authority No. 10 dated
March 30, 1992 (TAB I).
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RECOMMENDATION: That by signing below and where indicated you

authorize the four-year Economic Restructuring/Financial Sector
Reform Project, No. 110-0009 for a total LOP of $18.0 million,

subject to the availability of funds.

Annexes:
Tab
Tab
Tab
Tab
Tab
Tab
Tab
Tab
Tab
Tab

Tab

R UHDOMEHMOOQWY

Approved: ij%x——\ /2(uqﬂmé.f
Disapproved:
™~

Date: _ Loy l) 7

Project Memorandum

Minutes of Interagency Meeting, 4/16/92
Congressional Notification

Initial Environmental Examination

604 (a) Determination, 3/30/92

Circular 175 Authorization dated 02/04/92

620(c) Determination dated 1/20/92

Action Memorandum to the Administrator, 03/25/92
620(f) Determination dated 9/10/91

Interim Reorganization Delegation of Authority
No. 10 dated 3/30/92

Interagency Agreement 632(b) with the U.S. Treasury
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(Project No. 110-0009)
Drafted: OPS/NIS, JBardon, 5/19/92 - f

Clearances:

OPS/NIS: John Wiles (draft) Date: _5/21/92
GC: TGeiger (draft) Date: _5/26/92
EUR/FM: INesterczuk (draft) Date: _5/26/92

OPS/NIS: HJohnson (draft) Date: _5/27/92
OPS/NIS: BKline (draft) Date: _5/26/92

ST/CISA: ECheney (draft) Date: 5/29/92
ST/EUR/ICSA:BGriffiths(draft) Date: 5/29/92
ST/EUR/ISCA:JTefft: (draft) Date: 5/29/9




TAB A

URPOS

To assist in the adoption of policy and institutional reforms
necessary to create a financial sector conducive to healthy
market economies in the New Independent States (NIS). The
primary focus will be on Finance Ministry and Central Bank
functions (such as tax policy, administration, and compliance;
budget and customs issues; relations with the international
financial institutions (IFIs); monetary policy; bank regulation
and supervision; and technical issues, e.g., payments systems).
The secondary focus will be on improving banking operations
(credit procedures, banker training, product marketing,
automation) and on privatization, where appropriate.

BACKGROUND

The collapse of the Soviet Union presents a historic opportunity
for a more peaceful and stable international order. It also
opens to competitive international trade and investment the
world's largest untapped market and natural resource base. Our
challenge is the gradual integration of the NIS into the global
economy and the community of democratic nations.

Rather than reversing the political and economic reforms
implemented since 1985, the unsuccessful 1991 Moscow coup
accelerated the pace and broadened the scope of reforms. It has
given new urgency to NIS needs for Western assistance to
transform their economies. The United States has a vital
interest in the success of this transition to help insure peace,
to preclude dangerous and costly rearmament, and to participate
in the economic future of this region.

The January 1992 Coordinating Conference produced a series of
action plans, on which the USG assistance to the NIS is based.
The program has six objectives: to encourage free market
economic systems; to promote democracy; to meet urgent
humanitarian needs; to convert defense-oriented industries; to
promote bilateral trade and investment; and to increase the
efficiency of the energy sector. This project is an essential
component of that program.

Transforming the Soviet style command economies of the NIS into
open market, competitive economic systems faces a number of
obstacles. The legal and regulatory framework is incomplete and,
in many cases, includes conflicting laws. State-owned
enterprises continue to dominate resource ullocation and market
access. On the plus side, the NIS have a huge market and natural

O\
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resource endowment and a large investment in human capital that
are conducive to private sector development. A well functioning
financial sector is vital to private sector development.

RATIONALE

The NIS, except Russia, lack well-developed institutions to
formulate and implement monetary and fiscal policy, as well as
bank regulation and supervision. In the financial enterprise
sector, the quality of state banks, the recently created joint-
stock banks, and the token few private banks is questionable.

As the largest entity in each economy, the government has a major
impact on economic life through its financial operations,
including tax policy and administration, budget controls,
processing payments and receipts (cash management), issuance of
government securities and supervision of banks and other
financial institutions. To the extent that the government
performs these operations efficiently, it will contribute to
establishing a solid foundatioq for sustainable economic growth.

The NIS need to create financial systems that will mobilize
savings and channel resources to new private enterprises which
can compete in a market environment. Efficient financial
intermediation is needed to foster private enterprises and to
attract foreign capital.

This project will provide assistance to eligible states of the
former Soviet Union to address policy, institutional, and
manpower bottlenecks associated with the development of a sound
system of government finance and a commercial banking systen.

ERIJECT COMPONENTS

The first stage of the assistance will entail placement of long-
term resident advisers in key areas. These long-term advisers
will be complemented by a variety of other inputs, including
short-term experts, specialized training missions, internships,
seminars, and workshops. The program will allocate advisers on a
flexible basis as priorities and absorptive capacity evolve. The
project components are:

1. An Interagency Agreement with the U.S. Treasury to provide
in Russia, Ukraine, Kazakhstan, and Byelarus:

(a) advisers on finance ministry functions, such as tax
policy, administration, and compliance; budget and custonms
issues; public debt issues; and relations with the IFIs;
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(b) in cooperation with the Federal Reserve System, to
provide advisers on Central Bank functions, such as monetary
policy; an effective two-tier banking system; bank
regulation and supervision; payments systems, etc.;

AID-funded consultants to improve bank operations (e.g.,
credit procedures, product marketing, automation), train
bankers, and, where appropriate, advise on bank
privatization in all NIS. In the NIS not covered under the
Treasury agreement, AID will provide advisers on functions
covered undzr component no. 1 and in those countries covered
under the Treasury agreement where AID has a comparative
advantage.

Possible activities in each of the primary areas include:

oV

nt nance

Providing seasoned advisors to senior finance ministry
officials on a broad range of financial issues including
fiscal policy, monetary policy, relations with international
financial institutions, relations with private investors and
banks, and bilateral economic relations;

providing advice in all aspects of constructing,
implementing and auditing a government budget;

providing tax policy assistance including expert comments on
draft legislation, proposals for alternative tax treatments,
and development of economic models to analyze tax law
changes;

assisting with tax administration, encompassing data
processing, tax compliance, taxpayer service, and tax
collection;

offering guidance in designing a modern customs
infrastructure to combat trade fraud and efficiently
administer customs regulations and collect duties;

providing policy and technical advice on government
securities and the issuance of public debt, specifically the
sale of finance ministry bills, notes and bonds. Also in
developing capabilities in processing payments and receipts
(cash management); and

providing guidance on relations with international financial
institutions and external creditors.



Banking System

o Advising Central Banks on a broad range of central banking
functions, including bank examination and supervision;

. in cooperation with the IMF and IBRD, helping to develop an
effective two-tier banking system, including appropriate
regulatory policies;

) advising and assisting in the implementation of improvements
in bank operations, such as credit procedures, automation,
economic analysis, and product marketing;

. providing banker training through such activities as
workshops in the field and in the U.S., and nations'
training institutes;

. where appropriate, assisting in the privatization of
commercial banks by preparing analyses of legislative and
regulatory proposals, advising on prospectuses and
recommending positions on issues arising in negotiations
with potential investors.

PROPOSED LIFE OF PROJECT FUNDING

Obligations: Four-year life-of-project funding of $18 million
with $4.0 million available immediately for obligation.

Illustrative Budget for Implementing Agencies

FY1992 LoP
(Thousands of dollars)

Treasury Other easu Other Total
Long-term advisers 2,040 0 2,040 9,660 11,700
Short-term advisers 415 0 415 2,285 2,700
Travel/Transportation 955 o 955 1,245 2,200
Short-term training 500 0 500 700 1,200
Equipment 90 90 110 200
Total 4,000 0 4,000 14,000 18,000

IMPLEMENTATION DETAILS

Monitoring: AID/W will be responsible for overall project
supervision, coordination, and monitoring. AID/W, and recipient
agencies where appropriate, will coordinate and monitor the
activities of the advisers. AID/W will conduct field visits and
will review reports provided by grantees, contractors, recipient
agencies, and Embassy staff traveling through the region. AID
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and contractor/participating agency travel to the field will be
cleared in advance with appropriate Regional AID staff. The
resident advisers, through the AID mission as appropriate, will
coordinate their activities with the U.S. Ambassador, or his/her
designee, and will keep him/her informed of such activities.

Quarterly reports will be required of all project implementors
(grantees and participating agencies). Project Implementation
Reviews will be conducted in Washington on a semi-annual basis.
Periodic field assessments will be undertaken with the necessary
frequency to insure good project management.

As determined by the AID/W Project Officer, a Project Steering
Committee will be convened periodically to review overall project
policy, strategy, and management. The Committee will be chaired
by the AID/W Project Officer and will be composed of appropriate
members of U.S. agencies participating in the project and other
relevant USG departments.

Audits and Evaluations: Grants, contracts, and Inter-Agency

Agreements executed under the project will provide that the audit
and inspection requirements set forth in the Inspector General
Act of 1978, as amended shall apply. AID's Inspector General
shall insure full compliance with provisions of the Act.

Each grantee, contractor, and implementing agency will submit to
appropriate officials of the grantor agency a timely workplan
prepared in consultation with the host country. For assignments
up to one month, only a trip report is necessary. For
assignments longer than a month and up to 3 months, timely means
within 2 weeks of the assignment's start. For assignments longer
than 3 months and up to 6 months, timely means within 3 weeks of
the assignment's start. For assignments longer than 6 months,
timely means within a month of the assignment's start. Each
grantee, contractor, and implementing agency will also prepare an
evaluation plan to be approved in advance by AID. Project funds
will be eligible to finance external evaluations. A mid-term
evaluation may be undertaken by AID to determine overall project
progress and to recommend necessary modifications.

Host Country Dutjes and Taxes: A circular 175 authorization was

obtained from the Deputy Secretary of State on February 4, 1992,
permitting negotiation of U.S.-NIS agreements covering these
matters (Tab F). Negotiations have commenced and bilateral
agreements have been signed with Russia, Ukraine, and Kazakhstan.
Others should follow shortly. These written arrangements include
appropriate language concerning aid recipients' responsibilities
and contributions, duties and taxes, inter alia, that A.I.D.
funds are not used to pay host country duties and taxes, that
site inspections may be made by the IG and that A.I.D. financed
commodities will be used only for project purposes.
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Risk 1. Nationalism at the republic level, social unrest, and
mass demonstrations over price increases and the ensuing
hardships caused by economic restructuring may cause NIS leaders
to backtrack on reform. This may limit the benefits of the
proposed technical assistance programs.

Assesspent. The project activities, advice and training, do not
relieve the pressure for economic reform which arises from
misallocation of resources. While the benefits of this project
are likely to be reduced because of the uncertain environment,
the activities it includes will promote improvement of economic
policies and a viable financial systen.

Risk 2. Inter-republic relations remain unstable as a framework
is being developed to formalize the political, economic, and
military future of the NIS. A technical assistance program
favoring the Russian Federation because of strategic and
demographic concerns may destabilize further inter-republic
relations.

Assessment. Adapting this project to address the needs of the
NIS, other than Russia, will distribute the project's benefits
more evenly and avert further inter-republic tensions.

Risk 3. The current disorder in the former republics of the
Soviet Union makes difficult selection of appropriate
counterparts and limits the USG's ability to provide support to
advisors in the field.

Assessment. Treasury and AID will be working closely with the
World Bank, IMF, OECD and other USG agencies (including U.S.
Embassies), NIS governments, and NGOs to place appropriate and
qualified officials in the NIS.

Risk 4. Communication difficulties between the US and the NIS
will hinder the ability of our advisors in the field from
performing their function.

Asgessment. Treasury is currently exploring the use of satellite
communications between the NIS and the US. Other means of
communication that will be utilized include courier service and,
where available, cellular phone systems.

Risk 5. The resident advisers may offer opinions contrary to USG
interests.

Assessment. The management structure for this project will
ensure a steady flow of information, views and support between
Treasury and advisors in the field.



$ The primary method for
implementing A.I.D.-managed activities will continue to be
through the usual A.I.D. contracting and granting arrangements
including IQCs, small business set-asides, and the funding of
relevant unsolicited proposals. Interagency 632 (b) Agreements
will be used to transfer funds to other government implementing
agencies. Waivers will be obtained as required to make it
possible to utilize contracting procedures other than full and
open competition.

OTHER PROCUREMENT I88UE8: The Project Authorization will state

that goods and services procured under the Project will have
their source and origin in the United States (Code 000) for
foreign exchange costs or in the cooperating country for local
currency costs. Local procurement in the NIS will be conducted
in accordance with Chapter 18 of A.I.D. Handbook 1B. A formal
determination under Section 604 (a) of the Foreign Assistance Act
of 1961, as amended, was approved March 30, 1992, by the Deputy
Secretary of State to remove the NIS from the category of non-
Free World countries. Local procurement within the NIS will be
conducted in accordance with Chapter 18 of A.I.D. Handbook 1B.

ENVIRONMENTAL CONSIDERATIONS8: The Project will finance technical

assistance, training, and limited commodity procurement and, as
such, has no significant environmental impact. Programs which
involve technical assistance and training are generally
categorically excluded from environmental examination under 22
CFR Environmental Procedures, Sections 216.2 (c) (1) (i) and
216.2 (c) (2) (i).

ANTICIPATED ACCOMPLISHMENTS:

1. Respond rapidly to NIS needs by modifying existing programs
and mechanisms proven successful in Central and Eastern Europe
and other areas where AID is active;

2. Support economic reform and sound management of the economy
through advice on institution-building and on government
policies;

3. Help develop the NIS private sector and promote U.S. trade and
investment through improved financial intermediaries.

TIMELINE: June 2, 1992: Authorization Memorandum signed
June 3, 1992: IAA with Treasury signed
June 15 1992: First Adviser in NIS

Drafted by: JBardon, OPS/NIS, X77427, 4/29,92.
Cleared by: LCrandall, OPS/NIS.



TAB B

S8UMMARY MEMORANDUM OF CONVERSATION

et S o \'4 ne
Date/Time/Place: April 16, 1992; 4:00 p.m.; Room 5951 NS.
Particjpants:
AID: Paul O'Farrell (Meeting Chairman), Larry Crandall,

Barbara Turner, Michael Unger, Tom Miller, Jane Bardon,
David Dod, David Carr, Laurie Landy

State: Barbara Griffiths, William Kuhn
OMB: Michael Casella

Ireasury: Robert Banque, Roberta Waxman
CEA: Catherine Mann

FRB: Absent

Background and Summary: Treasury revised the PDP four hours

before the meeting and announced at the meeting that it would
undertake financial sector activities in all 12 NIS, instead of 4
as it had previously stated, and that no other agency should play
any role in the financial sector. The participating agencies,
especially OMB and AID, voiced strong objections to Treasury's
plans and agreed to have the issue resolved by senior Treasury,
State, and AID officials. Among the concerns raised by OMB were
the following:

. Financing of administrative expenditures with program money;
. Geographic and subject focus for advisory services;
. Support system for advisers in Washington and in the field

and relationship with local officials;

. Use of long~term advisers when function could be carried out
faster and cheaper with short-term advisers.

Discussion: The meeting started with Paul O'FARRELL and Jane
BARDON briefly describing the project. Larry CRANDALL wanted to
know to what extend the project had been discussed with the host
countries. Robert BANQUE responded that discussions had been
held with Russian and Ukrainian officials the week of April 12
and that Kazakhstan had received no response to its request for
advisers. Michael UNGER inquired whether the IBRD had been
consulted and BANQUE replied in the affirmative. Tom MILLER also
remarked that the EEC is participating and that individual
European countries (e.g., the U.K.) are also placing advisers in
the NIS. When asked how many advisers Treasury could provide
with $4 million, BANQUE replied 8 long-term advisers and some
short-term contractors. The discussion tirned to the status of
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the advisers with Treasury claiming that they would have no
official status (they would use personal passports), but CASELLA
disagreed, saying that a USG employee represents the USG.
O'FARRELL also doubted that the advisers would have no USG status
and suggested that we look into this. CRANDALL wanted to know
how Treasury could provide technical direction and BANQUE
mentioned Treasury officials with experience in financial markets
and tax issues.

CASELLA wanted to know how Treasury's revised paper differed from
the one AID had distributed to the meeting participants.
O'FARRELL explained that in the AID version Treasury and AID
shared responsibility for financial sector activities with the
understanding that Treasury would concentrate its efforts in 4
countries and AID in the remaining 8. In Treasury's new version,
Treasury was assuming responsibility for all financial sector
activities in all countries.

CASELLA remarked that the paper he read (AID version) was better
than the equivalent paper for Eastern Europe, but it did not 1list
objectives and ways of meeting them. For example, what does an
adviser do? CASELLA also expressed concern about use of long-
term advisers when short-term advisers could do the job. BANQUE
responded that senior officials in NIS countries had asked for
long-term advisers. CASELLA responded that even if countries
asked for advisers we shouldn't assume that they would use them.
A clearer focus and a clarification was needed on the adviser's
relationship with the country officials. Barbara TURNER asked
whether a scope of work had been developed that would show how
the advisers' tasks fit within the country ministry. BANQUE
responded that a scope of work would help us, but would not
necessarily be attractive to the recipient. He went on to ask
for AID/Embassy help in developing the scope of work. CASELLA
observed that it was not obvious from the paper who would be in
charge. More information was needed on the scope of work.
Catherine MANN seconded CASELLA's remarks.

CRANDALL asked why Treasury changed the paper. BANQUE said that
the Treasury's previous position of concentrating on only four
countries was not tenable. David CARR asked why Treasury also
assumed responsibility for banking sector reform. BANQUE
answered that Treasury always intended to get involved in the
banking sector. Treasury had a comparative advantage in the
financial sector, especially vs. the IFIs. TURNER stated that
under Treasury's new scenario there was no opportunity for AID to
do anything in the financial sector and that was unacceptable.
BANQUE stated that we should not prejudge the issue and that
Treasury wanted to use AID's capability. O'FARRELL remarked that
Treasury wanted to control not only policy but also
administration. MAMN noted that there was not enough money
available for all the activities mentioned in the project and
that the functions that went way beyond the advisory services
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should be broken off. Objectives had to be stated so that the
project could be evaluated. BANQUE stated that although Treasury
had a comparative advantage in the financial sector much of the
discussion was academic because of insufficient funds. BARDON
asked why Treasury had a comparative advantage in banker
training. BANQUE responded that Treasury wanted responsibility
for that activity. CASELLA remarked that it would be more cost
ef lective to train bankers here and cut back the number of long-
term advisers. O'FARRELL added that we wanted to respond quickly
to requests for assistance. CASELLA noted that the project
listed a great number of activities and that one or two long~-term
advisers per country could not cover all these areas. BANQUE
responded that one long-term adviser would normally generate
$150,000 of short-term advisory services per year.

O'FARRELL noted that a clarification was needed on how the
Treasury advisers would relate to the AID missions. 1In Eastern
Europe Treasury was not showing a comparative advantage but
rather took advantage of targets of opportunity. BANQUE said
that he did not know what the AID mission would look like. He
assumed the same structure as in Eastern Europe. TURNER
explained that four missions with 22 people would be set up with
regional responsibilities in Moscow, Kiev, Alma Ata, and Yerevan.
The Kiev and Alma Ata mission directors will report directly to
the Ambassadors. These missions would have to be responsive to
country requests for assistance. If AID had no role in this
sector, our hands would be tied. BANQUE asked about the
missions' scope of work and O'FARRELL responded that it was in an
NSDD38 that was being reviewed by State.

Conclusjon: It was agreed that BANQUE and BARDON would meet the
following day (April 17) to resolve as many differences as
possible. Remaining differences would be resolved at senior
levels.

Follow-up Meetings.

eeting, Aprij 7 92. Tom Miller, Jane
Bardon and (briefly) Liz Cheney met with Messrs. Bangque and Berg
to clarify several aspects of the project, thus enabling Treasury
to revise its paper. On the issue of administrative costs,
BARDON wanted to know why Treasury needed compensation, since it
was already paying BANQUE's salary and the salaries of OASIA desk
officers and had no plans to hire more people. BANQUE responded
that administrative support for the advisers would be provided by
U.S.-Saudi Commission staff under Charles Schotta's deputate.
(BARDON later determined through a call to Elliott Clarke at the
U.S.-Saudi Commission that the Commission planned to hire
additional procurement, accounting, and finance staff and perhaps
rent more space when program money became available to provide
administrative support for the NIS program.) BARDON noted that
it would be a waste of taxpayer money for agency A to fund agency
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B's administrative costs for an activity that agency A could do
on its own. CHENEY asked how much Treasury was spending on the
NIS TA program. BANQUE responded that OASIA's budget was $20
million and perhaps 1% of that was spent on the NIS, namely his
salary and portions of a few other officers' salaries. CHENEY
remarked that Treasury's demand to control all financial sector
activities, while not bearing any of the additional costs was
unacceptable. BANQUE reiterated his argument about Treasury's
comparative advantage in the sector. BARDON said that she was
not convinced Treasury had a comparative advantage in commercial
banking. AID could do a contract for that activity faster than
Treasury. BANQUE responded that as far as he knew AID was not
placing financial sector officers in the field. Was that
correct? MILLER responded that staffing decisions had not been
finalized, but given the limited number of people in each post,
we could not, at least initially, devote one person per country
exclusively to this activity.

With respect to the cost of advisers, BARDON said that Treasury
budgeted riearly $340,000 per adviser per annum and that was too
much. BANQUE responded that that amount included $50,000 per
adviser per year for travel costs, which BARDON also found
excessive. BARDON also wanted to know why the short-term adviser
costs ballooned at the end of the period. BANQUE said that he
expected the short-term advising needs to increase over time.
BARDON said that the Interagency agreement required more budget
detail than Treasury had provided thus far. Specifically, the
per capita advisor cost had to specified, the travel cost
mentioned separately, and justification for short-term advisors
provided.

Regarding fjeld support for the advisers, CHENEY noted that in
Eastern Europe that had been a problem and wanted to know how
Treasury would avoid the same problem in the more unstable NIS
environment. BANQUE said that support would be provided. Once
program money became available OASIA desk officers would visit
the countries under question and would establish relationships
with local officials. CHENEY responded that that was not good
enough. A person had to be on the ground to alert local
officials of the advisers' arrival, make sure there is space for
them in the ministry, help with housing, etc. The meeting was
terminated after Treasury promised to provide a revised, more
detailed, and more focused paper by COB April 20.

As of May 4, a new paper had not been provided, but at a meeting
among senior State, AID, OMB, and Treasury officials on April 28,
it was decided that Treasury would receive $4 million in FY92 to
place advisers in Russia, Ukraine, Kazakhstan, and Byelarus, and
AID would undertake financial sector operations in the remaining
12 countries. Furthermore, Treasury was asked to fund its
activities in the 4 NIS out of its own budget in later years. It
was also decided that Treasury, AID/W, and the appropriate
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regional AID offices would coordinate and monitor the activities
of these advisers.

i : Treasury: Hauge, Riefel, Banque; OMB: Bent,
Caselia; AID: Butler, Crandall, Bardon; State: Cheney.

Drafted by: JBardon, OPS/NIS, 5/4/92
Cleared by: PO'Farrell, LCrandall, OPS/NIS



TAB C

AGENCY FOR INTERNATIONAL DEVELOFMENT
ADVICE OF PROGRAM CHANGE

COUNTRY: New Independent States Regional

PROJECT TITLE: Economic Restructuring and
Financial Sector Reform

PROJECT NUMBER: 110-0009%

FY 1992 CP REFERENCE: None

APPROPRIATION CATEGORY: Economic Support Fund (ESF)

LIFE-OF-PROJECT FUNDING: $18,000,000 ESF Grant

INTENDED FY 1992 OBLIGATION: $4,000,000 ESF Grant

This is to advise that A.I.D. intends to wbligate $4,000,000 for
the Economic Restructuring and Financial Sector Reform Project in
the New Independent States (NIS) as follows: $2,000,000 in

FY 1991 Economic Support Fund (ESF) carryover grant funds
originally planned for Pakistan, and $2,000,000 in FY 1992 ESF
grant funds. This is a new project which was not included in the
FY 1992 Congressional presentation. Life-of-project funding will
be $18,000,000. The life of project is four years.

The purpose of the project is to help transform the command
economies of the states of the NIS into market-based ones by
providing advice on government finance, foreign exchange and
trade policy, and banking sector reform.

Annex: Activity Data Sheet
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learances:

DAA/EUR: DMerrill ! a"*-
GC/EUR: HMorris

R&D/TF. BTurner (drafs)
EUR/OSA: PO'Farrell (drafc)
GC/LP: Rlester (drafe)
EUR/PDP: SSmith (draft)
EUR/PDP: RFanale (drafc)
EUR/DR: RAnthony {drafe)
EUR/RME/FM: BBrockie (drafc)
FA/B: LleDuc (drafe)

ST:D/EEA: CRufenacht (draft)
ST.EUR/ISCA/E: KVolker_(drafr)

frafred: EUR/0SA: JBardon, 1/31/92: 7742
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:c-FA/B: JPainter
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INITIAL ENVIRONMENTAL EXAMINATION

PROGRAM COUNTRY: NEW INDEPENDENT STATES

ACTIVITY: ECONOMIC RESTRUCTURING/FINANCIAL
SECTOR REFORM; PROJECT 110-0009

FUNDING: $ 18 MILLION ESF

FUNDING PERIOD: FY 1992 TO FY 1996

STATEMENT PREPARED BY: JANE E. BARDON, OPS/NIS

ENVIRONMENTAL ACTION RECOMMENDED: Categorical Exclusion
under A.I.D. Regulation Environmental Procedures 22CFR Part
216, Sections 216.2 (c) (1) (i) and (c) (2) (i).

DECISION OF ENVIRONMENTAL OFFI

APPROVED: /

Michael Q. Philley

DISAPPROVED:

DATE: S-/8-52

DECISION OF DIRECTOR, ggs TASK FORCE
APPROVED: /ll

Malcolm Butler

DISAPPROVED:

DATE:




EXAMINATION OF THE NATURE, SCOPE AND MAGNITUDE QF THE
ENVIRONMENTAL IMPACT

A.

DESCRIPTION OF THE PROGRAM:

This project provides training and technical assistance
to institutions, individuals, and private voluntary
organizations in the eligible NIS to foster economic
restructuring and financial sector reform. There is no
impact on the environment as far as A.I.D. managed
activities are concerned.

RECOMMENDED ENVIRONMENTAL ACTION:

Because the project provides only education, technical
assistance and training, a categorical exclusion frem
A.I.D.'s Initial Environmental Examination,
Environmental Assessment and Environmental Impact
Summary requirements is proposed. This proposal is in
accordance with A.I.D. Environmental Procedures 22CFR
Part 216, Section 216.2 (c) (1) (i) which generally
provides for categorical exclusion in situations where
the project has no effect on the natural or physical
environment. Specifically, this activity is
categorically excluded under Section 216.2 (c)(2) (1)
for education, technical assistance, and training.
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COPIES TOACTION MEMORANDUM ‘:’ LSE
: ©  MASSEEM ¢
:z:? TO: The Deputy Secretary 4% S
- 6
c= THROUGH: T - Reginald Bartholoem e
géf’ DA/A.I.D., Mark L. Edelka
Sss FROM: PM - Richard A. Clark .
TMB DD/POL, lLarry S&i¢r§7¥LﬂfL4L4M
EUR SUBJECT: Use of Foreign Assistance Act Funds for Procurement
592 in Former Soviet Republics
PM
AID 1SSUES FOR DECISION
RF
cah

Whether to conclude that certain former Soviet Republics
should no longer be considered as "non-Free World" countries for
purposes of permitting foreign assistance procurement from them
under a 1961 Presidential determination.

ESSENTIAL FACTQRS

On October 11, 1991, you approved a determination that
Eastern Eurcpean countries and Mongolia should no longer be
considered as "non-Free World" countries for purposes of
prermitting foreign assistarce procurement from them under a 1961
determination by President Kennedy. The decision memorandum is
attached at Tab A.

Your October determination recognized that certain
countries, including the Soviet Union, would continue to be
excluded from procurement eligibility. (The other countries vere
Afghanistan, Libya, Vietnam, Cuba, Cambodia, Laos, Iraq, Iran,
North Korea, Syria, and the Pecple's Republic of China). Your
determination also recognized that, if warranted by changed
conditions with respect to any of these countries, A.I.D. would
seek a similar foreign policy determination from the Department.

In view of the break-up of the Soviet Unicn, the U.S.
Government has taken a number of steps to support a peaceful
transition toward democratic institutions and market economies in
the former Soviet Republics. The President on December 25th
proposed conducting full diplomatic relations with Russia,
Ukraine, Armenia, Byelarus, Kazakhstan, and Kyrgyzstan; and
assistance activities (primarily technical and humanitarian

120 TwenNTY-FmsT STREFT, N.W., WasMinGTON, D.C. 20523
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assistance) have been initiated by A.I.D. and the Congress
notified accordingly. Those actions are summarized in the
Memorandum attached at Tab B. More recently, the President
decided similarly to move ahead regarding diplomatic relations
with Moldova, Turkmenistan, Uzbekistan, Tajikistan, and
Azerbaijan. 1In this context it no longer makes sense to exclude
these eleven Republics from foreign assistance procurement

eligibility.
RECOMMENDATIONS 1.2/
n former Soviet Republics

That you conclude that the e
noted above should no longer be considered as "non-Free World"
countries for the purpose of implementing President Kennedy's
604 (a).

DISAPPROVE

7
DATE__ .

a Ve 'é? DA
2\ Ll P 8 7N, ’{Incl de Georgia
That thfikgfie?;&nation will auto tf%all ex en&’to Gegrgia s

at such time as the United States establishes full diplomatic

relations with it. CZQééE’,——’———,—

APPROVE DISAPPROVE
DATE DATE
Attachnents:

TAB A = Action Memorandum for the Deputy Secretary
Approved 10/31/91

TAB B - Action Memorandum for the A.I.D. Administrator
Approved 1/18/92

GC/LP:RLester (Draft) Date:_2/19/92
A-GC:TGeiger (Draft) Date:_2/20/92
EUR/OSA:PO'Farrell Data:_2/20/92
ENE/EUR:DMerrill {(Draft) Date:_2/20/92
GC/EUR:HMorris (Draft) Date:_2/20/92
AA/R&D:RBissell (Draft) Date:

STATE/L/EUR:TBuchwald_(Draft)
STATE/EUR/ISCA/ECON:KVolke

STATE/D/EEA:CRufenaght

. Date:

—2/21/92
-£/28/92
Date:
Date:
Date: n/Qoe.
Date:

STATE/S/P:JHannah

STATE/P:C.L.VanVoorst

STATE/C:RWilson Date: sliisv
STATE/EB/IFD/ODF:1lMoriarty__Znv/ Date:_ 3/i//9,-

STATE:H:CRAETHER

Drafter:GC/CCM:KFries:DGCiRMeighan: FAAFP:2/7/92:Ext.78332:Revised

2/18/92:Revised 3/2/92
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$/8-8°" 1 e M{
THA y ’ W '41 [‘ ' :
;":9 (becontrol 10-29%3) R
Rr/plv g, The Deputy Secretary “(\‘b?
THROUGH s T-Reginald Barthelozev \";@"
DA/A.2.D., Nark L. Zde KAL)
FRONM: PH-Will{an P, Rope, Acting y
D/POL, larry Salers, Actin
SUDJECT: Use of Foreign Assistance Act Funds for Procurezent
in Tastern European Countries and Mongolia

1SSVES FOR DECISION

Whether to conclude that certain countries should be
considered as "Free World" countries for purposes of pereitting
foreign assistance procurecent frea ther under a 1961
Fresidential deterzination.

ESSENTIAL FACTORS

Section €04 (a) of the Foreign Assistance Act of 1961
proehibits use of foreign assistance funds for procurezent outside
the United States unless the President deterzines trat *"such
procurezent will not result {n adverse effects upen the oconony
©f the United States or the industrial obilization base ...,
On October 18, 1961, President Kennedy made a Deternination
pursuant to Section 604 (a) to persit procurezent from sources
outside the United States where the procurezent {s less costly
than procurezent from United States sources. This 1963
Deterzination authorized procurenent froa ®legs developed
countries® gencr011¥ and, under specitic eircurstances, frea
selected {ndustriaiized countries, (See Tad a)

- Vonis prohibition covers other Foreign Assfstance Act
pProcurezent as vell as A.1.D.-financed pProcurenent, g.g,,

Eilitary and counter-terroriss procurezent, Intgractxco,
hovever, it has at most a negligidble effect in ¢se other areas.
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President Kennedy specified, hovever, that ®*Procurenment
outside the United states shall be from Free World sources, in
any =ase.® ®rre¢ World® has long been construed by A.1.D. to
exclude all countries 1isted in the Foreign Assistance Act
48 “coraunist® (gectien 620(f)), dncluding the Pecple's Repudlic
©f China, Cuba, Vietnas, the Soviet Union, the Baltic Republics,
Mongolia, and all the countries of Lastern Iurope, vith the

exception of Yugoslavia.

The characterization ©f 8 number of these countries 88 "non-
Free World® tor Purposes of gection 604 (a) no longer makes sense
in viev of their status 88 energing denocracies and recipientsy of
A.I.D. assistance. In this category wve pisce Poland, Rungary,
Czech and Slovak Federa) Republ e, Bulgaria, Romania, Albania,
¥ongolia, and nov the Baltic Repudblics. we recornend that you
concur that these countries should no lenger be considered as
*non-Free World" within the meaning of President Kennedy's
deternination. This vill allow thenz to participate as eligible
sources for A.I.D.-financed Procurerent, as sppropriate.

A.1.D. vould continue to exclude certain countries froz
procurerent eligidbility because ©f their status under the anti-
terrorisn statutes and for other foreign policy reasons., Tne
countries that veuld rezain excluded are Afghanistan, Libya, the
Soviet Unien, Vietnan, Cuba, Cazdodi,, lacs, Iragq, Iran, Nerth
Korea, Syris, and the People's Repudlic of China. 3¢ varranted
by changed conditions vith respect to any of these countries,
A.1.D. would seek o sizilar foreign policy deterzination froa the
Departpent, at the level ©f Under Secretary for Internationa)
Security Affairs, with respect to the procurezent eligibility of

that country.

President Bush has dolc?atod to the Secretary of state the
authority to make determinat Ons under gection 604 (a) with
respect to "procurszent under Chapter 3 of Part I and Chapter ¢
©f Part Il of the Act® (FAA Devalopment Assistance and Econoaie
Support Fund accounts). (Ses Executive Order 12738 of

Decezber 14, 1990, Section 3(3), azending Executive Order 121¢)).
Such authority has been redelegated to the Under Secretary for
Internationasl Security Affairs with res ect to programs under
Part II of the Act (State Dept. Delegation of Authority No, a4s,
Section 1(a)(1)), and ll{ 2180 be exercised by you (Section
4(d)). Although that de egation is not, technically, needed in
order for you to a?rao vith our froposod interpretation of the
existing Presidential Determinat on, it 1s cons{stent vith sued

action.



RECOMMENDATIONS

That you conclude that Poland, Wungary, Czech and Slovak
Federal Republie, Bulgaria, Rorania, Alban 8, Llithuanis, latvis,
Estonia and Mongolia ehould no longer be considered as "non-Free
World" countries for purpese of irplementing President Kennedy's

deterzination regard{ 7;0:?.!@ {(a).
APPROVE [ DISAPPROVE

0CT 81 w81

That you agree that future decisions bout vhether a nevly
ezerging democracy should be considered part of the "Free World"
for purposes of Section 604 (a) may De made by the Under Secretary

for International 87ur$ty Aftair
APPROVE <,'{i DISAPPROVE

0CT 81 %81

Attachzent:

TAB = Presidential Deterzinration Under
Section 604(a) Dated 10/718/61
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January 18, 1992

ACTION MEMORANDUM FOR THE ADMINISTRATOR

THRU: Acting, AA/OPS, Hovard M. Pryifer
FROM: AL/EUR, Careol C. elman

SUBJECT: Assistance to the Independent States
of the former Soviet Union: Statutory
Checklist

Eroblem: To take into consideration relevan:
statutory requirements in light of whether ESF
funds (and DA funds, to the extent such funding
Bay be made available in the future) should be
used to provide technical and other assistance to
support the transitian of the newly independent
states of the former Soviet Union inte dexocratie,
free-parket societies, and to help meet the energy
needs of these societies.

¢ The former Soviet Union has undergone
revolutionary changes within the past year which
have resulted in the creation of twelve
independent states, most of whom are loosely
associated in a new Commonwealth of Independent
States. The United States Government has
established diplozatic relations with six of the
former republics of the Soviet Union, namely:
Arpenia, Byelarus, Kazakhstan, Kyrgyzstan, Russia
and Ukraine.

On September 10, 1991, the Secretary of State
signed a determination, pursuant to §620(f)(2) of
the Foreign Assistance Act (FAA) of 1961, as
avended, permitting assistance to the Soviet
Union. (See Tab A.) Pursuant to that
determination, two Congressional Notitications,
both of which expired on Decenzber 20, 1991, were
sent to Congress describing two proposed projects
to be implemented by A.I.D. (Seg Tab B.) These
projects have been designed (1) to encourage the
transformation of these republics inte denocratic,

(UNCLASSIFIED WITHOUT CLASSIFIED ATTACHMENTS)
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market-based econonies, and (2) to ipprove energy efficiency and
encourage energy market reforms in these societies. ESF funds of
$3.2 million for the Democratic and Economic Initiatives Project
and $1.8 million for the Energy Efficiency and Market Reform
Project are nov pending authorization and obligation.

Although certain republics of the former Soviet Union would
normally be prohibited from receiving assistance since each such
republics are indebted to certain U.S. citizens, the State
Department plans to issue on January 18, 1992 a determination
pursuant to §620(c) of the FAA which would pernit assistance to
flow to these republics despite this fact. (This deterxination
shall provide, in substance, that failing to provide assistance
to these nevly formed strtes is contrary to the national security
interest of the United States.) Despite this determination by
the State Department, however, certain factors must be "taken
into consideration® by you before we B3y proceed with obligating
funds for these two projects.

Please note that since the source of funding for these two
proposed projects is the ESF account, the "notwithstanding any
other provision of law" language is not available. (This
language has been used in the past to pernit assistance to
proceed in Eastern European countries under the 19$1
Appropriation Act despite prohibitions on assistance that would
otherwise apply.) Therefore, certain factoers pust be "taken into
consideration™ by you before these proposed projects may be
obligated from the ESF account (or the DA account, if such
funding is later made available.) 1In fact, you normally take
into consideration a number of conditions, to the extent that
they may exist, on an annual basis before approving an allocation
of assistance to specific countries. Hovever, in light of the
fact that the Coordinator's Office wishes to proceed with
izplementing the proposed projects on an expedited basis, we are
presenting certain issues for your consideration at this time on

an ad hoc basis.

In order to ensure that all relevant statutory requirements
have been met, A.I.D. has developed a "country checklist®,
describing such requirements with particularity. The items on
this checklist have been responded to in substance by the State
Department, and its memorandum is attached hereto as Tab C. 1In
the case of the states of the forzer Soviet Union, enly two
considerations are relevant in considering whether to provide
assistance, and are discussed belov. Please bear in mind,
however, that statutorily mandated considerations in providing
foreign assistance need only be "take into account®™. The mere
existence of such factual considerations does not, in and of
itself, prohibit assistance to the country in question.

(UNCLASSIFIED WITHOUT CLASSIFIED ATTACHMENTS)
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(1) i

: As of this date, OPIC is in the process of
initiating negotiations with each of the individual republics to
whom we plan to render assistance to enter into OPIC investment
guarantee agreenments. Although such negotiations are in the
process of being initiated, they have not yet been finalized and,
to date, OPIC has not concluded any bilateral agreements with
these new republics. Thus, 4n 1ight of the fact that this
process of negotiation has been initiated but not concluded, ve
request you to take this into consideration and permit assistance
to move forward as planned.

(2) : ¢ According to U.N.
records dated October 31, 1991, the combined arrearage of the
U.S.S.R., Byelarus, and Ukraine totals $196,376,745.00. Dues
owed to the U.N. regular budget are as follows: U.S5.8.R.
($46,019,313); Byelarus ($1,520,157); Uxraine ($5,758,172).
Further, dues are owed for the zaintenance of U.N. peace-keeping
forces in the following amounts: U.S.S.R. ($126,773,350);
Byelarus ($5,116,578); Ukraine ($11,189,179). Thus, the subtotal
owed by the CIS for ocutstanding dues to the U.N. regular budget
is $53,297,642, and for the U.N. peacekeeping forces is
$143,079,107. Payment of this arrearage in U.N., dues is expected
although, to our knowledge, specific arrangexzents to pay have not
yet been made. It should also be borne in eind that ESF (and DA)
funded assistance to Albania was allowed to proceed, despite its
sirilar arrearages in U.N. dues, based on your consideration of
this factor. Therefore, ve request you to take the U.N. dues
arrearage of these former republics of the Soviet Union into
account, and urge you to permit the planned assistance to be
izplenented as expeditiously as possible.

Recormendation: That you, by your signature belew, take into
consideration the circumstances described above, and approve the
use of ESF funds (and DA funds to the extent necessary in the
future), subject to the availability of such funds, for
assistance to the six states named above. Such assistance will
be authorized by separate action, and shall be subject to the
Secretary's determinations under §§620(c) and (£) (2) of the FaA.

Approved: at

Disapproved:

Date: __J/- /(' (1%

(UNCLASSIFIED WITHOUT CLASSIFIED ATTACHMENTS)
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Attachemnts:
TAB A = Section 620(f)(2) determination by the Secretary
TAB B ~ Congressional Notifications
TAB C - State Memoranduz dated 1/17/92 re: Statutory Checklist

Clearances:
GC/LP: Rlester fphone) Date: 1/16/92
AA/LEG: RRandlett {draft) Date: 1/15/92
ENE/EUR: DMerrill ___ (draft) Date: 1/12/92
EUR.OSA: PO'Farrell ~{draft) __  Date: A/15/%92
GC/EUR: HMorris (drate) Date: 1/14/92

STATE/EUR/ISCA/ECON: KVolker ddraft) Date: 1/16/92
STATE/D/EEA: CRufenacht —{Bubst)  Date:

1/16/92
AA/ReD: RBissell _g;-p;, Date: 1/18/92
Drafted: GC/EUR, Rumu Sarkar: 1/14/%2

U:\C1S.TIC
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ORIG PACKAGE RECEIPTED TO EUR-NILES TAB F
COPIES TO:

g_zs bre i United States Department of Statebc 3 y
4 " Washington, D. C. 20520
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EUR ’
ey
L ! -04 8:15
d;ﬂ’ 0: D - Mr. Eagleburger ﬁ‘\(

cah pFRroM: EUR - Thomas M.T. Ni

H - Janet G. Mulli

SUBJECT: Circular 175: Requestlfor Blanket Authority to
Negotiate and Conclude Assistance Agreements with
Former Soviet Republics

ISSUE FOR DECISION

Whether to authorize the negotiation and conclusion of
bilateral agreements as appropriate with the former Soviet
republics in connection with the provision of assistance.

ESSENTIAL FACTORS

We are proceeding quickly with assistance programs for
several of the former Soviet republics. We are moving forward
with $5 million of assistance funded from reprogrammed FY-91
ESF, a $165 million USDA food aid program, and humanitarian
assistance programs under a series of DOD suthorities. A more
extensive technical assistance program is in preparation anad
additional assistance will also follow.

A.I.D. believes, and we concur, that we need to obtain
agreements with the concerned republics conferring certain
essential legal protections for the ESF program. Under the
proposed agreements, the republics would:

~= provide tax and customs exemptions for U.5.-provided
commodities or equipment, and for U.S. nongovernmental
personnel responsible for implementing the assistance
programs;

== provide immunity for USG assistance personnel from criminal

jurisdiction of local courts, and from civil jurisdiction
of local courts for official acts;

UNCLASSIFIED
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-- allow USG representatives to inspect utilization of the
assistance, and to inspect or audit any records or other
documentation in connection with the assistance, wherever
such records are located;

-- commit to. use commodities, supplies or other property
solely for agreed-upon purposes;

-~ in cases in which the republic is responsible for items
being used for other purposes, to refund their value to the
USG (if the USG deems doing so appropriate); and

-- provide exemptions for aircraft and vessels from landing
fees, navigation charges, port charges, tolls, and similar
charges. ‘

A draft agreement is attached at Tab A. The text would
cover assistance provided by various USG agencies, including
USDA and DOD as well as A.I.D. We believe application of these
protections to the USDA and DOD-provided assistance is prudent
given their scope and visibility, and the inter-related nature
of assistance efforts being implemented by the various USG
agencies.

The draft text provides that we may need to conclude
further, more specific agreements in connection with particular
assistance activities. 1In particular, under the
Food-for-Progress and section 416(b) programs, USDA will need
to conclude separate agreements. This language may also be
useful if we later decide to conclude formal economic and
technical assistance agreements with respect to
A.I.D.-administered programs for the republics. With this in
mind, the draft text provides that the provisions of these
specific agreements will control in the event their terms
conflict. (The need for any additional Circular 175 authority
would be considered on a case-by-case basis).

We will continue to consult with the Hill regarding our
assistance efforts for the former Soviet republics. We do not
believe that specific consultations regarding these agreements
are needed at this time. We would, however, inform the staff
of relevant committees of our intent to seek such agreements.
As we would emphasize to the republics in the course of
negotiations, the conclusion of these agreements would not
itself commit the United States to provide assistance. After
entry into force, each agreement will be reported to the
appropriate committees of Congress under the usual Case Act
procedures, and H will coordinate any necessary Hill briefings,

UNCLASSIFIED
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The proposed agreements do not require environmental
documentation under either the National Environmental Policy
Act of 1969, 42 U.5.C. 4321, or Executive Order No. 12114
(January 4, 1979). The negotiation and conclusion of these
agreements will not entail personnel or funding resource
requirements for the Department of State.

If you approve, Rich Armitage would be able to begin the
process of negotiating these agreements as appropriate during
his forthcoming trips to the former Soviet Union.

RECOMMENDATION

That you authorize D/CISA (or, as appropriate, EUR or the
relevant post) to negotiate and conclude an agreement with each
of the republics based on the text attached at Tab A. Any
changes from that text shall be subject to the concurrence of
L, EUR and D/EEA (which will obtain Clearances from A.I.D. and

co-ordinate as appropriate with other agencies). egotiart
and—cwncTuB1Uﬁ‘Ut‘!gTEEmEHt3"wTth-tze1%@&11ﬂ7’6€§%§§%7’ﬁ$T3§ea,
Tajikisten; TUTKmenistan, istan w
- zn il _specifically—autho .
FEBO / WV
Approve ’ / / L Disapprove
[ LI <{;.
*tﬂhS\J/ﬁalﬁ M

Attachments: ' El
Tab A - Draft Agreement <(L"€"°M Al ¢

Tab B - Memorandum of Lw?ywuuovr LIMITATION SHOWN IN REC.
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Drafted:AID/GC:HMorris::L/EUR: TFBuchwalad®
X-6295 1721/92

Cleared:

D/EEA - Mr. Lehovichl H

P - Ms. van Vporsﬁﬁ/// C - Mr. Wilson

EUR/ISCA - Ms, Griffith M - Mr. Johnson

M/FMP - Ms., Kent L - Mr. Kreczko

- Mr. Bradtk

D/CISA - Mr. Nelson L/PM - Mr. Murphy N“c
L/SFP - Ms. Jacobson 1‘ L/T - Mr. Taft

/P ~ Ms. Heslin AID -~ Mr. Roskens

DOD - Mr. Wolthius AID/EUR - Mr. Merril
USDA - Mr. Goldthwait AID/AA/R&D Mr. Bissel

PM - Mr. Martel
Doc. No. 1415 (30)
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United States Department of State
Washington, D.C. 20520

MEMORANDUM OF LAW

Bubject: Circular 175: Request for Blanket Authority for
Negotiation and Conclusion of Assistance Agreements
with the Twelve Former Soviet Republics

The sccompanying Circular 175 sction memorandum requests
blanket authority to negotiate and conclude agreements with
each of the twelve former Soviet republics (the "countries*)
to obtain certain legal protections in coanection with U.S§.
assistance programs. v

The proposed agreements do not imply or promise any
particular level of assistance. Instead, they establish terms
and conditions regarding assistance that may be provided by
the U.S. government in accordance with applicable laws and
regulations. These terms and conditions include tax and
customs exemptions for U.S.-provided commodities or equipment,
and for nongovernmental personnel responsible for implementing
assistance programs; provision to USG assistance personnel of
status equivalent to that accorded administrative and
technical staff under the Vienna Convention on Diplomatic
Relations; authorization by each of the countries for USG
representatives to inspect utilization of the assistance, and
to inspect or audit any records or other documentation in
connection with the assistance, wherever such records are
located; commitment by each of the countries to use
commodities, supplies or other property solely for agreed-upon
purposes; in cases in which the republic is responsible for
items being used for other purposes, to refund their value to
the USG (if the USG deems doing so appropriate); and provide
exemptions for aircraft and vessels from landing fees,
navigation charges, port charges, tolls, and similar charges.

Legal authority to negotiate and conCclude the agreements
is provided by the President's constitutional responsibilities
for the conduct of foreign relations (Article II, Section I,
Clause I) and the Secretary of State's authority for the
day-to-day conduct of foreign relations (22 U.8.C. section
2656).

In addition, with respect to assistance provided under the
Foreign Assistance Act of 1961, as amended, section 635(b) of
that Act provides that the President may make and perform
agreements with any friendly government or government agency
*in furtherance of the purposes and within the limitations of
this Act." This authority has been delegated to the Secretary
of State by Executive Order No. 12163 (Sept. 29, 1979), as
amended.

J\
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For the foregoing reasons, there is no legal objection to
the propozed negotiation and conclusion cf executive agreements
with each of ‘the twelve countries as described in the
accompanying action memorandum. Any changes in that text shall
be subject to the concurrence of L, EUR and D/EEA.

T.ﬂ f—u ‘“M
Todd P. Buchwald, Acting

Assistant Legal Adviser for
European and Canadian Affairs

X-6295 1/21/92
cleared: L/T:GTaft
L/SFP:LJacobson
L/PM:SMurphy
Doc. No. 1415 (33)
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AGREEMENT BETWEEN
THE GOVERNMENT OF THE UNITED STATES OF AMERICA AND
THE GOVERNMENT OF
REGARDING COOPERATION TO FACILITATE
THE PROVISION OF ASSISTANCE

The Government of the United States of America and the
Government of :

Recognizing the interests of the Government of the United
States of America and the Government of in cooperating
to facilitate the provision of humanitarian and technical
economic assistance to benefit the people of ; and

Recognizing the need to make ' certain practical arrangements
to help ensure the effectiveness of that assistance;

Have agreed as follows:

ARTICLE I
TAXES AND OTHER CHARGES

(a) Commodities, supplies or other property provided or
utilized in connection with United States assistance programs
may be imported into, exported from, or used in free from
any tariffs, dues, customs duties, import taxes, and other
similar taxes or charges imposed by . Or any subdivision
thereof.

(b) Any United States Government or United States private
organization that has responsibility for implementing United
States assistance programs, and any personnel of such private
organization who are not nationals of or ordinarily resident
in and that are present in ——— in connection with such
programs, shall be exempt from (1) any income, social security
or other taxzes imposed by » Or any subdivision thereof,
regarding income received in connection with the implementation
of United States assistance programs, and (2) the payment of
any tariffs, dues, customs duties, import taxes, and other
similar tazes or charges upon personal or household goods
imported into, exported from, or used in ____ for the personal
use of such personnel or members of their families.

(c) The access and movement of sircraft and vessels
operated by or for the Government of the United States of
America in connection with United Btates assistance programs
in shall be free of landing fees, navigation charges,
port charges, tolls and similar charges by ¢+ O any
subdivision thereof.

L\%'
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ARTICLE II
STATUS OF PERSONNEL

Civilian and military personnel of the United States
Government present in _____ in connection with United States
assistance programs shall be accorded status equivalent to that
sccorded administrative and technical staff personnel under the
Vienna Convention on Diplomatic Relations of April 18, 1961.

ARTICLE 111
INSPECTION AND AUDIT

Upon reasonable request, representatives of the Government
of the United States of America may examine the utilization of
any commodities, supplies, other property, or services provided
under United States assistance programs at sites of their
location or use; and may inspect or audit any records or other
documentation in connection with the assistance wherever such
records or documentation are located during the period in which
the United States provides assistance to and for three
Years thereafter.

ARTICLE IV
USE OF ASSISTANCE

Any commodities, supplies, or other property provided under
United States assistance programs will be used solely for the
purposes agreed upon between the Governments of the United
States of America and . If use of any commodities,
supplies or other property occurs for purposes other than those
agreed upon under such programs, which the Government of the
United States of America determines could reasonably have been
prevented by appropriate action of the Government of —_—
the Government of _____ upon request shall refund in United
States dollars to the Government of the Untied States of
America the amount disbursed for such commodities, supplies, or
other property. The Government of the United States of America
may, in its discretion, make available the amount refunded to
finance other costs of the assistance activity involved.

\
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ARTICLE V
OTHER AGREEMENTS

The Government of the United States of America and the
Government of recognize that further arrangements or
agreements may be necessary or desirable with respect to
particular United States assistance activities. In case of any
inconsistency between this Agreement and any such further
written agreements, the provisions of such further written
agreements shall prevail. Nothing in this Agreement shall be
consirued to derogate from the privileges and immunities
granted to any personnel under other agreements.

ARTICLE VI
ENTRY INTO FORCE

This Agreement shall enter into force upon signature by
both parties.

CONE AT » this ____ day of . 1992,
FOR THE GOVERNMENT OF FOR THE GOVERNMENT OF
THE UNITED STATES OF AMERICA: (NAME] :



Finding under Secticn 620(c) of the
- T - (4

[ X mapndg A

"o

Pursuant to section 620(c) of the Foreign Assistance Act cf
1561, as amendeld (the °®Act®), section 1-201(0)(12) of Ezecutive
Order 12163, os amended, and section 4(d) of Stete Department
Delegation of Autherity No. 145, es smended, I heredy find that
spplication of the testriction contained in section 620(c) of
the Act with respect to Armenias, Azerbaijan, Byelarus, Georgis,
Keszakhstan, Kyrgyzstan, Moldovs, Russis, Tejikistan,
Turhmeriston, Ukrsine, and Uzbekista trary to the

natioral security.
[
&\ri;Jst thiﬂé?glfiflz ALY el ;4SR«JC;Z___._

fawrence B/ i}glebu{qer

(\\ “Date k j
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U.S AGENOY FOR
INTERNATIONAL
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ACTION MEMORANDUM FOR THE, ADMINISTRATOR
THRU:  AA/OPS, Scont Spanglegmj'
FROM: AA/R&D, Richard Bissu@"—-b

AA/EUR, David N. Merrill(Mq_

SUBJECT: Assistance to the Newly Independent States of the Former Soviet
Union: Statutory Checklist

Problem: To take into consideration relevant statutory requirements in light of
whether ESF funds (and DA funds, to the extent such funding may be made available
in the future) should be used to provide technical and other assistance to support the
transition of newly independent states of the former Soviet Union into democratic,
free-market societies.

Discussion: A memorandum to you from the AA/EUR dated January 18, 1992
requested you to "take into account” certain statutorily mandated considerations
before assistance to the newly independent states of the former Soviet Union could
be authorized. Your consideration was limited, at that time, to the following
republics of the former Soviet Union with whom the U.S. was establishing diplomatic
relations: Armenia, Byelarus, Kazakhstan, Kyrgyzstan, Russia and the Ukraine. The
State Department is now establishing full diplomatic relations with the remaining
republics of the former Soviet Union (with the exception of Georgia), namely,
Moldova, Azerbaijan, Tajikistan, Turkmenistan, and Uzbekistan. Thus, once again,
we request that you ‘take into consideration the factors described below before
assistance to these republics may be authiorized.

On September 10, 1991, the Secretary of State signed a determination,
pursuant to §620(f)(2) of the Foreign Assistance Act (FAA) of 1961, as amended,
permitting assistance to flow to the Soviet Union. (See Tab A.) Additionally,

Deputy Secretary Eagleburger made s determination, dated January 20, 1992, under
Section 620(c) of the FAA which permits assistance to the republics notwithstanding

(UNCLASSIFIED WITHOUT CLASSIFIED ATTACHMENTS)
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certain indebtedness to U.S. citizens that would otherwise prohibit these republics
from receiving foreign assistance. This determination provides, in substance, that
failing to provide assistance to these newly formed states is contrary to the national
security of the United States. (See Tab B.) Pursuant to these determinations,
assistance to the individual republics that formerly constituted the Soviet Union may
be permitted provided that other statutory requirements are satisfactorily met.

Assistance to the republics is now being considered in the following areas: (1)
increasing the levels of assistance for the previously authorized Democratic and
Economic Initiative Project and the Energy Efficiency and Market Reform Project as
well as developing activities in (2) private sector initiatives, (3) democratic pluralism
initiatives, (4) housing sector reform, (5) bealth care improvement, (6) food systems
restructuring, (7) economic restructuring and financial sector reform, and finally, (8)
making an ESF grant 1o the Eurasia Foundation. All of this proposed assistance is
now pending final Congressional notification and clearance.

Although we are working to include "notwithstanding any other provision of
law” Janguage in legislation for FY 92, such language is not now applicable 10 ESF
funds to be used for the NIS. Therefore, certain factors must be "taken into
consideration” by you before these proposed projects may be obligated from the ESF
account (or the DA account, if such funding is late: made available). In fact, you
normally take into consideration a number of conditions, to the extent that they may
exist, on an annual basis before approving an allocation of assistance to specific
countries. However, in light of the fact that the Coordinator's Office wishas 10
proceed with implementing the proposed projects on an expedited basis, we are
presenting certain issues for your consideration at this time on an 2d hoc basis.

In order to ensure that all relevant statutory requirements have been met,
A.LD. has developed a "country checklist", describing such requirements with
particularity. The items on this checklist have been responded to in substance by the
State Department, and its memorandum is attached hereto as Tab C. In the case of
the five republics of the former Soviet Union discussed herein, only one consideration
is relevant in considering whether to provide assistance.

Section 620(]) of the FAA provides that assistance may be denied if the
recipient country has failed to enter into an investment guaranty agreement with the
United States. As of this date, OPIC is in the process of initiating negotiations with
each of the five individual republics to whom we plan to render assistance.
Although such negotiations are in the process of being initiated, they have not ye!
been finalized and, to date, OPIC has not concluded any bilateral investment
guarantee agreements with these new republics. Please bear in mind, however, that

(UNCLASSIFIED WITHOUT CLASSIFIED ATTACHMENTS)
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statutorily mandated considerations in providing foreign assistance need only be
"taken into account”. The mere existence of such factual considerations does not, in
and of itself, prohibit assistance to the country in question. Thus, in light of the fact
that this process of negotiation has been initiated by OPIC but not concluded as of
this date, we request you to take this into consideration and permit assistance to
move forward as planned.

Recommendation: That you, by your signature below, take into consideration the
circumstances described above, and approve the use of ESF funds (and DA funds to
the extent necessary in the future), subject to the availability of such funds, for
assistance to the five republics named above. Such assistance will be authorized by
separate action, and shall be subject to the determinations made pursuant to

§8620(f)(2) and (c) of the FAA.
11! g’ /‘2 6
/ .
Approved:(/z; '@(é Qﬁ 6%

Disapproved:
Date:23-21- 72

Attachments:
TAB A - Section 620(f)(2) determination by the Secretary
TAB B - Section 620(c) determination by the Deputy Secretary
TAB C - Department of State Memorandum re: Statutory Checklist

(UNCLASSIFIED WITHOUT CLASSIFIED ATTACHMENTS)
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Determination under Bection 620(¢f)
of the

Ioreige Assigtpcze At of 1061 g pepndea

Putsuart to Section 620(f)(2) of the Foreign Assistance Ac:
©f 1961, os amended, (22 U.5.C. 2370(£)(2)), end Bection
1-201(8)(12) of Esecutive Order No>. 12163, 8s amended, 1 hezety
Cetermine that the removal of the Soviet Union from the
OPFlication of Sectien 620(f) of the Foreign Assistence Ace,
for on indefinite pericd, is {mportent to the netional interest

©f the United States.
Tris determinmation shall be tepozrted to the Congress an2

F-Slishe2 in the Fpdecp) Pezicce-,

S
217
James A. Daker, 111
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JUSTIFICATION FOR THE PRESIDENT'S DETERMINATION
TO REMOVE THL PROMIDITION ON OPIC ACTIVITIES
IN THE SOVIET UNION

A determination to gemove the Soviet Union from the
prohibition on assistance to Communist countries is in the
nationsl interest for several teosons. The U.S. supports
efferts within the Boviet Union to estadlish » strong end
functioning democracy and to move Gecisively towasd o marke:
econory. If these tzends continue, the U.8. should suppoere
them by tesponding, step by step, to progress made.

At the tecent Moscow Summit, President Bush underlined his
support for marhet-oriented reforms in the Soviet Unien by
geaffirming Ris desite to promote U.B. trade and investment
with Lhe Soviet Union. To mormalize our trede zelotions, he
has alresdy submitted the U.S.=8Soviet Trade Agreement to
Congress. Ne 0lso ceiterated his commitment to wotk with the
Congress to lift the Btevenson and Dyrd restrictions on
cfficial credit programs. The availadility of OPIC progranms
for U.S. companies seeking to invest in the Soviet Unien would
complement these sctions. Previding technical econermic
assistance is 8lso consistent with the gosl of helping the
Scviets Gevelop & mathet economy.

Moreover, the Soviet Unjon is giving evidence of fostering
the estotlishment of 8 Qenuinely democrotic system, with
respest for internationally gecconized human tights. The
foile2 coup by hardline foctions in the Soviet military and
security forces has sccelersrte2 the estatlishment of o
dewscratic syste™ in the Soviet Union. The coup discresitel
the old guard in the Soviet Covernment end led to the collapse
c{ the Communist Party, the primacy ebstacles to democratic
tefcem and creation of 8 pluctalistic politicsl systenm.

The failute ©f the coup strengthened Soviet lesders, such
es Boris Yeltsin ond leningred Peyos Sobchak, who ste committed
to democsacy and seform. President Gotbachev has teplaced
oppunents Of zeform in key posts == puch 838 the Interier
Pinister, Defense Minister, and heasd of the KCD == angd
sppointed 4n theis place men with strong teform credentials.
More fundamentally, the opposition of the Soviet pecple to the
coup showed that the principles of édemocracy ané rule of law
have taken root in the Boviet Union. Thete is & cleat
consensus for establishmant of & genuinely éemocrotic system
that no Soviet or sepublic lesder can choocse to ignore.

The CPSU‘'s teign of politicel dominance came to on end with
the histosic Bupteme Boviet decree ©f Augnst 29 suspending the
sctivities of the party throughout the Soviet Unien and
seizing fts essets. Geversl tepudlics hove gone further and
cutleved the party completely. As President Dush stated, the
collepse of the tetaliterian non-democratic CPSU is 8 couse for

cheer.
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Des: FP:. Choitman:

Section 620(£)(2) of the Foreign Assistance Act of 1961, os
emendeld, suthorizes the President to temove » Comnunist country
from ineligibility to receive essistence unler the Foreign
Assistonce Act {f the President determines ond reports to the
Congress that such ection s {mportent to the mations] interese
of the United Stotes. The President's asuthority to make such
Geterminations has been Celegeted to the Secretary of Btate
pursuant to Section 1-201(e)(312) of Zaecutive Otder No. 12163
of Septe~der 29, 1979, as emended. On Dehslf of the Becretary
of State., we wish to advise that, putsusnt to these
suthorities, the Secretary of State has determined that it is
iPpoztant to the nationa) interest to temove the Soviet Union
frc= the spplication of Section 6€20(f). I enclese s copy of
the Secretary’'s determinstion snd justification.

Sincerely,

Jenet G. Mullins
Assistart Secretary
Lesislative Affaits

Enzlcsites:
e soptel.

The Hancratle
Dante B. Fascell,
Chaitman, Comrittee on Foreign Affsics,
Mouse ©f Reptesentatives.
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fr Opraams | DELEGATION OF AUTHORITY NO. 10
™: Director of the Task Force for the
Nevly Independent States of the Former Soviet Union
FROM: Associate Adzinistrator for Operations

SUBJECT: General Authorities

Pursuant to By authority as Associate Administrator for
Operations, it is hereby ordered as follovs:

A. With respesct to all former republics of the Soviet Union
(excep: lLatvia, Lithuanis, and Estonia), there is delegated to
the Director of the Tasy Force for the Nevly Independent States

¢ the Forzer Soviet Union all of the authorities delegated to re
froz the Adsinistrater.

B. Any individual designated by the Directer of the Task
Force to be the acting Director of the Task Force during the
absence of the Director of the Task Force is authorized to
pe. foiT the functions delegated hereunder.

€. Al)l references in A.I1.D. Handbooks, policy statements,
guidance cables, and regulations to Assistant Adzinistrators
having responsibility for gecgraphic regions shall be deemed to
include the Director of the Task Forcs.

D. The General Provisions of chapter 1 of Randbook 5 apply,
unless provided othervise in a specific delegation.

E. This Delegation of Authorigy is effective imzediately.

Associate Adniniogrator
for Operations

pate: 3 t 30‘&3
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TAB K

INTERAGENCY AGREEMENT BETWEEN
THE AGENCY FOR INTERNATIONAL DEVELOPMENT
AND
THE DEPARTMENT OF THE TREASURY

SUBJECT: Reimbursement to the Recipient Agency for the
Implementation of the Financial Advisor Component of the Economic
Restructuring/Financial Sector Reform Project, in the New
Independent States (NIS) of the former Soviet Union (collectively,
the "Cooperating Countries").

PROJECT TITLE: Economic Restructuring/Financial Sector Reform
PROJ C N : Financial Advisor PROJECT NUMBER: 110-0009
I PURPOSE: This Agreement between the Recipient Agency and the

Agency for International Development (A.I.D.) defines the
procedures under which A.I.D. will reimburse the Recipient Agency
to implement the Financial Advisor Component in the Cooperating
Countries. .

II. AUTHORITY AND USES OF FUNDS: Pursuant to Section 531 and
Section 632(b) of the Foreign Assistance Act of 1961, as amended
(the "FAA"), and PL 102-266 (the "Continuing Resolution"), A.I.D.
will reimburse the Recipient Agency $4.0 million to implement the
Financial Advisor Component in accordance with this Agreement,
It is understood that these funds will be used in a manner
consistent with the purposes of the Component and in accordance
with the laws and regulations governing the Component. The
Component provides for long- and short-term advisers to be assigned
in the Cooperating Countries as described in Annex A.
Reassignments are permissible, when circumstances warrant, provided
the A.I.D. mission is notified and concurs in advance.

IIT. TERMS AND CONDITIONS: This Agreement is subject to the
following terms and conditions:

A. FISCAL TERMS: 1. (a) Execution of this Agreement will
constitute an obligation by A.I.D. of $2.0 million in FY 1991
Economic Support Fund (ESF) carryover grant funds, originally
planned for Pakistan, and $2.0 million in FY 1992 ESF grant funds
for the component.

(b) The financial plan in Annex B provides a
budget for the implementation of the Component. Within the total
budget amount for the Component, the Recipient Agency may adjust
individual line items, provided that (1) any adjusted line item
does not exceed by more than fifteen (15) per cent of the amount
shown for that 1line item in the financial plan and (2) the
Recipient Agency gives A.I.D. written notice that the adjustments
have occurred. Adjustments to the budget that exceed 15 per cent
for any one line item shall require prior written approval of
A.I.D.



2. (a) The Recipient Agency will bill A.I.D. through
OPAC procedures or by submitting a Standard Form 1081 (SF-1081) to:

Agency for International Development
FM/CARD

Inter-Agency Billing Unit

SA-2, Room 603

Washington, D.C. 20523-0208.

(b) The amount billed will be determined by the
Recipient Agency and will be treated as an advance by A.I.D. This
advance will be liquidated based on the quarterly reports,
described below, detailing the implementation of the Component.

3. (a) For each quarter of the calendar Year, the
Recipient Agency shall provide a quarterly report showing the
amount of the original advance as well as current quarter and
cumulative expenditures as follows:

Cumulative Current Qtr Cumulative
Personnel
Long=term Advisers
S8hort-teram Advisers
Travel
Training
Equipment
(b) The categories of expenditures to be reported
by the Recipient Agency shall follow those provided in the
financial plan as set forth in Annex B attached hereto.

(c) This information shall be provided in summary
for the Component and separately to show the allocation to each
Cooperating Country, if appropriate.

(d) The report will be used to liquidate the
advance authorized hereby. The Recipient Agency shall submit its
quarterly report within 30 days after the end of the applicable
quarter. An original and three (3) copies of the report shall be
furnished to:

Agency for International Development
FM/CARD

Inter-Agency Billing Unit

SA-2, Room 603

Washington, D.C. 20523-0208.

The report must be signed in the original by an authorized official
of the Recipient Agency's billing office.

(e) The quarterly report shall also include a
narrative description of the progress of Component activities,
including separate sections that describe country-specific
activities, as appropriate. An additional copy of the quarterly



report shall be submitted to:

Agency for International Development
Task Force for NIS

Room 4725 NS

Washington, D.C. 20523-0086.

4. Funds not disbursed by the Recipient Agency upon
completion of the Component or disbursed for purposes or activities
not authorized by this Agreement, shall be promptly refunded to
A.I.D.

5. It is understood that the Completion Date for the
Component shall be not later than 18 months from the date this
Project is authorized. "Completion Date" for this purpose refers
to the date by which all A.I.D.-financed goods will have been
delivered and all A.I.D.-financed services will have been provided.
Except as A.I.D. may otherwise agree in writing, funds transferred
under this Agreement may not be used to finance services performed
after the Completion Date or goods furnished after the Completion
Date.

6. The Recipient Agency shall ensure that all statutory
or other restrictions on expenditures of the funds transferred
hereby are fully complied with.

7. Pursuant to Section 632 (b) of the FAA, as amended,
the Recipient Agency may use the funds reimbursed hereby for
obligations and expenditures to implement the Component in
accordance with its own authorities and the authorities conferred
by Section 636 (a) subject to the same terms, conditions, and
limitations as would be applicable to A.I.D.

8. Funds allocated pursuant to this IAA may also be
made available to reimburse allowable, reasonable costs incurred by
the Recipient Agency between May 1, 1992, and the date of this IAA
for the provision of assistance in furtherance of the objectives of
this activity. Such pre-IAA costs may include the expenses
asscciated with the following activities:

a. Financial advisory activities in the Ukraine through
a personal services contract for Mr. Donald Syvrud. Estimated
cost: $20,000.

b. Tax advisory activities in the Ukraine in connection
with personal services contract for Y%r. Robert Conrad. Estimated
cost: $10,000.

c. Travel to the Ukraine for Mr. Andrew Pike for
consultations on tax policy planning. Estimated cost: $10,000.

d. Travel to the Ukraine by Mr. Zolt and Mr. Conrad for
consu~tations on tax policy planning. Estimated cost: $15,000.
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B. PROCUREMENT: 1, The Recipient Agency agrees to use
the funds transferred hereby to cover the administration and
related costs of the Component and the award of grants and
contracts. Except as A.I.D. may otherwise agree in writing, the
Recipient Agency will administer the funds (including procurement
and monitoring actions) in accordance with the Recipient Agency's
procedures and/or A.I.D.'s procedures where appropriate, and upon
prior consultation with A.I.D.

2. Further, except as A.I.D. may otherwise agree in
writing, funds transferred hereby may be used to finance only goods
having their source and origin in the United States and suppliers
of goods or services having the United States as their place of
nationality, as defined in A.I.D. Handbook 1B, chapter 5. Local
procurement in the Cooperating Country in which assistance is being
rendered by the Recipient Agency shall be permissible in accordance
with A.I.D. Handbook 1B, chapter 18. The Recipient Agency shall
keep records on expenditures for items which do not meet U.S.
source, origin and nationality requirements as defined in A.I.D.
Handbook 1B.

C. RECORDS AND REPORTS: 1. The Recipient Agency shall keep
full and complete records and accounts with respect to the funds
transferred hereby in accordance with generally accepted U.S.
Government accounting principles. Further, the Recipient Agency
shall require that all contractors or grantees financed with funds
provided hereunder maintain books and records related to the
Component in accordance with generally accepted accounting
principles as formally prescribed by the United States, the
Cooperating Country, or the International Accounting Standards
Committee (an affiliate of the International Federation of
Accountants). Further, the Recipient Agency shall ensure that all
such books and records of all contractors and grantees financed
with funds allocated hereby may be audited by the Recipient Agency,
A.I.D., or other authorized U.S. Government official for a period
of three (3) years from the expiration of the contract or grant.

2. The Recipient Agency hereby agrees to provide A.I.D.
with copies of all evaluation or other reports generated by federal
or outside sources, and such other information as A.I.D. may, from
time to time, request concerning the progress, impact, or success
of the Component.

D. AUDRIT AND INSPECTION RIGHTS: 1. Audit and inspection
requirements as set forth in the Inspector General Act of 1978, as
amended, (the "Act") shall apply with respect to the funds
transferred hereby, and to the books and records of any contractor
or grantee financed with such funds. The Office of the Inspector
General for A.I.D. shall ensure full compliance with all applicable
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provisions of the Act in coordination with the Office of the
Inspector General for the Recipient Agency, or other appropriate
office, which shall provide all appropriate assistance or other
support.

2. (a) The Recipient Agency shall ensure that grants
with non-U.S., nongovernmental organizations include an audit
clause which requires that if a grantee receives $25,000 per year
or more under such a grant, the grantee agrees that it shall have
an independent financial audit made of the funds provided under
such a grant. The financial audit of the funds disbursed to the
grantee shall determine whether the receipt and expenditure of the
funds provided under the grant are in accordance with generally
accepted accounting principles and whether the grantee has complied
with the terms of the agreement. An audit of the grantee shall be
conducted for each fiscal year. The audits shall usually be
performed annually, but not less frequently than every two years.
The audits shall be performed in accordance with generally accepted
government auditing standards issued by the Comptrolle - General of
the United states.

(b) The Recipient Agency shall ensure that
contracts with foreign contractors include the appropriate audit
and examination of records clauses as specified in the Federal
Acquisition Regulations.

(c) The Recipient Agency shall ensure, by
appropriate written arrangements with aid recipients, that such
A.I.D.-financed assistance shall be subject to audit and inspection
by authorized U.S. Government officials.

E. OTHER AGREEMENTS: 1. The Recipient Agency, with the
assistance of A.I.D. and, if necessary, the United States Embassy
in the Cooperating Countries, shall seek to obtain for its
personnel, contractors, and grantees as well as for any commodities
financed hereunder, exemptions from taxes, duties and fees which
may be imposed by the Cooperating Countries with respect to the
assistance program financed by this Agreement.

2. The Recipient Agency shall ensure, with the
assistance of A.I.D., and if necessary, the U.S. Embassy in the
Cooperating Country, in written arrangements which the Recipient
Agency and/or grantees or contractors financed by the funds
allocated hereby shall enter into with recipients of A.I.D.-
financed assistance that: (1) such assistance shall only be used
for the purposes stated therein and, (2) that if such assistance is
no longer needed for such purposes, that such assistance may be
used for other purposes as may be mutually agreed upon by the
Recipient Agency in consultation with A.I.D.

. 3. The advisers, who will be personal service
contractors or Treasury direct-hire employees, will be under
Treasury's supervision while performing their services in the
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countries of assignment. Treasury, AID/W, and the appropriate
regional AID offices will coordinate and monitor the activities of
these advisers. AID will conduct field visits and will review
reports provided by grantees, contractors, the Recipient Agency,
and Embassy staff travelling through the region. The resident
advisers, through the resident AID mission as appropriate, will
coordinate their activities with the U.S. Ambassador and will keep
him or her informed of such activities.

Treasury advisers have access to certain proprietary
information from host governments which they may not disclose to
U.S. government agencies, including Treasury. In carrying out
their respective roles, Treasury and AID will take into account
that the effectiveness of these advisers would be seriously
undermined if detailed reporting of this sensitive information were
required of them in the performance of their duties. Treasury and
AID will consult if problems arise in this area.

4. The Recipient Agency shall, in cooperation with AID,
participate in the evaluation of program activities funded under
this IAA to insure that these activities are consistent with
overall Project policy, strategy, and management.

F. ¢ Authorized representatives
for this Agreement are the signatories to this agreement, or the
persons acting in or holding their positions. Each party may, by
written notice to the other party, designate additional
representatives for all purposes specified in such notice.

G. ! 1. Implementation Letters
by authorized representatives may be used to record mutually agreed
upon adjustments to the Component Descriptions or to the Financial
Plans without formal amendment to this Agreement. Implementation
Letters shall not be used, however, to modify the text of this
Agreement, which shall only be done through formal amendment
hereto. In addition, A.I.D., from time to time may issue
Implementation Letters to furnish additional information about
matters addressed in this Agreement.



2. This Agreement may be amended, modified or canceled
upon the mutual, written consent of both parties.

Malcolm Butler
Director, Task Force for the
New Independent States
Agency for International
Development

Dated:

Funding:
Appropriation Symbol:
Budget Plan Code:
Funds Control Number:

John R. Hauge
Deputy Assistant Secretary
Eastern Europe and Former

Soviet Union
Department of the Treasury

Dated:

AP



ANNEX A
DESCRIPTION

of the

E ic Rest turing/Fi {al S . :
I. Background and Purpose:

The financial sector reform effort in Russia, Ukraine, Kazakhstan,
and Byelarus is a new and dynamic area and it requires substantial
flexibility of response. Consequently, this component is designed
to permit rapid redeployment of resources in response to new
opportunities. This agreement is intended to support the
implementation by the Department of the Treasury of an activity
that will provide short- and long-term financial advisors to the
central governments of Russia, Ukraine, Kazakhstan, and Belarus and
short-term training to central government officials of the above
countries. Upon prior approval of AID, Treasury may also provide
short- and long-term financial advisers to other Cooperating
Countries. As used in this IAA, the term "Cooperating Countries"
refers to Armenia, Azerbaijan, Byelarus, Kazakhstan, Kyrgyzstan,
Moldova, Russia, Tajikistan, Turkenistan, Ukraine, and Uzbekistan.
AID will advise Treasury with respect to Georgia's eligibility for
assistance.

II. General Tasks:

1. Treasury will negotiate and sign in cooperation with the
Department of State and the Agency for International Development
(A.I.D.), technical project agreements with the appropriate
institutions in the four eligible countries to implement the tasks
described below. '

2. Treasury will carry out advisory, technical assistance and
training activities within the framework of the project.

3. Treasury will provide in writing to A.I.D. the name of the
Treasury official designated as the project officer for this
Interagency Agreement.

4. Treasury will develop detailed, timely work plans, scopes of
work, and other appropriate work planning systems for each task,
based on consultations with the A.I.D. project manager.

5. Treasury will award contracts and grants under Treasury and/or
A.I.D. regulations and procedures to implement the tasks. USG
direct-hire personnel, U.S. citizen or non-citizen, may also be
used, with the concurrence of the U.S. Embassy.

6. Treasury will report quarterly on funding obligations and
expenditures and on the progress in implementation of work
activities. These reports will be included in an overall A.I.D.
report on the Economic Restructuring/Financial Sector Reform
project.

ot



IITI. Specific Activities

A. Long-term Advisers: The following positions will be filled,
primarily with Personal Services Contracts (PSCs) and USG direct

hires, subject to written concurrence of appropriate officials in
Russia, Ukraine, Kazakhstan, and Byelarus and subject to U.S.
Embassy concurrence.

Russia

1. Adviser to the Central Bank on bank supervision. Adviser
would serve bank regulatory officials by assisting senior managers
to develop policies and procedures to ensure a sound banking
system. The priority will be preparation of laws and regulations
to establish procedures for bank examination and evaluation,
including the establishment and enforcement of reserve
requirements, the improvement of capital adequacy and bank

licensing and control procedures, and the design of financial
reporting systems.

2. Adviser to the Central Bank on restructuring state-owned
banks. Adviser would assist by providing qualitative assessments
and recommendations regarding commercial bank restructuring
programs. The priority goals would be to assess procedures used by
commercial banks to review the soundness of their loan portfolios
and to establish debt workout policies, and to assess steps that
may be necessary to attract private investors.

3. Adviser to the Russian Ministry of Finance on tax policy.
Adviser would assist senior officials of the Ministry of Finance on
the preparation of legislation and regulations that will foster
private sector-led growth and proviie adequate revenues by
emphasizing simplicity, neutrality, and transparency. The priority
goal would be to analyze tax proposals to forecast likely economic
effects.

4. Adviser to the inj i on macroeconomic
policy management. Adviser would assist the Minister of Finance,
or his designee, in managing macroeconomic policy, including
fiscal, monetary, and international policies. The priority goal
would be the management of budgetary policies to conform with
stabilization policy objectives.

Ukraine

1. Adviser to the Ukrainian National Bank (UNB) on central bank
functions, including monetary policy, the introduction of a
national currency, and payments systems. The adviser would assist
senior bank officials in developing and implementing monetary
policy, introducing a national currency, and laying the basis for

a sound banking system. The priority will be advice on the
introduction of a national currency, on monetary policy
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implementation, including the establishment and enforcement of
reserve requirements.

2. Adviser to the Ministry of Finance on tax policy. Adviser

would assist senior officials of the Ministry of Finance on the
preparation of legislation and requlations that will foster private
sector-led growth and provide adequate revenues by emphasizing
simplicity, neutrality, and transparency. The priority goal would
be to analyze tax proposals to forecast likely economic effects.

Kazakhstan

1. Adviser to the Ministry of Finance on macroeconomic policy
management. Adviser would assist the Minister of Finance, or his
designee, in managing macroeconomic policy, including fiscal,
monetary, and international policies. The priority goal would be
the management of budgetary policies to conform with stabilization
policy objectives.

Byelarus

1. Adviser to the Central Bank on bank supervision. Adviser
would serve bank regulatory officials by assisting senior managers
to develop policies and procedures to ensure a sound banking
system. The priority will be preparation of laws and regulations
to establish procedures for bank examination and evaluation,
including the establishment and enforcement of reserve
requirements, the improvement of capital adequacy and bank
licensing and control procedures, and the design of financial
reporting systems.

Estimated Timetable: June-September, 1992.

B. sShort-term advisers: Advisers will be employees of the
Recipient Agency, other USG agencies, Personal Services
Contractors, and other private sector contractors. USG personnel
will not be reimbursed for salary and other benefits. Services to
be provided to the Ministries of Finance and other financial
institutions, such as banks, in the eligible NIS countries.
Services may take the form of advice or training on matters such as
deposit insurance systems, domestic and foreign debt management,
bank clearing and payments systems, bank examination and
supervision, and government securities market development. The
location in which services are to take place will be decided upon
by the Recipient Agency, in consultation with AID, State, and the
U.S. embassies of the Cooperating Countries.

Estimated Timetable: June-September 1992.

C. : This item covers travel by long- and
short-term advisers to, from, within the Cooperating Countries, and
to third countries hosting training sessions; travel by direct-hire

W
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USG officials to, from, within the Cooperating Countries, and to
third countries hosting training sessions; travel by Cooperating
Country officials within the Cooperating Countries and to other
countries hosting training sessions; and transportation of the
personal and family effects of the long-term advisers.

D. short-term Training: Training will be for public and private
financial sector officials of the Cooperating Countries, in country
or in overseas locations. Public and private sector officials in
policy making positions or other positions related to the
implementation of economic reforms will be given preference in
terms of training. Training will be in the form of short-term
seminars, lectures, and conferences. Examples of topics to be
covered in the training sessions include: fiscal, monetary, and
international economic policies; bank licensing, examination,
supervision, evaluation, capital adequacy, payments systems, and
the design of financial reporting systems. Expenses covered under
training include: course, seminar, and conference fees; stipends,
per diem, supplies, passports, and insurance.

Estimated Timetable: June-September 1992.

E. Equipment: Equipment includes personal computers, printers, and
fax machines for long-term advisers.
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ANNEX B
Financial Plan
Einancial Advisor Component

($ Thousand, per annum)

Rate Number Expense
Long-term advisers 255 8 2,040
Short-term " 415
Travel/Transportation 955
Short-term training 500
Equipment 90
Total 4,000

Memorandum Items (totals may not add up due to rounding):
1. The total cost of long~term advisers consists of:

4. Compensation and benefits: $977 (rate $122)

b. Contractor support: $787 (rate $98)

c. Other: $44 (rate $6)

d. Contingency (5%): $114 (rate $14)

e. Treasury Processing Costs: $119 (rate $15)

f. Total $2,040 (rate $255)
2. The total cost of short-term advisers consists of:

a. Compensation and benefits $310

b. Other $19

c. Contiagency (5%) $27

d. Treasury Processing Costs $59

f. Total $415

3. Travel/Transportation includes:

a. Long-term advisers $536
b. Short-term advisers, USG TDY $300
c. Foreign officials $119
d. Total $955

4. The provisions of Section III.A.1(b) of the IAA will apply to
the general line items of the financial plan, but not to the

individual lines of the memorandum items.
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Distribytion of Long-term Advisers:

Russia 4 Finance Ministry 2
Central Bank 2

Ukraine 2 Finance Ministry 1
Ukraine National Bank 1

Kazakhstan 1 Ministry of Finance

Byelarus 1 Central Bank




