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10/17/61 SECTION-BY-SECTION ANALYSIS Secs. 101-102
OF (1)
THE FOREIGN ASSISTANCE ACT OF 1961%
(P.L. 87--195)
PART I
CHAPTER 1 - SHORT TITLE AND POLICY

Section 101. SHORT TITLE AND POLICY.

FAA Sec. 10l provides that Part I thereof (Secs. 101-461), which
generally supersedes the nonmilitary assistance portion of the MSA, may be
cited as the "Act for International Development of 1961." Note, however, that
many of the, sections with which the AID will be concerned are found in FAA
Parts II (Secs. 501-511), III (Secs.(601-64T7), and IV (Secs. 701-710), and
are consequently not part of the Act for International Dewvelopment.

Section 102. STATEMENT OF POLICY.

The tenor of FAA Sec. 102 is similar to MSA Sec. 2. It recognizes
the continued threat of international communism but also attempts to insert
a more positive base for U. S. policy by emphasizing, for example, the goal
of demonstrating that economic growth and political democracy can go hand in
hand in developing an enlarged community of free, stable, and self-reliant
countries.

The section also contains provisions directed toward the new concepts
which are developed later in the substantive sections for economic assistance.
Among the new points added: (1) Economic aid is to be based upon long-term
plans in order to promote greater continuity in programs. (2) Aid programs
will be responsive to the efforts of peoples to help themselves. (3) Emphasis
will be placed upon long-range development assistance. (4) Such assistance
will be complemented by the furnishing of surplus agricultural commoditiess
and excess property under other acts. (5) Social as well as economic aspects
of economic growth will be promoted.

In declaring it to be U. 8. policy to support '"freedom of navigation
in international waterways," the section has retained a greatly modified portion
of MSA Section 2(f). It does not include, as the MSA did, any statement against
furnishing aid to countries engaging in economic warfare agaiust other aid-
receiving nations, and there is no requirement for a Presidential determination
concerning the application of these principles. For a related provision, however,
see FA Approp. Act. 1962 Sec. 108,

* FA Approp. Act 1962 Sec. 111, amended P.L. 87-195
to give it this title.
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(2)

The section has few, i{f any, direct legal consequences. It neither
compels nor prohibits AID from engaging in any particular activity. It stould,
however, influence AID in matters of policy. The new points referred to above
were proposed by the administration and represent policies which AID intends to
carry out to the maximum extent possible.

Other points to be noted: Congress has stated there that P.L. 480 is
to be viewed as a "complement" to economic assistance (i.e., it is not simply a
program for surplus disposal). Two references are made to the furnishing of
assistance "upon request" (see 6th and 7th paras.) which may be used as a basis
for a policy requirement that aid arrangements generally will be agreed upon
with the recipient government. In this way AID would be able to assure itself
that its activities will be carried on in response to the needs and desires of
the recipient countries. Occasionally it may be possible to use the purposes
stated in Sec. 101 in satisfying the requirements of other FAA sections which
authorize particular acts to be taken "in furtherance of the purposes" of
Part 1 (e.g., Sec. 607, Sec. 612, Sec. 627, and Sec. 628).

Cross References: Other statements of policy may be found at
several places in the FAA and the FA Approp. Act 1962. See FAA

Sec. 215 (Loans to Small Farmers), FAA Sec. 461 (Assistance to
Countries Having Agrarian Economies) FAA Sec. 635(c) (Maximum use

of voluntary relief agencies), FA Approp. Act 1962 Sec. 107 (Sesting
of Communist China in the United Nations), FA Approp. Act 1962 §ec.
108 (Application of principles of non-discrimination because of race
or religion in negotiations with FAA funds), FA Approp. Act 1962
Sec. 112 (Consideration to nations sharing the U. S. view on the
world crisis).

Next page is Sec. 201 &1
(1)
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(D

CHAPTER 2 - DEVELOPMENT ASSISTANCE

TITLE 1 DEVELOPMENT LOAN FUND

This title provides the basic authority for the President to make
loans for economic development., Although it 18 in many respects similar to
the previous lending authority of the DLF under MSA Secs. 201-206, important
changes include (1) a five-year authorization for annual appropriations, (2)
an authorization for loans and not for other financial transactions, and (3)
a requirement for dollar repayment. Instead of the much debated borrowing
authority, there is an authorization for annual appropriations of no-year
funds in each of five fiscal years starting in FY 1962 and ending in FY 1966,
and an authorization to enter into long-term commitments of unappropriated
funds subject only to the appropriation of such funds,

Section 201. GENERAL AUTHORITY.

FAA Sec. 201(a) directs the President to establish a '"Development
Loan Fund" for use to make loans under this title. This fund is not a corpo-
rate body as provided by MSA Sec. 202(a). Over the Executive Branch's objec-
tions the DLF name was retained on the ground that it is well established and
widely known under the MSA and its retention will promote continuity and avoid
confusion in foreign countries. This provision 1s not intended, however, to
affect the integrated operation of AID (H. Conf. Comm. Rep. p. 46).

FAA Sec. 201(b) is similar in function to MSA Sec. 202(b). It
authorizes the President to make loans with principal and interest payable
only in U. S. dollars "in order to promote the economic development of less
developed friendly countries and areas." The promotion of economic develop-
ment does not require that financing be confined to individual projects; in-
stead "the use of loan funds will be for whatever purposes and activities . . .
will make the most significant contribution to economic growth” (including,
where a national development program is worthy of support, general credits for
support of general imports, capital imports, and capital projects). (HCFA Rep.
p. 15). Reference to "less developed friendly countries and areas' is found
throughout the FAA, and it is understood (a) that the phrase '"less developed"
was used primarily because it contains less of a stigma than the word "under-
developed", (b) that the word "friendly" excludes any country or area dominated
or controlled by the international communist movement (see FAA Sec. 620(d) also),
and (c) that the reference to "areas” has the effect of permitting the furnishing
of assistance, among other things, to dependent overseas territories and argu-
ably to underdeveloped areas of developed countries.

The President is to emphasize assistance to long-range plans and
programs designed to develop economic resources and increase productive
capacities. Unlike MSA Sec. 202(b) the new section contains no authority
regarding investment guaranties (see FAA Secs. 221-224; also FAA Sec. 635(g)(3)
vhich authorizes the President to guaranty payments against certain instruments
acquired in the making of loans). The new section does not explicitly exclude

Next page is Sec. 201
(2)

10
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(2)

from developmert lending the acquisition of equity securities by grant or
direct purchase as did MSA Sec. 202(b), but this prohibition is continued
explicitly by FAA Sec. 635(g)(3) and is applicable to any loans under the
FAA.

The section sets forth six specific considerations to be taken iInto
account by the President in making loans under this title and provides that
such loans shall be made only upon a finding of reasonable prospects of
repayment. The requirement in the MSA that loans be made "only on the basis
of firm commitments by the borrowers to make repayment” has been omitted, but,
according to the HCFA, this "does not involve any less emphasis on repayment"
(HCFA Rep. p. 14). The factors to be taken into account are the following:

(1) "Whether financing could be obtained in whole or in part
from other free-world sources on reasonable terms' -
Same as MSA Sec. 202(b)(1).

(2) "The economic and technical soundness of the activity to
be financed" - Same a3z MSA Sec. 202(b)(2). See FAA Sec. 611
(formerly MSA Sec. 517) which is also applicable to development
loans and requires certain types of planning to precede cbliga-
tions with the object of assuring the soundness of the activity.

(3) "Whether the activity gives reasonable promise of contributing
to the development of economic resources or to the lncreese
of productive capacities in furtherance of the purposes of
this title." Same as MSA Sec. 202(b)(3) except that in the
MSA the phrase '"or free economic institutions'" was incluced
after the phrase "development of economic resources,™

(4) "The consistency of the activity with, and its relationship to,
other development activities being undertaken or planned,
and its contribution to realizable long-range objectives."
This is new.

(5) "The extent to which the recipient country is showing a
responsiveness to the vital economic, political, and social
concerns of its people, and demonstrating a clear determina-
tion to take effective self-help measures" - This is one of
the most important criteria to be included in the new legisla-
tion. It is a stronger statement than the one in MSA Sez. 202(b)
which referred to a '"clear willingness to take effective self-
help measures”" rather than "a clear determination" to do so.
“AA Sec. 618 requires development lending assistance to Latin
~merica to be furnished in accordance with the principles of
the Act of Bogota which includes more specific treatment of
self-help principles. See also the "self-help" section of the
Congressional Presentation "Redbook" entitled The Act for
International Developuent in a Program for the Decade of

Development (pp. 127-137).

Next page is Sec. 201

(3)
I
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(6) "The possible effects upon the United States economy, with
special reference to areas of substantial labor surplus,
of the loan involved." Substantially similar to the second
sentence of MSA Sec. 202(b). This judgment will be made
as of the time of the making of the loan; unanticipated
effects upon the United States economy which develop after
the making of the loan will not affect the loan. See also
FAA Sec. 604(a) which prohibits procurement outside the
United States without a Presidential determination.
The House of Representatives proposed that the following
be included: "If the President finds that a loan.
proposed to be made under this part would have a substan-
tially adverse affect on the U. S. economy, or any substan-
tial segment thereof, the loan . . . shall not be made;"
however, the Conf. Comm. agreed to apply this standard
only to development grants (see FAA Sec. 211) and not
to development loans because they will be repayable in
dollars. H. Conf. Comm. Rep. p. 46.

The fact that the President must "take into account” all of the
above factors does not mean he must reach a favorable conclusion with
regard to each one in order to make a loan, nor that the six factors are
absolute criteria. On the other hand, if conclusions on any of these
factors are unfavorable AID will have serious problems in its relaticn-
ship with Congress and will have to be prepared to explain how it con-
cluded that the propased activity satisfied the unqualified requirement
of the statute that it “promote economic development." Note that (1) and
(6) above, however, are not related to the promotion of economic develop-
ment.,

The President 18 authorized to make such loans "on such terms and

conditions as he may determine." The only statutory requirement {s that
all loans be repaid in dollars. The HCFA recognized (1) that interesit rates

may be aB low as one percent, and some loans will probably be interest free
and (2) that terms of repayment of up to 50 years will be permitted, in some
cases with no repayment of principal for initial periods of up to ten years.
AID will have flexibility to establish terms and conditions that will reflect
the capacity of the recipient country to service its debts. (HCFA Rep. p. lé4;
SCFR Rep. p. B8.) The HCFA stated that arrangements for dollar repayment may
include loans which non-governmental borrowers repay in lacal currencies on
conventional terms to an account which the recipient country agrees to convert
into dollars over a longer period of time (HCFA Rep. p. 14), but AID's position
on this point {8 still under consideration. For other FAA provisions applica-
ble to FAA loans in general see FAA Sec. 635(g).

Borrowers may be one of a number of types. FAA Sec. 635(b) author-
izes the making of loans to "any individual, corporation, or other body of
persons, friendly government, or government agency, whether within or without
the United States.™ Or, as the HCFA stated, AID "will be able to make loans
or extend credits to a variety of borrowers including foreign govermments,

Next page is Sec. 201
(4)
~
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foreign public enterprises, foreign individuals or private firms, U. 8.
individuals and corporations intending to undertake productive investments
abroad and international orgenizations." (HCFA Rep. pp. 14-15). FAA Se=z.
601(b)(4) encourages the President to carry out assistance programs, where
appropriate, through private channels and, as practicable, "in conjunction
with local private or governmental participation, including loans under . . .
section 201 to any individual, corporation, or other body of persons.”

FAA Sec. 205 provides for loans to the International Development Association.
Thus it would be possible, for example, to help finance the costs of an
investment survey under Secs. 231-233 and then to lend funds to the surveyor
to carry out the project.

FAA Sec. 201(c) provides that funds available for development
lending may not be decreased by the authorities of FAA Sec. 610, which
allows the President in some cases to transfer 10% of the funds made avail-
able under one aid category to another aid category, but it will be possible
to use the authority of Sec. 610 in the reverse manner to increase the
amount of funds available for development lending. Nor can the provisions
of Title 1 be waived by the authority of FAA Sec. 6l4(a), which authorizes
the President to use funds and military drawdown authority up to $250 million
without regard to the requirements of the FAA and certain other legislat.on.
Provisions outside title I which affect development lending may be waived
under Sec. 61k(a).

FAA Sec. EOl(d) provides that development lending funds shall not_be
loaned or reloaned at rates of interest "excessive or unreasonable" for the
borrower and in no event higher than the "applicable legal rate of interest"
of the country in which the loan is made. AID will conduct a study to éeter-
mine the applicable legul rates of interest for the various countries in
which loans are to be made. This provision was a compromise adopted instead
of one which would have prohibited relending within the recipient country at
rates of interest more than 5% greater than the rate charged by the U. §.

Cross References: Development lending operations are subject 1o the
requirements of several other FAA sections. See FAA Sec. 611 and

FA Approp. Act.1962 Sec. 102 on completion, before obligation, of’ plans
and cost estimates and computation of benefits and costs; for the
first time development lending is subject to the requirement (FAA
Sec. 611(c) that certain contracts for construction, if practicable, be
made on a competitive basis. FAA Sec. 620(d) requires certain
countries receiving loans for productive enterprises to agree wo
establish procedures to limit the export to the U. S. of the

products of such enterprises. Development lending operations

in Latin American must be furnished in accordance with the

principles of the Act of Bogota (see FAA Sec. 618). Additional
provisions regarding FAA loans in general are set out in FAA Sec.
635(g). Section 4 of The Bretton Woods Agreements Act which
established The National Advisory Council, (22 U.S.C. 286; see

p. 332 of Legislation on Foreign Relations 1960) applies to

Next page is Sec. 201
(5)

.
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Sec. 201

(5)

development lending by its own terms even though MSA Sec. 206

has not been carried over into the FAA. Other restrictions

on development lending operations are FAA Sec. 604 (no procure-
ment outside U. S. unless President makes determination); FAA Sec.
620(a)-(c) (assistance to Cuba, to governments controlled by
international communism or to any government with an acknowledged
debt for goods and services to a U. S. citizen), FA Approp. Act
1962 Sec. 105 (no use of FAA appropriated funds for pensions,
etc., for past, present or future military personnel of recipient
country); FA Approp. Act 1962 Sec. 106 (no use of funds for
Investment Incentive Fund Program); and FA Approp. Act 1962

Sec. 601 (no funds for publicity or propaganda within U. S.).
Development lending, however, is not subject to the requirement
of FA Approp. Act 1962 Sec. 104 that not more than 20% of an
appropriation item may be obligated and/nr reserved during the
last month of availability. Under FAA Sec. 636(f) development
grants may be used for non-administrative expenses of AID in
carrying out development lending and other functions, and
development grant funds would thus be available, for example,

for salaries and travel expenses of technicians who work on
development lending projects. FAA Sec. 634(b) requires

certain publicity concerning each development loan.

Next page is Secs. 202-209

(1)
|
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(1)

Section 202, AUTHORIZATION.

FAA Sec. 202(a) authorizes the appropriation for development
lending purposes of $1,200,000,000 for FY 1962 and $1,500,000,000 for
each fiscal year from FY 1963 through FY 1966. Any unappropriated por-
tion of these authorized amounts in any Fiscal Year may be appropriated
in any subsequent Fiscal Year during the same period in addition to the
amount otherwise authorized to be appropriated for such subsequent Fiscal
Year. The FA Approp. Act 1962 appropriated $1,112,500,000 to remain avail-
able until expended (i.e., “no-year funds™) for this purpose.

FAA Sec. 202(b) i8 new. In recognition for the need for reasonable
advance assurances in the interest of orderly and effective execution of
long-term plans and programs of development assistance, this section provides
that, whenever the President determines that it is “important to the advance-
ment of the United States interests and necessary in order to further the
purposes of this title", the President is authorized to enter into agreements
committing authorized but not yet appropriated development lending funds
"subject only to the annual appropriation of such funds" and the terms &nd
conditions of Secs. 201-205. This provision is an express statement of
authority which would exist in its absence and is designed to serve as
Congressional recognition of the importance of long-range commitments. It
was adopted instead of the so-called borrowing authority with one result
being that development lending operations will not be subject to the Gavern-
ment Corporation Control Act as originally proposed, except for a system of
accounts required by FAA Sec. 635(g)(5). The commitments authorized by this
section will be in some ways similar to certain ones which have been made by
the Executive Branch in past years pursuant to National Security Council
Determination 1550 dated May 8, 1956. Determinations under NSC 1550, hawever,
have generally not included large commitments to support an entire development
plan. This section will not affect the authority of the Executive Branch to
make commitments for other categories of assistance (a.g., development grants
and supporting assistance) in the same manner as previously under NSC 1550,
The H. Conf. Comm., stated that the insertion of the authorization to malke
long-range commitments 'is not intended to imply the absence of similar
authority under other categories of aid.™ (H. Conf. Comm. Rep. p. 48.) The
H. Conf. Comm. stated its understanding that the long-range commitment &uthor-
ity of Sec. 202(b) will permit the Executive Branch to make commitments which
will be "honored™ by the Congress ™unless there is evidence of obvious bad
management or the other country has failed to meet its responsibilities.”

(See in general H. Conf. Comm. Rep. p. 48.)

FAA Sec., 202(c) requires that the President notify the Senate
Foreign Relations and Appropriations Committees and the Speaker of the
House of any agreements making advance commitments pursuant to Sec. 202(b)
"including the amounts of funds involved and undertakings of the parties
thereto.”" Such notification need not be made in advance of the commitment
agreement, but rather "upon conclusion" thereof.

Next page is Secs. 202-205
(2)
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(2)

FAA Sec. 202(d) provides that dollar assets of the DLF previously
made available which remain unobligated and not committed for loans repayable
in foreign currencies when the DLF is abolished in its corporate form shall
be available for use for purposes of this title. Thus DLF dollar assets
committed for local currency loans will not be transferred to the new
&velopment lending category. This will permit orderly liquidation of those
existing DLF commitments which cannot be honored pursuant to FAA Sec. 202
because it is limited to dollar repayable loans. The President under
FAA Sec. 621(c) will designate an officer who may exercise the rights
established with respect to DLF to carry out economic assistance functions.
The dollars received from DLF investment guaranty fee collections are
generally not subject to this provision (see FAA Sec. 222(b)).

Section 203. FISCAL PROVISIONS.

FAA Sec. 203 is based upon MSA Sec. 204(a) and establishes the
revolving character of development lending funds by providing that all
receipts from development loans shall be available for use for the purposes
of the development lending title of the FAA. It makes no change in the
authority granted under the MSA section except that the provision relating
to foreign currencies has been deleted since repayments of loans in foreign
currencies will no longer be possible.

This section applies to loans made in accordance with the authority
of Sec. 201(b) with funds made available for such purpose from the coatingency
funds (FAA Sec. 451) and with funds transferred from other categories of aid
to development lending pursuant to FAA Sec. 610. Whether future dollar
repayments of past DLF loans will be available for use under the FAA devel-
opment lending authority is under consideration. (See FAA Sec. 612 for the
handling of future local currency repayments of past DLF loans.)

Section 204. DEVELOPMENT LOAN COMMITIEE .

FAA Sec. 204 directs the President to establish an interagency
Development Loan Committee consisting of such officers from federal agencies
as he may determine. This is different from MSA Section 205 which specified
the officers who were to be members of the DLF Board of Directors. The
appointment of members of the committee will be with Senate approval except
in the case of officers serving in positions in which they have previously
been approved by the Senate. The Executive Order provides that the Committee
shall consist of the AID Administrator (Chairman), the Chairman of the Board
of Directors of the Export-Import Bank of Washington, the Assistant Secretary
of State for Economic Affairs, the Assistant Secretary of the Treasury dealing
with international finance, and the head of AID's Office of Development
Financing. The purpose of the committee will be to establish standards
and criteria for development lending operations in accordance with the
foreign and financial policies of the United States. Unlike the old DLF

Next page is Secs., 202-205
(3)
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Board of Directors the committee will not be vested with responsibility
for management which is now assigned by the statute to the President and
which has been delegated to the Administrator of AID.

Section 205. USE OF THE FACILITIES OF THE INTERNATIONAL DEVELOPMENT
ASSOCTIATION.

FAA Sec. 205 is new. It authorizes the President to lend up to
10 percent oi development lending funds to the IDA in accordance with the
provisions of the development lending title whenever the President deter-
mines that "it would more effectively serve the purposes of this title and
the policy contained in section 619" (which urges that assistance to newly
independent countries be furnished through multilateral organizations or
plans). Under the IDA Act (P.L. 86-565) borrowing of development loan
funds was not authorized but such borrowing had been contemplated when
the IDA was established. See FAA Secs. 301-303 for the general authority
for furnishing of assistance through international organizatiouns.
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TITLE 11 - DEVELOPMENT GRANTS AND TECHNICAL COOPERATION

The authority included in this title is based upon but is sub-
stantially more general than the authority contained in the technical
cooperation provisions of MSA Secs. 301-305. While the category includes
activities formerly financed with technical assistance funds, it is not
limited to technical assistance but permits financial and capital assist-
ance. As a matter of law the FAA sections authorize any type of activity
which 18 engaged in '"the order to promote economic development." Certain
areas are to be "emphasized" and certain factors are to be "taken into
account,” but the importance to be given to these factors is left to the
discretion of the President.

Section 211. GENERAL AUTHORITY.

(a) FAA Sec. 211{(a) - General Scope: The definition of activities
authorized by the first sentence of FAA Sec. 211(a) i8 more general than
the definition included i{n MSA Sec. 302. It authorizes assistance designed
"to promote the economic development of less developed friendly countries
and areas with emphasis upon assisting the development of human resources
through such means as programs of technical cooperation and development."
MSA Sec. 302 on the other hand set out a much more detailed definition which
defined technical assistance as being '"programs for the international inter-
change of technical knowledge and skills" which (1) had to be 'designed to
contribute primarily to the balanced and integrated development of the
economic resources and productive capacities of economically underdeveloped
areas,"”" (2) could not be among (i) those activities authorized by the United
States Information and Educational Exchange Act of 1948 "as are not related
to economic development' or (ii) activities undertaken pursuant to the
International Aviation Facilities Act or in the administration of areas
occupied by the United States Armed Forces, and (3) were bilateral.

As examples of the general goals of development grants the SCFR
referred to (1) the growth of institutions "that form the bases for economic
development and progress'; (2) the raising of the "educational, technical,
managerial, and professional levels of certain societies’; (3) the supple-
menting of social reform programs; (4) assistance in the creation of compre-
hensive development plans; and (5) the '"development of the basic physical
facilities that modern societies require.'" Specific areas referred to by
the SCFR are (1) education, (2) health, (3) farmer cooperatives, (4) public
administration, (5) agricultural extension services, (6) community develop-
ment, (7) housing, and (8) transportation (See SCFR Rep. pp. 12-14).

Next page 18 Sec, 211
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Under FAA Sec. 636(f) development grants may be used for non-
administrative expenses of AID in carrying out functions under development
lending, under P.L. 480 and under the Act to provide for Assistance in the
Development of Latin America and in the Reconstruction of Chile. Development
grant funds would thus be available, for example, for salaries and travel
expenses of technicians who work on development lending projects.

(v) FAA Sec. 211(a) - Restrictions: In conducting operations
under Sec*tion 211 the President 1s directed to "take into account”
six factors, several of which are similar to the factors included in
FAA Sec. 201 described above. There was no directly comparable provision
in the MSA. MSA Sec. 303 stated certain "prerequisites to assistance'*
but, with the exception of the recipient country's obligation to pay
g "fair share" of the costs of a program, they are not referred to in
the FAA.

Under Section 211 the President must "take into account" -

(L) '"whether the activity gives reasonable promise of con-
tributing to the development of educational or other
institutions or programs directed toward social progress”
This is not in FAA Sec. 201. The SCFR stated that "social
progress'" in this context ''covers the improvement of living
standards wilthin the relatively poor but aspirant
societies, and the development of those institutions
that will give hope and purpose to the lives of the
peoples who comprise such societies." It gave as examplewu
education, health, farmers cooperatives, and public
administration. (SCFR Rep. p. 13)

(2) '"The consistency of the activity with, and its relation-
ship to, other development activities being undertaken
or planned, and its contribution to realizable long-range
development objectives.”" This is almost identical with
FAA Sec. 201(b)(4).

(3) "The economic and technical soundness of the activity to
be financed." This is the same as FAA Sec. 20L(b)(2)
See also FAA Sec. 611 (formerly MSA Sec. 517), which is
designed, among other things, to assure the economic

* In a TC program MSA Sec, 303 required the recipient (a) to pay a
fair share thereof, (b) to provide information and give publicity thereto,
(c) to coordinate such programs with similar programs; (d) to make effec-
tive use thereof; and (e) to cooperate with other nations involved therein.

Next page 1s Sec. 211
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and technical soundness of an activity and to this end
requires in certain cases the completion of plans and ccst
estimates before funds are obligated.

(4) "The extent to which the recipient country is showing a
responsiveness to the vital economic, political, and social
concerns of 1ts people, and demonstrating a clear deter-
mination to take effective self-help measures and a
willingness to pay a falr share of the cost of programs
under this title." Except for the reference to "fair
share'", this is the same as FAA Sec. 201(b)(5). For a
discussion of "fair share” see ICA M.0O. 1005.1.

(5) "The possible adverse effects upon the United States
economy, with specisl reference to areas of substantial
labor surplus, of the assistance involved." This 1s
similar to FAA Sec. 201(b)}(6). 1If the President finds
tha. the assistance will have such adverse effects, the
section requires that the assistance shall not be
furnished. See FAA Sec. 604 and Sec. 620(d) for related
provisions.

(6) "The desirability of safeguarding the international
balance of payments position of the United States." This
is not in FAA Sec. 201.

Even though the HCFA referred to these factors as '"legislative
criteria" (HCFA Rep. p. 25) and the SCFR described them as "strict
criteria", (SCFR Rep. p. 13), 1f a factor is taken into account and a
negative conclusion is reached with regard to it, the assistance generally
will not necessarily be barred thereby as a matter of law. One exception
is the consideration of the impact on the U.S. economy which, 1{f the effect
is found to be substantially adverse, will act to bar the assistance, Also,
as mentioned in connection with development loans, there will probably be a
point at which negative conclusions regarding one or more of these fsctors
would make impossible the basic judgment that the proposed activity will
promote economic development.

In the past because of the requirements of MSA Sec. 303, it has
been the practice of ICA not to furnish technical assistance until a
diplomatic-level bilateral agreement was in effect containing provisions
deemed to satisfy that section. Although there will in almost all cases
continue to be reasons why AID may wish to conclude such agreements before
assistance is furnished, this particular reason will no longer exist. As
a matter of policy AID may continue to include some of the MSA Sec. 303
provisions in its bilaterals.
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(c) FAA Section 211(a) - Terms and Conditions: The President
shall determine the terms and conditions for development grants.
Although such assistance will be furnished principally upon a grant
basis, 1t may also be furnished on other terms such as loans. FAA Sec.
635(a) states, in fact, that all assistance under the FAA shall emphasize
loans. It is expected that loans under this authority would in most
cases be repayable in local currencies. FAA Sec. 635(g) sets out certain
authorities regarding making of such loans. The use of local currency
proceeds from loan repayments would be governed by FAA Sec. 612. Any
dollar repayments would be deposited into Treasury miscellaneous receipts.
In discussing the requirements of FAA Sec. 609 regarding counterpart the
House members of the Conf. Comm. indicated that they expected counterpart
(which as a matter of law is applicable only to supporting assistance funds)
also to be deposited when commodities are made available for sale by recip-
ient countries under development grants '"except in unusual situations."
(H. Conf. Comm. Rep. p. 58)

(d) Sec. 211(a) - Eligible Recipients and Beneficiaries: The
beneficlaries of development grants are limited to "less developed friendly
countries and areas', but FAA Sec. 635(b) provides that loans, grants and
other arrangements may be entered into with '"any individual, corporation,
or other body of persons, friendly government or government agency whether
within or without the United States.' Thus as a matter of law it would be
possible to enter into an agreement with a private U.S. firm to carry out
activities in a less developed friendly country without entering into an
agreement with that country. However, the current emphasis on country
programming will make i1t advisable in all but exceptional cases to conduct
all assistance activities pursuant to agreements with the recipient country.

Formerly technical assistance under MSA Sec. 302 was available for
the benefit of "underdeveloped areas'". For a discussion of the change to
“"less developed friendly countries and areas" see FAA Sec. 201(b) above.

(e) FAA Sec. 211(b) - Capital Facilities: FAA Sec. 211(b)
provides that for recipients in the earlier stages of economic develop-
ment AID should emphasize the development of education and human re-
sources, and the furnishing of capital facilities for other purposes
shall be given a lower priority "until the requisite knowledge and skills
have been developed.'" The purpose of this section is related to but
represents a substantial loosening of the restriction of MSA Sec. 305,
which specified that equipment and commodities might be furnished with
technical assistance funds only where necessary for "instruction or
demonstration" purposes. The passage which gives a lower priority to
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the furnishing of capital "facilities" is interpreted as not including
within its scope the furnishing of capital commodities (e.g. machine
tools) in a non-project assistance program. In addition, as the H.
Conf. Comm. stated, Section 211(b) "does not inhibit such programs for
the development of humen resources as school copstruction and malaria
eradication which go beyond the scope of technical cooperation or
commodity programs designed to generate local currency to carry out
human resources development projects.

* * * *

", . .although capital projects outside the field of human resources
development in countries in the earlier stages of development should
be given a lower priority for development grant financing, such capital
projects are not altogether prohibited." (H. Conf. Comm. Rep. p. 50)

Cross References: (1) On counterpart see FAA Sec. 609; H.
Conf. Comm. Rep. p. 58; ICA M.0. 704.6, (2) FAA Sec. 611 and
FA Approp. Act 1962 Sec. 102 on completion of plans and cost
estimates and computation of cost-benefit ratios are applic-
able to development grants. (3) FAA Sec. 618 requires, among
other things, that economic assistance to Latin America
(including development grants) be furnished in accordance
with the principles of the Act of Bogota. (4) In contrast

to technical assistance projects under the Mutual Security
Appropriation Act of 1961, the FA Appropriation Act 1962 doss
not contain a requirement that development grant projects must
Tirst be Jjustified to Congress before they may be initiated.
(5) FAA Sec. 608 authorizes the use of development grant funds
to establish a revolving fund for the purpose of advance
acquisitions of excess and other property. (6) See FAA Sec.
620 for limitations on eligibility of recipients. (7) FAA
Sec. 604 prohibits procurement outside the U.S. without a
Presidential determination. {(8) FA Approp. Act 1962 Sec. 105
prohibits the use of FAA funds for pension or certain other
similar payments to past or present military personnel of
recipient countries. (9) FA Approp. 1962 Sec. 601 prohibits
the use of FAA funds for publicity or propaganda purposes
within the U.S. not heretofore authorized by Congress. (10)
For waiver authority applicable to development grants, see
FAA Secs. 614(a) and 633. (11) FAA Sec. 635(f) authorizes
the use of development grant funds in carrying out certain
functions under development lending, P.L. 480 and the Latin
American Development and Chilean Reconstruction Act.

Next page is Sec. 212-216
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Section 212. AUTHORIZATION.

FAA Sec. 212 authorizes no-year appropriations in the amount of
$380,000,000 to the President for use beginning in FY 1962 to carry out
the purposes of Section 211. Of this amount $296,500,000 were appropriated
to remain available during FY 1962 only. Portions of this amount are ear-
marked for specific purposes with the result that such funds cannot be used
for any other purpose. Additional non-earmarked funds may also be so used
but if lesser amounts are used, the unused portion of the earmarking is lost.

Technical assistance funds obligated in FY 1961 or earlier

fiscal years and deobligated in FY 1962 may be used pursuant to the
development grant authority on the basis of FA Approp. Act 1962 Section
101. See also FAA Sec. 451 (contingency funds) and FAA Sec. 610 (trans-
fer authority). Funds appropriated pursuant to FAA Sec. 212 (not including
contingency funds or funds transfered from other categories of assistance)
are not subject to the restriction stated in FA Approp. Act Sec. 104 limiting
the amount of any appropriation which may be obligated and/or reserved during
the last month of availability to 20% thereof.

Section 213. ATOMS FOR PEACE.

FAA Sec. 213 is based upon MSA Section 419(a). It authorizes
the President to use up to $2,000,000 of the development grant funds made
available pursuant to FAA Sec. 211 to promote the peaceful uses of atomic
energy outside the U, S. Rather than being exclusive, this authorization
is explicitly "in addition to other funds available for such purposes"”
(same as MSA). Under the MSA a special appropriation was authorized for
this purpose, and, in addition, technical assistance funds were used for
certain training and demonstration projects in the atomic energy field.
Although previously approved reactor programs will continue to be funded,
no additional reactor programs abroad are planned. Instead, the intention
is to shift the emphasis of the program by providing laboratory, field,
and teaching equipment, by improving training in basic and applied nuclear
technology, and by continuing research activities. (HCFA Rep. pp. 26-27;
SCFR Rep. p. 14)

Section 214. AMERICAN SCHOOLS AND HOSPITALS ABROAD.

FAA Section 21h(a) is based upon MSA Sec. 400(c). It authorizes
the President to use development grant funds for assistance to foreign
schools and libraries which were founded or are sponsored by U. S. citizens
and which serve as study and demonstration centers for ideas and practices
of the United States. A proposal to make American-sponsored hospitals
eligible for dollar assistance was not adopted. The cumulative total of
$20 million contained in the MSA has been removed. The HCFA stated that
"priority" will be given to those institutions most likely to make a
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"direct and immediate contribution to economic development such as the
American University at Beirut, including its medical school, and its af-
filiated secondary school, the International College' (HCFA Rep. p. 27).

FAA Sec. 214(b) which is also derived from MSA Sec. 400(c), au-
thorizes the President to use foreign currencies accruing to the U. S,
under any Act without regard to the provisions of the Battle Act (22
U.S.C. 1611 et. seq.), for American-sponsored schools and libraries and
in addition hospitals outside the U. S. which were founded or are spon-
sored by U. S, citizens and which serve as centers for medical treatment,
education and research. An appropriation is necessary for these purposes
because this section is not exempted from the requirements of Sec. 1415
of the Supplemental Appropriation Act of 1953. The FA Approp. Act 1962
appropriated $100,000 pursuant to this section to purchase foreign cur-
rency for an American-sponsored school in Poland.

Section 215. LOANS TO SMALL FARMERS.

With minor exceptions FAA Sec. 215 is identical to MSA Sec. 421.
It expresses the policy of the U, S. to strengthen the economies of less-
developed friendly countries particularly through loans of foreign cur-
rency to small farmers. Although the first sentence expresses a policy
only, the second adds limitations of $25,000 to loans to any association
at any one time and of $10,000,000 for the unpaid balance of all loans
made under the section. On the other hand, Congress made it quite clear
(HCFA Rep. p. 28; H. Conf. Comm. Rep. p. 51) that it did not intend this
section to restrict loans made under any other authority. Consequently,
since this section creates no authority of its own, it should be read only
as a statement of policy.

Section 216, VOLUNTARY AGENCIES.

FAA Sec. 216(a) is based upon MSA Sec. 409(a), It authorizes
the President to use development grant funds to pay transportation charges
from U. S. ports to ports of entry abroad (or to "points" of entry if the
country is landlocked) on relief and rehabilitation shipments to friendly
peoples by the American Red Cross and by U. S. voluntary non-profit re-
lief agencies registered with and approved by the Advisory Committee on
Voluntary Foreign Aid.

FAA Sec. 216(b) is based upon MSA Sec. 409(b) and states that
“where practicable" the President shall make arrangements with the receiving
nation for free entry of such shipments and for the payment by that nation
of the internal shipping costs. The voluntary agency itself may make such
arrangements by itself rather than relying upon the President to do so
(HCFA Rep. p. 29). Whereas under the MSA only shipments for the relief
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or rehabilitation in "nations and areas eligible for assistance,"
Sec. 216 applies to shipments for the relief and rehabilitation "of
friendly peoples" thus broadening the class of eligible recipients
(see H. Conf. Comm. Rep. 51).

Development grant funds are to be used for this purpose rather
than having a separate appropriation as was necessary under MSA Sec. 409.
One MSA provision which no longer applies is MSA Sec. 409(d) which
authorized the use of any MSA funds to pay ocean freight charges on ship-
ments of surplus agricultural commodities (including P. L. 480). This
section became largely superfluous after the subsequent enactment of
Sec. 203 of P. L. 480, title II, which permitted the use of P. L. 480
funds to pay transportation costs of commodities shipped under that
title and title III (title I shipments being covered by Sec. 103 of
P. L. 480).

Cross References: See ICA Regulation 2 (M.0. 106) for procedures
concerning the applicetion of and exceptions to Sec. 216. See
ICA Regulation 3 (M.0. 107) which sets out procedures for
reglistration of agencles with the Advisory Committee on
Voluntary Foreign Aid.
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TITLE III -~ INVESTMENT GUARANTIES

[The following discussion is in a somewhat different format
from the other parts of the Section-~by-Section Analysis and
is an updated version of a paper presented to the House
Foreign Affairs Committee during the 1961 Congressional
Presentation.]

Section 221. GENERAL AUTHORITY

Section 221(a)

"Section 221. General Authority - (a) In order to facilitate and increase
the participation of private enterprise in furthering the development of the

economic resources and productive capacities of less developed friendly
countries and areas, M

This substantially repeats the introductory language of
MSA Sec. 413(b) and Sec. 413(b)(4). The words "encourage and
facilitate" have been changed to "facilitate and ingrease,"
but not with intent to change the meaning. The purpose has
been stated in terms of furthering economic development,
rather than "achieving any of the purposes of this Act,"
but this too is not a change of substance, since other
language of the MSA Sec. 413(b)(4)(A) made clear that
guaranties were to be issued thereunder only for economic
development purposes.
"... the President is authorized to issue guaranties as provided in subsection (b)
of this section of investments in connection with projects, including expansion,
modernization, or development of existing enterprises, ..."

This does not differ in substance from the comparable
introductory language of MSA 413(b)(4). It omits the language
calling for guaranties to be made "through an agency responsible
for administering non-military assistance under this Act,'" and
the language cutting off guaranty-issuing authority on June 30,
1967. The MSA provision for prescribing rules and regulations
is covered elsewhere in the FAA (see FAA Sec. 621(a)).

The FAA does not specify that investments to be guarantied
must be investments in new securities or new productive facilities,
but the legislative history of the original enactment so indicated,
and the guaranty authority has generally been construed to be so
limited. This accounts for the "waiver letter" or "letter of
assurance" procedure which has been developed in the administration
of the program, by which an investor who applies for guaranties is

Next page is Sec. 221(a)
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assured that he will not be prejudiced if he goes shead and makes
his Investment before the guaranty is actually issued.

While purchases of outstanding securities or going businesses
do not, by themselves, ordinarily afford a basis for issuing
guaranties, there are several related areas where the new invest-
ment concept is not coms idered to preclude issuance of guaranties.

For exsmple, where the investor buys up an existing enterprise
with a view to making a substantial additional investment to modern-
ize or expand the enterprise, not only the sums spent on expansion
or modernization (which are specifically authorized to be covered),
but also sums spent to acquire the shell, have sometimes been
treated as guarantiable. Also, where public offering of a foreign
enterprise's new securities 1s contemplated, and the marketability
of such securities depends on availability of guaranty protection
to each successive purchaser, the new investment concept is not
considered to prevent issuance of guaranties which will run with
the security. (Practice under the MSA allowed for the assignment
of guaranties, even though, at the time of assignment, the invest-
ment is no longer a new one.)

"... in any friendly country or area with the government of which the President
has agreed to institute the guaranty program.”

This substantially repeats the MSA language. By 1tself, the
provision does not require that the agreement take any particular
form, or have any particular content beyond agreement to institute
the program. Its purpose 1s satisfied by any manifestation that
the country 1s willing, in a particular case, or in genersl, that
the program be used in an effort to induce the making of investment
in the country. (The fixed turnover-of-assets and subrogation-to-
claims requirements which have been in MSA Sec. 413(b)(4)(C) have
been interpreted, however, to imply the necessity for a bilateral
agreement which would commit the project country to recognize and
make effective such turnover or subrogation. With the more flexible
turnover/subrogation provisions of the FAA (see FAA Sec. 221(d)),
the form and content of the bilateral agreement can be correspond-
ingly more flexible.)

" .. and each project shall be approved by the President."

This repeats the MSA requirement for project approval by
the President, but deletes the requirement for host government
approval. Authority to approve on behalf of the President is
delegated to the program's administrators, and, accordingly,
this requirement does not materially affect the issuance of
guaranties, though it maey serve to make clear that no investor
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has an automatic right to receive guaranties.

Host government project approval, while eliminated as a
statutory requirement, remains as a requirement of existing
bilateral agreements to institute the guaranty program.
Bilateral agreements continue to be required but need not
in the future contain the existing form of approval require-
ments.

", . . The guaranty program authorized by this title shall be administered
under broad criteria, . . ."

This repeats the MSA injunction to administer the program
imaginatively, but deletes the mandate to use the program
"to the maximum practicable extent."

Next page is Sec. 221(b)
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Section 221(b)

"(b.) The President may issue guaranties to United States citizens, or
corporations, partnerships, or other associations created under the laws
of the United States or of any State or territory and substantially
beneficially owned by United States citizens, as well as any wholly-owned
foreign subsidiary of any such corporation."

An Executive Branch proposal to delete the requirement
of the MSA that business entities be United States-chartered,
as well as United States-owned, was not adopted--except in
the case of wholly-owned subsidiaries. Thus, a United States
citizen~-owned corporation chartered in a less developed country,
or in a third country, and investing in a less developed area,
may not obtain an investment guaranty unless it is a wholly-
owned subsidiary of a United States-chartered, United States-
owned corporation. In such a case, however, the guaranty
might not only cover the subsidiary's investment in other
enterprises, but reinvestment of 1ts earnings in new
productive facilities directly owned and operated by it.

It is possible that wholly-owned subsidiaries employed
primarily for purposes of United States income tax avoidance
will not receive guaranties. This policy question has not
Yet been resolved.

Proof of compliance with the "substantially beneficially
owned" test is not necessarily made a condition precedent to
the issuance of guaranties. Rather, responsibility for com-
pliance is placed on the investor, which covenants that it
meets and will continue to meet the requirement. Actual
investigation is then generally left until such later time
as a claim under the guaranty may be filed, except where the
administrators are on notice that there may be a question as
to whether the investor meets the test. In applying the test
with respect to publicly-held business entities, practical
necessity requires treating a United States mailipg address
as some evidence of United States citizenship.

". . .(1) assuring protection in whole or in part against any or all of the
following risks:"

This is comparable to the MSA language, except that it
specifies that the guaranty need not provide full protection
against the risks covered, should it ever happen that an
investor wants, for a reduced fee, to obtain partial protection.

". . .{(A) inability to convert into United States dollars other currencies,
or credits in such currencies, received as earnings or profits from the
approved project, as repayment or return of the investment therein, in
whole or in part, or as compensation for the sale or disposition of all

or any part thereof,"
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This 1s almost identical to the language of the converti-
bility provision of MSA Sec. 413(b)(4)(B)(i). It has been on
the books since 1948, and is construed to authorize the transfer
or conversion of local currency investment proceeds into dollars
when such transfer is blocked by law or by administrative practice,
or when it is permitted only at discriminatory rates of exchange.
There are exceptions for cases where the investor has no right
to expect different treatment, and depreciation and devaluation
of local currency are not covered. The current standard forms
of convertibility guaranties for equity and loan investments
(1ike those for other types of coverage) have not varied greatly
over the years, though they are continuously subject to variation
in the light of experience, and to adaptation to fit the circum-
stances of particular cases.

”...(B) loss of investment,in whole or in part, in the approved project due
to expropriation or confiscation by action of a foreign government,..."

This is in substance the same as the MSA expropriation
provision. Note, however, that 'by action of a foreign govern-
ment" has been substituted for "by action of the government of
a foreign nation." This is intended to make clear that ex-
propriatory action by provincial and municipal governments,
as well as by national governments, is covered.

This is the second oldest type of guaranty coverage
authorized; it dates from 1950. Events in Cuba have tended
to make it of increasing interest, though convertibility
guaranties still lead the field. Expropriation is defined with
some care and at considerable length in the guaranty contracts.
In general, it means governmental action which prevents the
enterprise from controlling its property, or the investors from
controlling or disposing of their investments. (In the case of
loan investments, such action must also prevent payment of
principal or interest on the loan and be taken with expropriatory
intent.)

There are exceptions for legitimate regulatory and revenue-
producing actions and other cases in which such action is brought
on by the investor, or otherwise to be expected. Regulatory or
revenue-producing measures which are adopted with intent to
divest, and which have the required effect upon control of the
business property or the investment are considered to be ex-
propriatory. In a few cases where investors have had contractual
relationships directly with the host governments, breach of contract
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by the host government which materially interferes with the
operation of the project (i.e., is expropriatory in effect)
has been included within the definition of expropriation.
(See the confirmatory definition in Sec. 223(b).)

. and (C) loss due to war, revolution, or insurrection.”

The coverage of war risks authorized hereunder dates from
1956; the rest of the provision is new. Coverage of civil
strife accompanying war,revolution and insurrection and of
damage resulting from sanctions were proposed by the Executive
Branch, but rejected by the Congress.

The war risk guaranty authority has as yet been little
used--only 5 contracts totalling a little over $1 million
had been issued as of 1961. War risk guaranties cover only
damage to physical property, on & coinsurance basis, and the
premium is subject to adjustment in the light of experience
for the later years of the contract.

Presumably the revolution and insurrection coverage now
authorized will be added to new war risk guaranty contracts,
since there is a considerable area of overlap in all three
coverages--probably at no increase in fee.

"... Provided, That the total face amount of the guaranties issued
under this paragraph (l) outstanding at any one time shall not exceed
$1,000,000,000; ..."

This repeats 1n substance the provisions of the MSA with
respect to "ICA-type" guaranties. Note that the ceiling is
only meaningful when funds available for obligation in con-
nection with guaranties would otherwise be sufficient to permit
issuance of guaranties in excess of the ceilhg. Historically
this hkas usually not been the case. OQutstanding guaranties
were $472 million as of June 30, 1961, and available reserves
of $60 million, using the present 25% reserve for each guaranty,
would permit issuance of $240 million additional, for a total
of just over $700 million. Only if reserves were set extremely
low would the ceiling figure be approached.

"... and (2) where the President determines such action to be important
to the furtherance of the purposes of this title, assuring against loss
of not to exceed T5 per centum, any investment due to such risks as the
President may determine, upon such terms and conditions as the President
may determine:..."

Next page is 221(b)
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This represents a modification of the DLF guaranty authority
under MSA Sec. 202(b). It requires an express determination of
importance (delegated to the Administrator) before the authority
can be used. It continues the MSA loan repayment guaranty
authority, but limits such guaranties to not more than 75% of
the principal of any loan. It also authorizes for the first
time all-risk guaranties of equity investments, subject to the
same 75% limitation. It is expected that such guaranties will
more commonly not exceed 50% of the amount of the investment,
and that this authority will be used on a frankly experimental,
high premium, share-the-loss basis, for projects of high priority.
Such guaranties are intended to assure businessmen a fixed, though
limited, recovery, in the event the project fails for any reason,
and thus to meet the objection that it is often impossible to be
certain, without litigation, what the scope of the protection is
under specific risk guaranties.

". . . Provided, That guaranties issued under this paragraph (2) shall emphasize
economic development projects furthering social progress and the development

of small independent business enterprises, and no such guaranty shall exceed
$10,000,000: Provided further, That no payment may be made under this para-
graph (2) for any loss arising out of fraud or misconduct for which the in-
westor is responsible:. N

These limitations were written into the all-risk guaranty
authority at the instance of the Senate Foreign Relations Com-
mittee. The social progress--small business limitation does not
require that all guaranties under this authority fall into one
category or the other.

". . . Provided further, That the total face amount of the guaranties issued
under this paragraph (2) outstanding at any one time shall not exceed $90,000,000."

This is derived from the $100 million MSA ceiling with respect
to "DLF-type" guaranties; $10 million was set aside in Sec. 224 and
earmarked for special all-risk guaranties for Latin American housing,
leaving $30 million for this authority. Note that while the ceiling
on the total guaranty-issuing authority under Sec. 221(b) is $1.09
billion, the legislation does not provide for any increase in avail-
able reserves, and therefore guaranties can be entered into under
this all-risk authority only at the cost of further limiting the
amount of specific-risk guaranties which may be entered into.

", . . Provided further, That this authority shall continue until June 30, 196L."

This limitation, inserted at the instance of the House Foreign
Affairs Committee, emphasizes the experimental nature of the authority.

Next page is Sec. 221(c)
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Section 221(c)

"(c) ©No guaranty shall exceed the dollar value, as of the date of the
investment, of the investment made in the project with the approval of
the President plus actual earnings or profits on said investment to the
extent provided by such guaranty, nor shall any guaranty extend beyond
twenty years from the date of issuance.”

This substantially repeats the provision of MSA
g413(b) (4) (D), except that the phrase "dollar value,
as of the date of investment, of the investment made"
is substituted for the phrase "amount of dollars
invested" in the interest of clarity, since the
guaranty statute obviously contemplates investments
in kind as well as investments in currency.

Next page is Sec. 221(d)
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Section 221(d)

",..(d) The President shall make suitable arrangements for protecting
the interests of the United States Government in connection with any
guaranty issued under section 22l(b), including arrangements with
respect to the ownership, use, and disposition of the currency,
credits, assets, or investment on account of which payment under such
guaranty 1s to be made, and any right, title, claim, or cause of action
existing in connection therewith."

This replaces the fixed turnover/subrogation require-
ment of MSA Sec. 413(b)(4)(C). Such provision has been
construed to require that our investment guaranty agree-
ments, which institute the guaranty program, contain
specific provisions designed to make such turnover and
subrogation effective - e.g., recognizing United States
ownership and agreeing to United States use on a non-
discriminatory basis of local currency turned over to the
United States upon payment of convertibility claims;
recognizing United States ownership of property turned
over to it, and claims to which it is subrogated, in
connection with expropriation guaranties, and agreeing
to direct negotlation and arbitration with respect to
such claims; agreelng to most-favored-nation treatment
for the United States and its nationals in the distribution
of any war damsage payments, reparations, etc., with respect
to property turned over in connection with a warrisk guaranty.

International law doctrines, and constitutional and
statutory law provisions, have sometimes prevented less-
developed countries from agreeing to these provisionms,
especially in connection with expropriation contracts,
and especially in Latin America., For example, constitutional
or statutory provisions in Latin American countries sometimes
bar ownership of real property by a foreign govermment, so
that the govermments of such countries cannot commit them-
selves to recognize turnover of such property to the United
States. Similarly, the Calvo doctrine is considered by
many such countries to inhibit them from recognizing
United States subrogation to clalms, or agreelng to negotiate
and arbitrate such claims.

The new statutory provision, by providing simply for
sultable arrangements to protect the interests of the United

Next page is Sec. 22%(d)
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States in such matters as turnover and subrogation, is
intended to permit flexibility, both in bilateral agree-
ments and in the investment guaranty contracts themselves,
within the limits of the stated criterion. Thus where
legal obstacles in less developed countries inhibit their
entry into standard form investment guaranty bilateral
agreements it would allow exploration of alternative
arrangements, suited to the particular circumstances of
the case, for issuing investment guaranties without
windfall to investors or unreasonable risk of loss to

the United States, It would also allow issuances of
guaranties in advance of final agreement with the host
country on United States turnover/subrogation rights,
where the administrators determined this to be important
to inducing the making of the investments, and determined
that satisfactory final agreement on such rights could
reasonably be expected within a reasonable periocd of

time following issuance of such guaranties. Where,
however, the host country has not indicated even general
agreement to institution of the guaranty program (pursuant
to section 221(&)), a Presidential waiver of campliance with
such requirement pursuant to section 614 would be required.

Next page is Sec. 222
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Section 222. GENERAL PROVISIONS

"General Provisions. (a) A fee shall be charged for each guaranty in an
amount to be determined by the President...."

This replaces as unnecessary the MSA provision which sets a
ceiling of 1% per annum on fees for convertibility guaranties
and h% for expropriation and war risk guaranties. In actual
pragtice fees for each type of guaranty have for some time
been fixed at 1/2% per annum for current coverage, and 1/4%
for standby coverage. (At one time fees as high as 1% were
charged.) Fee income to June 30, 1961 was in excess of
$7 million.

Under the FAA, fee schedules will not necessarily remain
the same. Different fee provisions may be developed for
different combinations of guaranties, as, for example, where
the investor seeks protection against several different types
of risk, not more than one of which is likely to mature.
Consideration may also be given to varying fees according to
the duration of the guaranty, or the place of the investment,
or to making the fees subject to revision (prospectively)
during the life of the guaranty.

", In the event the fee tc be charged for a type of guaranty authorized
under section 221(b) is reduced, fees to be paid under existing contracts
for the same itype of gusranty may be similarly reduced.”

This repeats the substance of a provision of MSA Sec. 413(b)(4)(E).
It has not in fact been used, but such reduction with respect to out-
standing guaranties can only be accomplished, should it appear
desirable to do so, if it is specifically authorized by statute.
See opinion of the GAO (B-124389, July 29, 1955, 35 C.G. 56).

"... (b) All fees collected in connection with guaranties issued under
section 221 (b), under ®ections 202(b) and 413(b)(4) of the Mutual Security
Act of 1954, as amended, and under section 111(b)(3) of the Economic Coopera-
tion Act of 1948, as amended (22 U.5.C. 1509(b)(3)) (exclusive of fees for
formational media guaranties heretofore or hereafter issued pursuant to
section 1011 of the United States Information and Educational Exchange Act
of 1948, as amended (22 U.S.C. 1442) and section 111(b)(3) of the Economic
Cooperation Act of 1948, as amendedQ, shall be available for meeting management
and custodial costs incurred with respect to currencies or other assets acquired
under guaranties made pursuant to section 221(b) of this part, sections 202(b)
and 413(b)(L4) of the Mutual Security Act of 1954, as amended, and section 111(b)(3)
of the Economic Cooperation Act of 1948, as amended (exclusive of informational
media guaranties), and shall be available for expenditure in discharge of
liabilities under guaranties made pursuant to such sections, until such time

Next page 1s Sec. 222
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as all such property has been disposed of and all such liabilities have
been discharged or have expired, or until all such fees have been expended
in accordance with the provisions of this section.”

The fiscal provisions of this Title from Sec. 222(b) on
represent an effort to assemble in one place the fiscal
provisions applicable to the present and all predecessor guaranty
programs (save informational media guaranties), and to express
more clearly the intent of such provisions. The exception for
informational media guaranties will not hereinafter be speci-
fically repeated each time "all guarenties” are referred to.

The above section simply provides for the continuing
avallability of fee income from all outstanding guaranties
to pay claims under guaranties. It also provides (this is
the principal substantive addition to the fiscal provisions
of the guaranty legislation) that fee income may be used to
pay management and custodial costs incurred with respect to
assets turned over to the United States, should that ever
become necessary.

"...{(c) In computing the total face amount of guaranties outstanding
at any one time for purposes of paragraph (1) of section 221(b), the
President shall include the face amounts of outstanding guaranties
theretofore issued pursuant to such paragraph, sections 202(b) and
413(b)(4) of the Mutual Security Act of 1954, as amended, and section
111(b)(3) of the Economic Cooperation Act of 1948, as amended, but
shall exclude informational media guaranties.”

This provides that all outstanding guaranties under
previous programs shall be counted against the $1 billion
total for guaranties authorized under FAA Sec. 221(b)(1).

This includes, lmrgely for convenience, certain "DLF-type"

guaranties issued under MSA Sec. 202(b).
"... (d) Any payments made to discharge liabilities under guaranties
issued under section 221(b) of this part, sections 202(b) and 413(b)(L)
of the Mutual Security Act of 1954, as amended, and section 111(b)(3)
of the Economic Cooperation Act of 1948, as amended (exclusive of
informational media guaranties), shall be paid first out of funds
specifically reserved for such payment pursuant to the proviso to the
second sentence of section 222(e) and thereafter shall be paid out of
fees referred to in section 222(b) as long as such fees are available,
and thereafter shall be pald out of funds, if any, realized from the
sale of currencies or other assets acquired in connection with any such
guaranties as long as such funds are available, and finally shall be

Next page is Sec. 222
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pald out of funds realized from the sale of notes issued under section
413(b)(4)(F) of the Mutual Security Act of 1954, as amended, and section
111(c)(2) of the Economic Cooperation Act of 1948, as amended."

This simply provides that ordinadly guaranty claims are
to be paid first from fee income (in excess of $7 million
as of June 30, 1961), second from income from disposition of
assets (none as of June 30, 1961), and only after these sources
are exhausted from the proceeds of notes 1ssued under the Economic
Cooperation Act of 1948 and the MSA (Jjust under $200 million).
An exception is made to the extent that specific funds have
been set aside for the payment of certain guaranty claims--
i.e., the pre-July 1, 1956 guaranties for which the full face
amount was obligated and set aside as a reserve for payment,
and the"DLF-type" guaranties for which 50% of the face amount
has been obligated and set aside as a reserve from which payment
is to be drawn. (The Attorney General has ruled that such sum
is to be held available for immediate payment, and the balance
of the claim constitutes an obligation of the United States
Government for the payment of which the govermment's full faith
and credit is pledged. This section provides that such balance
is to be paid, in the order prescribed, out of the other un-
earmarked assets remaining available for payment of claims.)

"... (e) All guaranties issued prior to July 1, 1956 (exclusive of
informational media guaranties), all guaranties issued under section 202(b)
of the Mutual Security Act of 1954, as amended, may be considered, and all
other guaranties shall be considered for the purposes of section 3679

(31 U.s.C. 665) and section 3732 (41 U.S.C. 11) of the Revised Statutes,

as amended, as obligations only to the extent of the probable ultimate

net cost of the United States Government of all outstanding guaranties.
Funds obligated in connection with guaranties issued under section 221(b)

of this part, sections 202(b) and L413(b)(4) of the Mutual Security Act of
1954, as amended, and section 111(b)(3) of the Economic Cooperation Act of
1948, as amended (exclusive of informational media guaranties), shall con-
stitute a single reserve, together with funds available for obligation
hereunder but not yet obligated, for the payment of claims under all
guaranties issued under such sections: Provided, That funds obligated in
connection with guaranties issued prior to July 1, 1956, and guaranties
issued under section 202(b) of the Mutual Security Act of 1954, as amended,
shall not, without the consent of the investor, be avallable for the payment
of claims arising under any other guaranties. Funds avalilable for obligation
hereunder shall be decreased by the amount of any payments made to discharge
liabilities, or to meet management and custodial costs incurred with respect
to assets acquired, under guaranties issued pursuant to section 221(b) of
this part, sections 202(b) and 413(b)(4) of the Mutual Security Act of 1954,
as emended and section 111(b)(3) of the Economic Cooperation Act of 1948,

Next page 1s Sec. 222
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as amended (exclusive of informational media guaranties), and shall be increased
by the amount obligated for guaranties as to which all liability of the

United States Government has been terminated, and by the amount of funds
realized from the sale of currencies or other assets acquired in connection
with any payments made to discharge liabilities, and the amount of fees
collected, under guaranties issued pursuant to such sections (exclusive

of informational media guaranties)."

This section govers the obligations recorded and reserves
established in connection with guaranties. 2Prior to July 1,
1956, the full face amount of each guaranty was obligated at
the time of issuance, and such sum has since been considered
as a reserve avallable only for the payment of such guaranty.
The same is true of "DLF-type" guaranties issued under section 202(Db)
of the Mutual Security Act of 1954, as amended, except that the
amount obligated and reserved is 50% of the face amount of the guar-
anty. All other guaranties have been treated as obligations on
the basis of a judgment as to the "probable ultimate net cost”
of the program as a whole (for some time fixed at 25% of face
amount ) and the amount obligated has not been treated as a -
r eserve available only for the payment of each such guaranty,
but simply as a part of the totality of resources, both obligated
and unobligated, which are available as & single reserve, for the
payment of all claims in the order in which they are presented.
Thus with respect to such guaranties, the office of the obligation
is not to create a special reserve, but solely to restrict pro
tanto the authority to write additional guaranties which will
constitute additional potential claims against the totality of
available reserves.

The provision also specifies that any guaranty claims paid,
or management or custodial costs paid, shall reduce the amounts
available for obligation in connection with new guaranties, and
any income or releases of obligations shall increase such amounts.

Next page is Sec. 223
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Sectlion 223. DEFINITICNS.

"Definitions. - As used in this title -~

(a) The term "investment" includes any contribution of capital
commodities, services, patents, processes, or techniques in the form
of (1) a loan or loans to an approved project, (2) the purchase of a
share of ownership in any such project, (3) participation in royalties,
earnings, or profits of any such projects, and (4) the furnishing of
capltal cammodities and related services pursuant to a contract pro-
viding for payment in whole or in part after the end of the fiscal
year in which the guaranty of such investment is made."

This section repeats, with nonsubstantive changes
in language, the MSA definition of investment, which
indicates the term includes contributions in kind as
well as in cash, on any terms which imply a contribu-~
tion to development, and Includes also sales of capital
goods on long credit terms. Few guaranties have been
issued with respect to the latter type of investment,
but authority to issue guaranties in such cases, if
other agencies do not, seems useful. The concept of
investment has also been construed to include guaranties
of repayment given by investors on laons made by
financial institutions.

".es(b) the term "expropriation" includes but is not limited to any
sbrogation, repudiation, or impairment by a foreign govermment of

its own contract with an investor, where such abrogation, repudiation,

or impairment is not caused by the investor's own fault or misconduct,
and materially adversely affects the continued operation of the project.”

This defintiim recognizes that breach of contract
by a host government may be expropriatory, but limits
such treatment to cases where the breach is not ilnvestor-
induced, and is so sericus in its effect as to cause the
investor to be willing to abandon the project and be taken
out of the lnvestment.

Next page is Sec. 224
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Section 224. HOUSING PROJECTS IN LATIN AMERICAN COUNTRIES

"(a) It is the sense of the Congress that in order to stimulate private home-
ownership and assist in the development of stable economies, the authority
conferred by this title should be utilized for the purpose of assisting in
the development in the American Republics of self-liquidating pilot housing
projects designed to provide experience 1n rapidly developing countries by
participating with such countries in guaranteeing private United States
capital available for investment in Latin American countries for the purposes
set forth herein.

"(b) In order to carry out the purposes set forth in subsection (a), the
President is authorized to issue guaranties assuring against the risks of

loss specified in paragraph 221(b)(2) of investments made by United States
citizens, or corporations, partnerships, or other associations created under
the law of the United States or of any State or territory and substantially
beneficially owned by United States cltizens in pilot or demonstration private
housing projects in Latin America of types similar to those insured by the
Federal Housing Administration and sultable for conditions in Latin America.
The total face amount of guaranties issued under this section outstanding

at any one time shall not exceed $10,000,000.

"(c) The provisions of section 222(a), (b), (d), and (e) shall be applicable
to guaranties issued under this section in the same manner and to the same
extent as they apply to guaranties issued under section 221L(b)(2)."

This authority represents an earmarking of $10 million of the
$100 million all-risk guaranty authority originally requested by
the Executive Branch for Latin American housing. It does not
mean that the $90 million all-risk authority of Sec. 221(b)(2)
may not also be used for housing investments, in as well as out
of Latin America. However, Sec. 224 housing guaranties are
subject to somewhat different requirements. The investments
guarantied must comply with the various elements of the state-
ment of purpose in Sec. 224(a) (notably that the investment be in
a "rapidly developing" country which participates in the guaranty),
and the projects must be similar to those insured by FHA and sBuit-
able for conditions in Latin America. On the other hand, Sec. 22h
does not require that there be any bilateral agreement to institite
the gueranty program with the project country, or "sultable arrange-
ments to protect the United States Government interest,’' and does not
limit the duration of the guaranty to 20 years. Neither does it
limit the guaranty to 75% of the investment.

Most of these differences are more apparent than resl. As a
practical matter, Sec. 224k guaranties will not exceed 75% of the
investment, in deference to the Conference Committee Report which
states an understanding to this effect (H.Conf. Comm. Rep. p. 53).

Next page is Sec. 224
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And rapidly developing countries are probably no different from
less developed countries, except that some of the latter may not

be included in the former. Again, while bilateral agreements are
not required, host country participation in the guaranty will
probably cover much of the same ground. And finally, most of

the Sec. 224 requirements will be treated as applicable to
comparable Sec. 221(b)(2) guaranties. In the last analysis,
therefore, availability of Sec. 224 and Sec. 222(b)(2) guaranties of
housing investments in Latin America is a0t likely to differ much.

Next page im Section 231
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TITLE IV - SURVEYS OF INVESTMENT OPPORTUNITIES

This title is new. It provides specific authority for stimulating
the exploration by operating companies of investment possibilities in less
developed areas, other than in extractive industries. This authority is
in addition to other authorities in the FAA (e.g., development grants)
pursuant to which feasibility studies may be undertaken for private in-
vestment (either U. S. or local) or for other projects to be financed
by AID. Onz difficulty with such other authorities has been that the
policy followed has limited the contracting of investment studies to
firms that would not benefit directly from the final project. Also
partly because of policies favoring competition, there has been no way
to respond positively to the initiative of a.private company that would
like to explore the feasibility of a possible investment abroad but does
not feel it is justified, on a purely business basis, in spending the
money for the needed study. To fill this gap, under the new authority,
preference will be given, where possible, to contractors who indicate
a positive interest in undertaking the investment to be studied (who may,
hovever, employ as subcontractors, professional crganizations in a manner
consistent with their usual practice). (See HCFA Rep. pp. 38-40; SCFR Rep.

pp. 17-18).

Section 231. GENERAL AUTHORITY.

In order to encourage and promote the undertaking by private en-
terprise of surveys of investment opportunities, other than surveys of ex-
traction opportunities (defined in FAA Sec. 233(b)), FAA Sec. 231(a) author-
izes the President to "participate in the financing'" of such surveys by cer-
tain persons (defined in FAA Sec. 233(a)) in less developed friendly coun-
tries and areas. U. S. Government participation in such financing will be
on such terms and conditions as the President may determine, except that
such participation may not exceed 507 of the total cost of any such survey.

Within this broad authority the approach to terms and conditions
at the outset will be experimental. They may vary depending upon whether
the initiative for the survey comes from the U. S., from the recipient
government, or from the private firm involved. If AID takes the initiative
to seek out a potential qualified U. S.-investor and encourage its considera-
tion of making a desired investment, the terms and conditions might be
comparatively lenient. Or the funds might be used for contributions to
programs of recipient governments aimed at increasing private investment,
carried out through development banks and similar institutions; in this
instance the recipient government might contribute matching funds and
agree that the surveys to be ultimately financed would satisfy Sec. 23l.

Or if the initiative came from the prospective investor, this authority
would permit a variety of approaches: for example, AID might charge a
non-refundable fee (e.g., 10% of the U. S. commitment) and would only

Next page is Secs. 231-233
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pay the agreed percentage of the survey cost if the investor decided
not to invest (i.e., in a sense, the investor would have an option to
sell the study to the U. S.). The fees, in cases in which the U. S.

did not have to pay its share because the investment was in fact made,
would probably be deposited in Treasury Miscellaneous Receipts. (See
HCFA Rep. p. 39.) Difficult problems in this connection would be the
definition of "making the investment," and how to handle the company which
announces that it does not wish to make the investment and then receives
the U. 5. peyment of up to 50%, but does in fact participate in the
investment indirectly through affiliates, relatives, key personnel,

and other similar means.

FAA Sec. 231(b) provides that if a person who has undertaken
an investment survey determines, within a period of time to be determined
by the President, not to undertske, directly or indirectly, the investment
opportunity surveyed, such person shall deliver to the President a pro-
fessionally acceptable technical report regarding the matters explored.
Such report shall become the property of the U. S., to be disposed of or used as
it deems best by sale or otherwise. The U. S. Government will also be
entitled to have access to and obtain copies of, all subordinate documents
and other materials connected with the survey.

Section 232. AUTHORIZATION.

FAA Sec. 232 authorizes a no-year appropviation not to exceed
$5,000,000 for use beginning in FY 1962 to carry out the purposes of
this title. The FA Approp. Act 1962 appropriated $1i,500,000 to be avail-
able until June 30, 1962, for this purpose.

Section 233. DEFINITION.

In defining the term "person," FAA Sec. »3y-(a) defines the class
eligible for financing under Secs. 231 and 232 a5 (1) U. 8. citizens, or
(2) any corporation, partnership, or other association "substantially
beneficially owned" by U. S. citizens. Senate language conforming the
definition to that in investment guaranties requiring that business
entities must also be U. S.-chartered was not adopted (H.Conf. Comm.
Rep. p. 53), but it is not contemplated that this authority will
normally be used with respect to foreign-chartered corporations.

The Executive Branch proposed here, as in the case of investment
guaranties (Secs. 221-224), that any firm be eligible in which "the majority
beneficial interest is held by U. S. citizens." This was changed to
"substantially beneficially owned" by the Conf. Comm. "in the bellef that
they were substantially identical." (H. Conf. Comm. Rep. p. 53.)
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FAA Sec. 233(b) defines "survey of extraction opportunities,”
a category which 1s excluded from financing under FAA Secs. 231 and
232. Our interpretation of the legislative history is that clearly
the only category of surveys excluded are surveys which deal solely
with extraction. Or, in other words, the type of investment excluded
is that which goes no further than the extraction and preparation of
8 raw material to the first stage of commercial marketability. Any
survey vhich is concerned with a more advanced processing or fabrica-
tion of such m terials would be eligible under Secs. 231 and 232,
Also, any survey which includes both extractlve and non-extractive
elements would be eligible so long as the non-extractive element was
not trivial.

Next page is Sec. 2kl
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TITLE V - DEVELOPMENT RESEARCH

Section 241. GENERAL AUTHORITY.

FAA Sec. 241 is new. It authorizes the President to use
development lending, development grant, international organization;
investment survey, supporting assistance and contingency funds auth-
orized under the FAA (i.e., any "funds made available for" FAA
Part I) "to carry out programs of research into, and evaluation of,
the process of economic development in less developed friendly
countries and areas." The SCFR states that it is expected that
not more than $20 million will be expended on this program, and that
one of the major purposes is to relate research more directly to
specific problems than is now the case (SCFR Rep. p. 18). Research
projects may be undertaken mainly by contract with universities and
other research institutions and agencies, but some work will be done
directly to service AID's regional bureaus. The work will involve
research in both the natural and the social sciences (e.g., "inter-
relationships among economic, political and social changes," SCFR
Rep. ps 19). (See in general HCFA Rep. pp. 40-42 and SCFR Rep. pp.
18-19.
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CHAPTER 3. INTERNATIONAL ORGANIZATIONS AND PROGRAMS

This 1s a new category of assistance which is based in part
upon MSA Sec 306 (Multilateral Technical Cooperation and Related
Programs ), MSA Sec. 404 (Indus Basin), MSA Sec. 4Ol United Nations
Emergency Force, MSA Sec. 407 (Palestine Refugees) and MSA Sec. 415
(NATO and OEEC). One consequence of making this a separate category
is that development grant and supporting assistance funds generally
will not be available for contribution to international organizations,
and programs administered by them. They will, however, be available
for the funding of a series of bilateral agreements between the U. S.
and a number of other countries with the effectiveness of each agree-
ment being conditioned upon the execution of all (e.g., U. S. project
agreements with CENTO countries).

Section 301. GENERAL AUTHORITY.

FAA Sec. 301(a) constitutes a single authority to make
contributions to international organizations formerly made under a
number of MSA sections. It authorizes the President, whenever he
determines it to be "in the naticnal interest," to make voluntary
(as opposed to assessed contributions charged to Department of State
appropriations) on a grant basis to international organizations and
to programs administered by such organization ¢n such terms and
conditions as he may determine in order to further the economic
assistance purposes of the FAA.

FAA Sec. 30L(b) preserves the existing requirement of MSA
Sec. 306(a) that total.U. S. contributions to the United Nations
Expanded Program for Technical Assistance and the United Nations
Special Fund for any calendar year after 1961 may not exceed 40
percent of the total contributions (including sssessed and andited
local costs) for such purpose. (HFCA Rep. p. 43).

FAA Sec. 301(0) preserves in a modified form the existing
requirement of MSA Sec. 407 that in furnishing assistance to the
United Nations Relief and Works Agency for Palestine Refugees in the
Near East (UNRWA), the President shall take account of (l) whether
Israel and the Arab host governments are taking steps toward the
resettlement and repatriation of such refugees, and (2) the extent
and success of efforts by UNRWA and such governments to rectify the
Palestine refugee relief rolls. Under delegation from the President,
the Secretary of State determined that it was in the U. S. interest
to furnish assistance to UNRWA in FY 1961 (HCFA Rep. p. Uk4),

Unlike MSA Sec. U4OT, there is now no requirement that the President
make a progress report to Congress, and there is no explicit authority
to use agencies other than UNRWA for this problem. The absence of
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such explicit authorization, however would not prevent the President
from using the general authority of FAA Sec. 30l(a) to deal with
another orgenization for this purpose.

Cross References: (1) Funds used to make contributions

to international orgenizations or their program are not
subject to the requirements of FA Approp. Act 1962 Sec.

102 regarding the computation of benefits and costs for
water and similar projects. (2) See FAA Sec. 205 (Inter-
national Development Association) and Sec. 707 (Food and
Agricultural Organization). (3) Another restriction appli-
cable to FAA Sec. 302 funds is FA Approp. Act Sec. 104

(no more than 20% to be obligated and/or reserved in the
last month of availability).

Section 302. - AUTHORIZATION,

FAA Sec. 302 authorizes the appropriation of $153,500,000
for FY 1962 to carry out the purposes of Sec. 301 and Sec. 303 (Indus
Basin Development). The full $153,500,000 was appropriated for this
purpose by the FA Approp. Act 1962. These funds will be in addition
t0 other funds available under any other Act for such purposes. No
other category of funds under the FAA, however, may be used for such
purposes since in general it is to be assumed that a specific appro-
priation of an amount for a particular purpose is an indication that
Congress did not intend that other amounts should be used for the same
purpose, See e.g., 34 C,G. 237, 239 (1954). 1In addition, the presence
in the law of several categories of aid in general suggests that there
are meaningful lines separating them. This is a change from the MSA
which specified the funds which might be made available for particular
international programs but did not authorize a separate appropriation fox
all such organizations. Thus it was possible, for example, to use spe-
cial assistance funds for contributions to any international organization
for which funds were not specifically appropriated or limited. Now it
will be possible to make voluntary contributions to any international
organization on a grant basis only from (1) Sec. 302 funds, (2) contin-
gency funds classified as Sec. 302 funds, (3) funds transferred to Sec.
302 pursuant to FAA Sec. 610, or (4) funds covered by a Sec. 6l4(a) de-
termination. Development loan funds and any other funds will be availa-
ble for contribution on a loan basis. A Senate proposal to break down
the $153,500,000 into specific amounts for each of ten organizations was
not adopted.
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Section 303. INDUS BASIN DEVELOPMENT.

FAA Sec. 303 is substantially the same as MSA Sec. LOk.
It specifies that funds made available under theeconomic assistance
authorities of the FAA to be used by or under the supervision of the
International Bank for Reconstruction and Development (IBRD) in
furtherance of the development of the Indus Basin may be used in
accordance with the requirements, standards, or procedures estab-
lished by the IBRD concerning completion of plans and costs
estimates and determination of feasibility, rather than the
requirements, standards, or procedures set forth in this Act
(e.g., FAA Sec. 611 and Sec. 102 of the FA Approp. Act 1962).
It also provides, like MSA, Sec. LOL,that where such funds are made
avajlable to be used in such a manner, they may be used without
regard to the provisions of the 50-50 shipping requirements (Section
901(b) of the Merchant Marine Act of 1936), whenever the President
determines that such requirement cannot be fully satisfied without
seriously impeding or preventing accomplishment of the purposes
of the Indus Basin program, provided that compensating allowances
are made in the same or other areas. Since Section 901(b) of the
Merchant Marine Act of 1936 permits the measurement of whether the
50-50 standard has been met to be made on a ''geographic area" basis
rather than a strict country-by-country basis (see M.0. 1174.2 for
ICA's procedures), it is legally possible to impose a greater than
50-50 burden on any country in the Near East, South Asia region as
compensation for less than 50-50 shipments in the Indus program
without resorting to the special authority of FAA Sec. 303, The
effect of a Sec. 303 determination would be limited to permitting
the AID to impose a greater than 50-50 requirement on countries
outside the Near Fast South Asia region and thereby permit a lower
percentage to be shipped on U. S. vessels for the Indus program.
In measuring compliance with the 50-50 provision one complication
which AID will face is that DLF has applied the 50-50 test to each
loan agreement over the life of the loan, and ICA has applied the
test on an annual basis to all ICA assistance furnished to the
particular country.

Cross References: FAA Sec. 63h4(d) requires the President

to promptly notify the SCFR and the Senate Committee on
Appropriations and the Speaker of the House of any deter-
minations under FAA Sec. 303. See FAA Sec. 603 for other
exemptions from the 50-50 requirement. See ICA Reg. 1

Sec. 201.6(m) for regulations enforcing the 50-50 provision.
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CHAPTER 4 - SUPPORTING ASSISTANCE

This chapter authorizes types of assistance for a nondevelop-
mental purpose formerly authorized by MSA Sec. 131(a) (Defense Support)
and MSA Sec. 400(a) (Special Assistance).

Section 401. GENERAL AUTHORITY.

FAA Sec. 401 is substantially identical to MSA Sec. 400(a).
It authorizes the President to furnish assistance on such terms and con-
ditions as he may determine "in order to support or promote economic or
political stability". This section is designed to authorize the fur-
nishing of assistance, mainly on a grant basis, to meet requirements re-
lating to economic or political stability which are not Jprimarily of an
economic development nature and which do not come properly within the
scope of the other major categories . of aid including requirements for
nonmilitary assistance specifically designed to sustain and increase
military effort, to assure the retention of U.S. base flghts abroad, or
to maintain internal security. (HCFA Rep. pp. 45-47; SCFR Rep. pp. 21-23).
The section limits the recipient of assistance thereunder to "friendly
countries, organizations, and bodies eligible to receive assistance" under
FAA Part 1 (See FAA Secs. 620 and 635(b)). Note that the recipient need
not be "less developed"”.

Supporting assistance joins together in a single category those
programs which, in the MSA, had been labeled "defense support" and some
of the principal programs which were carried out under "special assist-
ance". Supporting assistance, unlike MSA's defense support, is not sub-
ject to any of the requirements formerly contained in MSA Sec. 142(a).
It is, however, subject to a counterpart requirement substantially similar
to that formerly contained in MSA Sec. 142(b) as set out in FAA Sec. 609.

Many of the special programs which formerly were authorized to
be financed out of special assistance have been transferred to develop-
ment grants or contributions to international organizations. See, for
example, Assistance to American-sponsored Schools, and the United Nations
Emergency Force. Certain programs which have previously been financed
out of special assistance funds, such as the malaria eradication program
and the Special Program for Tropical Africa, will now be financed with
development grants because of the loosening of the restriction formerly
applicable to technical cooperation funds on the use of equipment or com-
modities.

Although supporting assistance is designed mainly for assist-
ance on a grant basis, it may be that loans will be desirable partic-
ularly in situations where a recipient country, after applying for a
development loan, has been determined not to -meet the standards for
development loans. In such cases to shift to grants might encourage
other similar countries not to attempt to satisfy the standards for

Next page is Secs. 401-402
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development loans.

Section 402. AUTHORIZATION.

This section authorizes no-year appropriations up to
$465,000,000 to the President for use beginning in the fiscal year 1962
to carry out the purposes of FAA Sec. 401, The FA Approp. Act 1962 ap-
propriated $425,000,000 for this purpose (including $15,000,000 for sup-
porting assistance to Spain) to remain available until June 30, 1962.

Cross References: For other provisions applicable to support-
ing assistance see FAA Sec. 609 (counterpart); FAA Sec. 611
(completion of plans and cost estimates); FAA Secs. 6l4(a) and
633 (Presidential waivers); FAA Sec. 620 (eligibility of recip-
ients); FAA Sec. 635(g) (loans in general under the FAA); FA
Approp. Act Sec. 102 (provision applicable to water resources
projects requiring favorable cost-benefit ratio), FA Approp.
Act Sec. 104 (obligation or reservation of funds within last
month of availability limited to 207 of the appropriation);

FA Approp. Act Sec. 105 (no use of funds for pensions, etc. to
military personnel); FA Approp. Act 1962 Sec. 601 (publicity or
propaganda within the U.S.).
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CHAPTER 5. CONTINGENCY FUND

Section 451, CONTINGENCY FUND.

FAA Sec. 451(a) 1is based upon MSA Sec. 451(b). It
authorizes the appropriation to the President for FY 1962 of up
to $300,000,000 for any assistance authorized by FAA's Part 1
(Secs. 101-461) in accordance with provisions applicable to the
furnishing of such assistance when the President 'determines such
use to be important to the national interest"™. Unlike MSA Sec.
451(b) it may be used for development lending purposes, but, also
unlike MSA Sec. 451(b), it may not be used for military assistance
purposes. The contingency fund may be used to meet requirements
which were tentative or unforeseen at the time of the Congressional
presentation, for assistance in accordance with other aid author-
ities, such as development loans or development grants, investment
surveys, contribution to international organizations, and support-
ing assistance, beyond the amounts programmed or made available for
those categories. (See Exec. Branch Sec.-by-Sec. Analysis, p. 9).
Contingency funds may be used if the necessity of financing the par-
ticular activity is unforeseen or the amount of funds required could
not be determined at the time of a Congressional presentation. The
FA Approp. Act 1962 appropriated $275,000,000 for this purpose to be
available until June 30, 1962.

FAA Sec. 451(b) requires that the President keep the
Committee on Foreign Relations, and the Committee on Appropriations
of the Senate and the Speaker of the House of Representatives
currently informed of the use of funds under this section,

The HCFA stated that it "does not intend that the funds
made available under this authorization shall be used solely at the
discretion of the Administrator of the Act for International Develop-
ment". The Committee went on to state, however, that it understood
"that the President may delegate functions with respect to making
certain determinations and using the contingency fund" but that the
Committee believes 'the President should exert close supervision over
and control of the contingency fund and that obligations incurred
against the fund should be reported and reviewed by him" (HCFA Rep.
P- 50). In this manner the HCFA in effect concurred in the contention
of the Executive Branch that it was no longer bound by its promise
that the determination function with respect to one-half of the con-
tingency fund would be reserved to the President. This promise had
been made on the premise that the Executive Branch request for $500
million would be authorized and is not considered applicable to the
FAA authorization of $300 million .

Cross References: (1) FAA Sec. 642 (authorizes the use
of contingency funds for the support of refugee programs
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heretofore carried out under MSA Secs. 405 and

Sec. 451(c)). (2) FA Approp. Act 1962 Sec. 104
(exempts contingency funds from the requirement

that not more than 20% of funds may be reserved
and/or obligated in the last month of availability).
(3) FA Approp. Act 1962 Sec. 105 (use of funds

for pensions, etc. of military personnel). (&) FA
Approp. Act 1962 Sec. 601 (use of funds for publicity
in the U.S.).
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CHAPTER 6. ASSISTANCE TO COUNTRIES HAVING AGRARIAN ECONOMIES

Section 461. ASSISTANCE TO COUNTRIES HAVING AGRARIAN ECONOMIES

FAA Sec. 461 is new. It provides that the President shall
place emphasis on the programs reaching people who are engaged in
agrarian pursuits or who live in rural areas whenever the President
determines that the economy of any country is in msjor part an
agrarian economy.

The legal consequence of this section are minimal. It
in fact is a statement of policy which could have been included in
the policy statement in Section 102. A House proposal that 50% of
all nonmilitary assistance be furnished in the manner described
above to reach directly or indirectly people engaged in agrarian
pursuits was not adopted at least in part because the Executive
Branch announced that it would make an a priori determination that
all nonmilitary assistance at least indirectly benefits agrarian
peoples. (HCFA Rep. p. 50; H. Conf. Comm. Rep. p. 54).

Next page is Secs. 501-510
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PART III

CHAPTER 1. GENERAL PROVISIONS

This chapter of the FAA contains general provisions
similar to those which have been in the past foreign aid legis-
lation relating to private enterprise (including small business);
shipping; procurement; use and distribution of commodities, foreign
currencies, and other items; patents and technical information;
counterpart; transfer of funds between accounts; completion of plans
and cost estimates; contract authority; availability of funds; and
termination of assistance. FAA Sec. 614 contains special authority,
as has been provided previously in MSA Sec. 451(a), for the President
to use funds or FAA Sec. 510 authority in an amount not to exceed
$250,000,000, and $100,000,000 in foreign currencies in any fiscal
year without regard to certain legal requirements..It also provides
him with $50,000,000 in unvouchered funds.

FAA Sec. 608 is new and authorizes the use of development
grant money for the advance acquisition of Government-owned excess
property and other property. FAA Secs. 618-620 are generally new
and (a) tie most Latin American assistance to the Act of Bogota,
(b) support channelling of aid through multilateral arrangements,
and (c) prohibit assistance to Cube, countries controlled by the
international Communist movement, and countries which fail to meet
certain conditions.

Section 601. ENCOURAGEMENT OF FREE ENTERPRISE AND PRIVATE PARTICI-
PATION.

FAA Sec. 601(a) is substantially identical to MSA Sec.
413(a). In it Congress expresses its recognition of the vital role
which American free enterprise can and should play in the raising uf
levels of production and standards of living anddeclares a U.S,.
policy concerning the encouragement of free enterprise and private
participation. One new provision 1s the inclusion in the policy
statement of the phrase "to encourage the development and use of
cooperatives, credit unions, and savings and loan associations.”
(see H. Conf. Comm. Rep. p. 56).

FAA Sec. 601(b) includes four instructions to the
President designed to encourage participation by private enterprise
in achieving the purposes of the FAA.

(1) It instructs the President to find and draw to the
attention of U.S. private enterprise, opportunities
for investment and development in less-developed
countries and to make agreements with other
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countries which will facilitate such private
investment. The SCFR stated that this pro-
vision "should be read in conjunction with
Part I, Chapter 2, Title IV, which authorizes
more active participation by the Government in
surveys of investment opportunities."

(SCFR Rep. p. 27).

(2) 1t continues the MSA provisions directing the
President to accelerate a program of negotiating
commercial trade and tax treaties, which shall
encourage the flow of private investment and its
equitable treatment in recipient countries.

(3) It continues the MSA provisions directing the
President to seek compliance by other countries
with all treaties for commerce, trade and taxes
and to assist U.S., citizens in obtaining just
compensation for damages arising from violation
of any such treaty. (See FAA Sec. 620(c) for a
related provision concerning unpaid but recog-
nized debts.)

(4) A new provision states that the President shall,
"wherever appropriate" carry out programs
through private channels and "to the extent
practicable" in conjunction with local or private
or governmental participation (including develop-
ment loans to any individual, corporation, or other
body of persons).

Omissions: Two provisions of MSA Secs. 413(c) and 413(d)
have not been reenacted. They required annual studies of the role
of private enterprise and a single study of the role of other indus-
trialized countries, in carrying out MSA purposes. See FAA Secs. 221-

224 for consideration of investment guaranties formerly treated in MSA
Sec. 413(b)(h4).

Section 602, SMALIL BUSINESS.

FAA Sec., 602(a) is substantially identical to MSA Sec. 50k4(a).
It provides that insofar as practicable American suppliers, especilally
small independent enterprises, are to be informed as far in advance
as possible of purchases to be financed with foreign aid funds.
Further, prospective purchasers in countries receiving assistance are to be

Next page is Secs. 601-602
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informed of goods and services produced by small independent
business in the United States. Finally, the President is directed
to provide for "additional services" to give small business a
better opportunity to participate in providing goods and services
under the FAA., Sec. 602(&) applies to both military and non-
military assistance whereas MSA Sec. 504(a) applied only to non-
military assistance. The requirements of this section have been
enforced by ICA through Sec. 201.13 of ICA Regulation 1.

FAA Sec. 602(b) continues MSA Sec. 504(b) creating an
Office of Small Business, headed by Special Assistant for Small
Business.

FAA Sec. 602(c) in many ways duplicates FAA Sec. 602(a)
which applies to military assistance, but nevertheless it has been
retained. It requires the Department of Defense to assist American
small business to participate in the furnishing of commodities and
services procured by the DOD in furnishing military assistance.

Next page is Sec 603
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Section 603. SHIPPING ON UNITED STATES VESSELS.

FAA Sec. 603 is identical to MSA Sec. 509, except for minor
conforming changes. It exempts from the 50-50 shipping requirement
transportation between foreign countries of (1) goods purchased with
foreign currency acquired under the FAA and under P.L. 480, and (2)
fresh fruits and the products thereof. The situation to which this
section most usually applies is the second leg of a so-called
triangular transaction in which, for example, surplus agricultural
commodities are sold to a Western European country in exchange for
that country's currency which in turn on the "second leg" is used to
buy goods for use in the AID program in the third country. See ICA
M.0. 1174.2. Most triangular transactions in the past have been
pursuant to the requirements of MSA Sec. 402. These will decline in
future years because no additional requirement was included in the
FAA (although the old MSA 402 is not repealed by FAA Sec. 642).
Similar triangular arrangements may be made under Title I or P.L.
480 (e.g., =e sec. 104(d))and are exempt from the 50-50 shipping
requirement as a result of this section.

Fresh fruits and the products thereof are exempted because
of their perishable nature and the necessity for refrigeration
facilities which are limited in number on U.S. flag vessels. A
similar exemption is also provided for sales of fresh fruit under
P. L. 480.

A proposal to delete the phrase '"between foreign countries"”
(in order to extend the exemption to "second leg" shipments from U.S.)
was not adopted (See HCFA Rep. p. 65).

Cross References: See FAA Sec. 303 for application of
the 50-50 shipping requirement to the program for the
development of the Indus Basin. See ICA Reg. 1 Sec.
201.6(N) for regulations which enforce the 50-50
requirement The 50-50 shipping requirement itself

is found in Sec. 901(b) of the Merchant Marine Act

of 1936 (46 U.S.C. Sec. 1241).

Next page is Sec. 604(a)
(

Al



11/15/61 Sec. 60L(a)
(1)

Section 604. PROCUREMENT.

FAA Sec. 604(a) is new. It states that "funds made available"
under the FAA may be used for procurement outside the U.S. only if the
President determines that such procurement will not result in adverse
effects upon the U.S. economy or industrial mobilization base which
outweigh the economic or other advantages to the U.S. of less costly
foreign procurement. In any such determination special reference is to
be given to any areas of labor surplus and to the net position of the
U.S. in its balance of payments with the rest of the world. Purchase
outside the U.S. of commodities in bulk may be made only if the purchase
price is lower than the prevailing U.S. price (as adjusted for tramnsporta-
tion, etec.).

The section as a whole applies to all categories of funds and to
both dollars and local currency made available under the FAA.

The requirement for a determination has been interpreted to apply
only to the procurement of commodities. The determination may be made on a
blanket basis rather than individually for each offshore procurement trans-
action and may be on either of two bases: (l) That there will be no adverse
effects, or (2) That the adverse effects will be outweighed by economic or
other advantages to the U.S. The reference to "other advantages" 1s new
and was added at the request of the Executive Branch in order to permit
taking into account foreign and trade policy considerations. The Executive
Branch proposal to continue the provision of MSA Sec. 510, which required
a Presidential determination to prohibit rather than to authorize offshore
procurement,was not adopted.

The President's determination under this section generally leaves
unaffected the procedures followed by ICA since December 1960 to implement
its so-called "limited free world" procurement policy. (See ICATO Circ. 13,
sent 12/6/60 and subsequent messages.) A review is being conducted of these
policies and determinations made thereunder. The text of the President's
determination is set out on the pages following this one.

The requirement regarding prices for procurement in bulk: The
H. Conf. Comm. stated that it understood (1) that Sec. 604(a) would require
procurement in the United States in situations where identical bids on bulk
commodities are received from a U.S. and a foreign bidder, and (2) that this
limitation will not prohibit procurement outside the United States of com-
modities not available in the United States (H. Conf. Comm. Rep. pp. 56-57).
(See discussion under FAA Sec. 60L(b) below.)

FA Approp. Act 1962, Sec. 110 requires that any obligation of FAA
funds in excess of $100,000 for procurement outside the U.S. of any commodity
in bulk shall be reported to the House and Senate Committees on Appropriations
at least twice annually with a statement of the reasons for the President's
determination under FAA Sec. 604(a). Virtually all obligations for bulk
procurement will have to be reported under Sec. 110 because most obligations
permit procurement outside the U.S. even though procurement is likely in
fact to take place in the U.S. Non-bulk procurement need not be so reported
even though a Presidential determination under Sec. 604(a) is still necessary
for such procurement.

Next page is Sec. 604
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THE WHITE HOUSE
WASHINGTON

October 18, 1961

MEMORANDUM FOR THE SECRETARY OF STATE

Subject: Determination under Section 604(a) of the Foreign Assistance
Act of 1961

Section 604(a) of the Foreign Assistance Act requires that:

"Funds made available under this Act may be used for procurement
outside the United States only if the President determines that such
procurement will not result in adverse effects upon the economy of
the United States or the industrial mobilization base, with special
reference to any areas of labor surplus or to the net position of
the United States in its balance of payments with the rest of the
world, which outweigh the economic or other advantages to the United
States of less costly procurement outside the United States, and
only if the price of any commodity procured in bulk is lower than
the market price prevailing in the United States at the time of pro-
curement, adjusted for differences in the cost of transportation to
destination, quality, and terms of payment,"

This section requires that procurement outside the United States using
funds available under the Foreign Assistance Act of 1961 may be under-
taken only if 1 determine that, on balance, there is no net detriment to
the United States. I am in clear and fundamental agreement with this
principle, and trade and foreign policy objectives which I have repeated-
ly endorsed, including my message on the balance of payments of February
6, 1961, already substantially provide this assurance.

As 1 indicated in that message, "our foreign economic assistance programs
are now being administered in such a way as to place primary emphasis on
the procurement of American goods. ., . ., This restriction will be main-
tained until reasonable over-all equilibrium has been achieved." Under
this policy, which 18 continued in force by my determination below, the
preponderant bulk of foreign assistance procurement will be made in the
United States. The necessity for this is clear; such procurement will
contribute generally towards resolving our balance of payments difficul-
ties, and also helps stimulate industries in labor surplus areas.

On the other hand, cogent trade and foreign policy objectives and assist-
ance program goals require limited amounts of procurement outside
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the United States. Some commodities needed in our assistance programs
are not produced in the United States, or are not available in the quan-
tities required at the time needed. Procurement from less developed
countries, as provided below, advances their economic development, there-
by contributing to the objectives of the assistance program and shorten-
ing their dependency on foreign assistance. Procurement of military ma-
terial outside the United States is necessary, in some instances, to
carry out projects important to our national security.

Therefore, 1 hereby direct that funds made available under the Foreign
Assistance Act of 1961 for non-military programs not be used for procure-
ment from the following countries: Australia, Austria, Belgium, Canada,
Denmark, France, Germany, Hong Kong, Italy, Japan, Luxembourg, Monaco,
Netherlands, New Zealand, Norway, South Africa, Sweden, Switzerland, and
United Kingdom. Upon certification by the Secretary of State, however,
that exclusion of procurement in these countries would seriously impede
attainment of U. S. foreign policy objectives and the objectives of the
foreign assistance program, the Secretary of State may authorize specif-
ic exceptions which involve procurement in the excluded countries.

I also hereby direct that funds made available under the Foreign Assist-
ance Act of 1961 for military assistance programs not be used for pro-
curement outside the United States except to procure items required for
military assistance which are not produced in the United States, to make
local purchases for administrative purposes, and to use local currency
available for military assistance purposes. Upon certification by the
Secretary of Defense, however, that exclusion of procurement outside the
United States would seriously impede attainment of military assistance
program objectives, the Secretary of Defense may authorize exceptions to
these limitations.

In the event that changed domestic or foreign conditions warrant, the
Secretary of State in the case of non-military assistance, and the Secre-
tary of Defense in the case of military assistance, shall consult with
the Secretary of the Treasury, and other appropriate agencies, and rec-
ommend modification as may be appropriate in policies for procurement
using funds made available under the Foreign Assistance Act of 1961. 1In
the event that procurement outside the United States under the above con-
ditions seriously threatens to affect adversely the industrial mobiliza-
tion base or the economy of an area of labor surplus, the Secretary of
State in the case of non-military assistance and the Secretary of De-
fense in the case of military assistance, shall consult with the Secre-
tary of Commerce and other appropriate agencies and recommend such action
as may be appropriate.

For the reasons and under the conditions stated above, and pursuant to
the requirements of Section 604(a) of the Foreign Assistance Act of 1961
(PL 87-195), 1 hereby determine that the use of funds made available
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under the Act for procurement from sources outside the United States

will not result in adverse effects upon the economy of the United States
or-the industrial mobilization base, with special reference to any areas
of labor surplus or to the net position of the United States in its bal-
ance of payments with the rest of the world, which outweigh the economic
and other advantages of less costly procurement outside the United States.
Procurement outside the United States shall be from Free World sources,

in any case. The effective date of this determination shall be Septem-
ber 30, 1961.

This determination shall be printed in the Federal Register.

/8/ John F. Kennedy
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FAA Sec. 604(b) restates the first sentence of MSA Sec. 510
and prohibits the use of any FAA funds for purchase of commodities in
‘bulk at prices higher than the market price prevailing in the U. S. at
the time of purchase, adjusted for difference in the cost of transporta-
tion to destination, quality, and in terms of payment. The MSA exclusion
from this prohibition of the purchase of raw cotton in bales is not con-
tinued. The prohibition of Sec. 604(b) extends to all funds made
available under the FAA whereas the comparable MSA prohibition applied
as a natter of law only to defense support funds. According to the
HCFA, the phrase "in bulk" in both Sec. 604(a) and Sec. 604(b) refers
to "quantity purchases not earmarked for a special project, (nom-project
assistance)," and "special purchases"for project assistance are not
intended to be covered by the prohibition (HCFA Rep. p. 65). As the
House Report on the original price provision enacted in 1949 pointed
out, the provision "does not tie the Administrator's hands in single
transactions for special purposes." However, ICA Regulation 1 (subpart D)
has applied the standards of this section to commodity procurement in
general, whether in bulk or not and whether for project or nonproject
assistance.

FAA Sec. 604(c) is substantially the same as the last sentence
of MSA Sec. 510. It requires procurement in the U. S., to the maximum
extent practicable and when in furtherance of the purposes of the FAA,
of surplus agricultural commodities financed under the FAA unless the
commodity is not available in the U. S. in sufficient amounts to meet
the "emergency" (a new word) requirements of recipients.

FAA Sec. 604(d) is based upon MSA Sec. 131(c). It requires
(1) that U. S. dollars be made available for marine insurance on
commodities procured in the U, S. where such insurance 1is placed on

a competitive basis in accordance with normal pre-World Wer II trade
practice, and (2) that if a recipient country discriminates ''by statute,

decree, rule or regulation" against any marine insurance company auth-
orized to do business in the United States, commodities purchased with
FAA funds and destined for such country shall be insured in the U. S.
against marine risk with a company or companies authorized to do marine
insurance business in the U. S. (HCFA Rep. p. 66). See ICA M. O.
1175.1,

The MSA provision applied as a matter of law to defense
support funds, but it has been ICA's practice in the past and the
new section will require in the future that the provision be given
general application to all categories of economlc assistance under
the FAA. It does not apply to procurement under military assistance
because the definition of "commodity" in FAA Sec. 64k(c) limits the
scope of the term as used in the FAA to nonmilitary assistance, Although
the statute refers to discrimination '"by statute, decree, rule or regula-
tion, the existence of discrimination may be deduced from a prevailing
practice whirch excludes dollar availabilities for the purchase of marine
insurance.

Next page 1s Sec. 605
(1)
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Section 605. RETENTION AND USE OF ITEMS.

FAA Sec. 605(a) is substantially identical to MSA Sec. 511(b).
The section makes provision for cases which may arise when changing
circumstances make it inadvisable to furnish goods which have already
been procured for AID programs. (SCFR Rep. p. 29). It permits any
commodities or defense articles procured to carry out the FAA to be
retained or transferred to any agency of the U.S. Government upon
reimbursement rather than transferred to an aid recipient when the
President determines that such retention or transfer will serve the
best interests of the U.S. or when such retention is called for by con-
current resolution. Disposal of such items to prevent their spoilage
or wastage or to preserve their usefulness may be made without regard
to laws governing disposal of U.S. Government property. Money received
from such disposal or transfer shall revert to the account out of which
the original procurement was made or the account out of which similar
procurements could currently be made. The Department of Justice
believes that concurrent resolution procedures raise difficult questions
of constitutionality. See also FAA Sec. 617 for termination of
assistance.

FAA Sec. 605(b) is derived from MSA Sec. 505(a). It provides
that whenever commodities are transferred to the U.S. Government as
repayment of assistance u - the FAA, such commodities may be used in
furtherance of FAA's puri. and within its limitations. Thus, for
example, commodities recw=ii 1 in exchange for supporting assistance may
be used undei the development grant authority. This provision is based
upon the former second sentence of MSA Sec. 505. It makes possible
arrangements wher:dy, for example, the United States may furnish a
European count:y with one kind of commodity in return for a second kind
which in turn is then furnished to another country (SCFR Rep. p. 29).

A sper® 7 a2xceptic:. “.rmerly ccrntained in MSA Sec. 505(a) concerning

the -pment Loeai: Fund wr+ deleted because under the FAA, development

1- be repz. 1in ¢~ ars so that the provisions of this section
W avply
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Section 606. PATENTS AND TECHNICAL INFORMATION.

FAA Sec. 606(a) is substantially identical to MSA Sec. 506(b).
It provides an exclusive remedy against the U. S. Government for un-
authorized "practice" within the U. S. of a patent or violation of other
proprietary rights in connection with the furnishing of assistance
under the FAA. The MSA referred to "use" of a patent rather than
"practice”" thereof, a difference which may involve special definitions
used in U. S. patent law. Remedy by suit in the appropriate District
Court or the Court of Claims within six years after the cause of
action arises (but such six-year period shall not begin while the
U. S. Government is in possession of the claim and has not mailed
a notice of denial thereof) is supplemented by an alternative settle-
ment authority in the head of the appropriate agency. The reference
to the last paragraph Section 1498(a) of title 28 of the United States
Code incorporates existing law allowing Government employees to bring
patent suits against the Government in certain instances.

FAA Sec. 606(b) is substantially similar to MSA Sec. 506(c).
It provides that the head of the U. S..Government agency concerned may
settle and pay anyclaim under Sec. 606(a) provided the claimant
accepts the payment as full satisfaction of his claim.

FAA Sec. 606(c) is new. It prohibits expenditures by the
U. S. Government of any FAA funds for the acguisition of any drug or
pharmaceutical product manufactured outside the United States if
the"manufacture" thereof in the U. S. would have infringed a U. S.
patent. Thus, the fact that the actusl use of the patented informa-
tion may be in a country which does not itself recognize the patent
does na remove the prohibition of this section. The H. Conf. Comm.
indicated that it is the intent of this amendment that it apply only
to procurement by the United States Government and not to foreign
government purchases (H. Conf. Comm. Rep. p. 57). What constitutes
a "manufacture" may also involve a special definition of that term
as used in U. S. patent law.

Next page is Sec. 607
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Section 607. FURNISHING OF SERVICES AND COMMODITIES.

FAA Sec. 607 is substantially similar to MSA Sec. 535(b).
It authorizes U.S. Government agencies to furnish services and
cammodities on an advance-of-funds or reimbursement basis to
friendly countries, international organizations, the American Red
Cross, and Voluntary Nonprofit Relief Agencies registered with and
approved by the Advisory Cammittee on Voluntary Foreign Aid. It
permits the U.S. agency to credit funds received in reimbursement
for services and cammodities furnished to the current applicable
appropriation, fund or account if the funds are received within
180 days after the close of the fiscal year in which services or
camodities are delivered. Reimbursement may be limited to the out-
of -pocket expenses, if any, of the transferring agency. In general,
under this section the Administrator by making a determination will
authorize other government agencies to deal directly with foreign
governments (e.g., the furnishing of postal equipment to the Govern-
ment of Liberia by the Post Office Department). The section also
may be used as authority for AID to make transfers (particularly of
excess property). The inclusion of the Red Cross and Voluntary
Agencies among eligible recipients is & change from the MSA Sec.
535(b) which d4id not include them within its scope.

The omission of the word "nonmilitary" which was found

in the MSA, has no effect since FAA Sec. 64k4 limits the definition
of both "commodities" and '"services" to nonmilitary assistance.

Next page is Sec. 608
(1)
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Section 608, ADVANCE ACQUISITION OF PROPERTY.

This section is new. The title applies only to FAA Sec.
608(a§ and does not provide an accurate description of FAA Sec.
608(b).

FAA Sec. 608(a) authorizes the maintenance of up to
$5,000,000 of development grant funds in a revolving fund, from which
expenditures may be made in advance of known needs for economic
assistance purposes for acquiring U.S., Government excess property,
making necessary repairs te, and otherwise processing, such property,
and acquiring other property as necessary to complement such excess
property, so that meaningful packeges of property may be organized
for more ready transfers as specific needs arise. As such property
is transferred either pursuant to the economic assistance provisions
of FAA Part I or pursuant to FAA Sec. 607, the revolving fund will be
reimbursed from funds available under the section pursuant to which
property is furnished. The purpose of Sec. 608(a) is to overcome one
of the chief obstacles to fuller utilization of U.S. excess property.
Excess property is available usually only for a short period of time
from 30 to 45 days which prohibits a complete review of world-wide
needs with a result that it is extremely difficult for AID to match
the availability of an excess item with fleld requirements. Although
both domestic and foreign excess property may be held pursuant to
this section, no more than $15,000,000 in original acquisition cost
of domestic excess property may be held et any one time.

FAA Sec. 608(b) provides that, with the exception of prop=-
erty acquired in any fiscal year with a total original acquisition
cost not exceeding $ 4,000,000 which may be used pursuant to the
economic assistance “provisions of FAA Part (I} no domestic excess
property shall be acquired by AID for use pursuant to Part I or FAA
Sec, 607 unless (1) it is acquired for use exclusively by a U.S.
agency or (2) it is determined that such property is not needed for
donation pursuant to section 203(j) of the Federal Property and
Administrative Services Act of 1949, as amended. It is the under-
standing of AID that the first exception noted in the preceding
sentence applies only to property which will be used solely by a U.S.
Government agency and not to any property which will be transferred
outside the U.S. Government. The purpose of section 608(b) 18 to
avold excessive interference with the donable property program for
State education purposes. The subsection does not in any way limit
the use by AID of (1) domestic excess property not needed in the
donable property program or (2) foreign excess property in general.

Next page is Sec. &09
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Section 609. SPECIAL ACCOUNT (COUNTERPART).

FAA Sec. 609 is substantially similar to MSA Sec. 14k2(b)
except that as a matter of law the new section applies only to
supporting assistance and MSA Sec. 142(b) as a matter of law was
applicable only to defense support assistance. The resuit, there-
fore, is that what was formerly known as special assistance is now
subJect to a counterpart requirement as a matter of law. This will
not require a substantial change in practice since ICA has followed
the policy, pursuant to Congressional urging, of requiring counter-
part deposits for all assistance in which commodities or services
are furnished to a recipient country on a grant basis under arrange-
ment which result in the accrual of proceeds to the recipient government.
See ICA M. 0. 704.6 which, though somewhat outdated by the FAA, remains
substantially in effect. 1In addition, the H. Conf. Comm. stated in
its report that their understanding was that "foreign currency could
and should be deposited on commodities made available for sale by
recipient countries under development grants . . . except in unusual
situations.”" A proposal to make the provision permissive rather
than mahdatory was not adopted.

One significant change from MSA Sec. 142(b) is that FAA Sec.

609(a) requires the deposit only of proceeds from the "sale" of
the commodities and does not require the deposit of proceeds from
the "import" thereof. This change 1s to avoid difficulties in
connection with the colilection of the counterpart equivalent of
import duties collected by the recipient countries. The result will
be in general to limit required deposits to proceeds arising from
sale of subauthorizations under procurement authorizations, net
proceeds of State monopolies which import under procurement auth-

orizations, and other similar Government receipts. There remain,
however, a number of difficult questions under this section, and

specific problems should be referred to Washington.

The section continues in effect the requirement for U. S.
uses that the recipient country "make available to the United States
Government such portion of this special account as may be determined
by the President to be necessary for the requirements of the United
States Government," (except for countries to which a 10% minimum
requirement has been applicable under any earlier act). The section
also continues in effect the requirement that the balance of such
funds be utilized for programs agreed to by the U. S. Government "to
carry out the purposes for which new funds authorized by this act
would themselves be available." (HCFA Rep. p. 47.) Finally, the
section continues in effect the so-called Zablocki Amendment
regarding repayments of loans from counterpart funds which was
discussed in ICATO Circ. A-318 sent 2/18/61.

Next page is Sec. 609
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FAA Sec. 609(b) provides that any unencumbered balances of
funds which remain in the account upon termination of assistance to
such country shall be disposed of for such purposes as may, subject
to approval by act of the Congress, be agreed to between such country
and the U. S. Government. Under MSA Sec. 142(b) the provision read
that such disposition shall be "subject to approval by the Act or
Joint resolution of the Congress." This provision does not prevent
AID from disposing of any such balances pursuant to its usual pro-
cedures before assistance is terminated to any particular country.
It epplies only to the amount, if any, which is undisposed of at the
time of the termination of all aid programs in the country. It does
not apply when, for example, a technical cooperation program is
terminated but a development loan program is continued.

Omissiong: The provisions of MSA Sec. 131(d) which
exempted aid to Korea from certain MSA requirements (including
counterpart) has been omitted in the FAA. Also, the prohibition
of MSA Sec. 516 against the use of counterpart and other funds
for debt retirement has not been curried forward into the FAA.

Cross Reference: TFA Approp. Act Sec. 105 (prohibition
against use of counterpart for pensions, etc., to military
personnel).

Next page is Sec. 610

(1)

10



10/17/61 Sec. 610

(1)

Section 610. TRANSFER BETWEEN ACCOUNTS.

FAA Sec. 610 is substantially identical to MSA Sec. 501.
It authorizes the President to transfer up to 10% of funds made
avallable for eny FAA provision (1including unexpended balances,
obligated or unobligated, carried over from the previous fiscal
year but not including contingency funds used for the purposes of
such provision) to any other provision of the FAA, provided the
funds (including any carry-over) increased by the transfer are not
increased by more than 20%. The word "for" has been substituted for
"pursuant to" in the phrase "funds may be available pursuant to any
provision of this Act'" since the intent of the law 1s to designate
funds according to the purposes for which they are availlable at the
time of the proposed transfer regardless of the original source
(HCFA Rep. p. 69). Note that under FAA Sec. 634(d) the President .
18 required to notify promptly the Senate Appropriations and Foreign
Relations Committees and the Speaker of the House of any transfers
under this section.

Next page is Sec. 611
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Section 611. COMPLETION OF PLANS AND COST ESTIMATES.

FAA Sec. 611 is derived from MSA Sec. ST7. It establishes
certain requirements regarding planning in advance of obligation by
agreement or grant of funds (including contingency funds) used for
purposes of development loans, development grants, or supporting
assistance,

FAA Sec. 611 (a) requires that no agreement or grant con-
stituting an obligation in excess of $100,000 may be entered into
(1) if it requires "substantive technical or financial planning"
until "engineering, financial and other plans" neceBsary to carry
out such assistance” (e.g., an engineering survey to determine the
feasibility), and "a reasonably firm estimate of the cost to the
United States Government" have been completed, and (2) if it requires
legislative action within the recipient country, unless such action
may '"reasonably be anticipated to be completed in time to permit the
orderly accomplishment of the purposes of such agreement or grant."

In MSA Sec. 517 this latter provision regarding legislative action

was phrased to require a reasonable anticipation that such action would be
completed within one year; this has been changed to a more flexible
standard "to permit the orderly carrying out of longer term legislative
programs involving tex, land, and other reforms." (HCFA Rep. p. 69.)

Note that Sec. 611(a) applies to any obligation which
"requires substantive technical or financial planning." Its
application is not limited to capital construction projects although
as a matter of practice such projects may receive the most extensive
attention under Sec. 611. If a judgment can be made that the obligation
in question does not require "substantive," technical or financial
planning, then the conclusion may be drawn that section 611 does not
apply to the making of that obligation. If, however, the obligatian
does require such technical or financial planning, Sec. 611{(a) prohibits
the entering into of the obligation until the plans necessary to identify
the object of the assistance and to carry out such assistance have been
completed and a reasonably firm estimate of the cost to the U. S.
Government has also been completed. As the HCFA stated in its report
on the MSA of 1959 (at p. 52): "Section 517 was designed to insure
that there were firm plans and cost estimates to provide a basis on
which the United States could responsibly commit itself to proceed
with final design and construction of the project."

The section applies to any obligation in excess of $100,000
and would therefore apply to obligations which add additional amounts
of funds in excess of $100,000 to projects which were initiated before
MSA Sec. 517 was adopted in the MSA of 1958.

ICA's past practice has been to place the burden of determining
that these requirements have been satisfied upon the person signing the
obligating document (usually the Mission Director). The determination
must be pele before the funds are obligated.

Next page is Sec. 6l1
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FAA Sec. 611(b) states that when plans are required under
Sec. 611(a) for any water or related land resource construction project
or program, such plans shall include a computation of benefits and costs
made insofar as practicable in accordance with procedures set forth in
Circular A-47 of the Bureau of the Budget (which is reproduced on the
following pages). This subsection is identical to MSA Sec. 517(b) except
for a conforming change. (See also section 102 FA Approp. Act 1962 for
a similar but more restrictive provision.)

FAA Sec. 611(c) is based upon the third sentence of MSA
Sec. 517(a) and requires that contracts for construction outside the
United States must be made on a competitive basis to the maximum
extent practicable. The application of this provision to engineering
contracts for construction projects is under consideration. The MSA
excepted DLF agreements from this requirement. The new FAA language
does not make any exceptions so that development loans, as well as
development grants and supporting assistance, are now all subject
to this requirement.

FAA Sec. 611(d) exempts assistance for the sole purpose
of preparing engineering, financial, and other plans from the require-
ments of Sec. 611(a) and is identical to the second sentence of MSA
Sec. 517(a).

Cross Reference: FA Approp. Act 1962 Sec. 102 (provision
applicable to water resources projects requiring satisfaction
of criterla of Bureau of the Budget Circular A-47 which
includes requirement of a favorable cost-benefit ratio).

Next page is Sec. 611
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EXECUTIVE OFFICE OF THE PRESIDENT
BUREAU OF THE BUDGET
WASHINGTON 25, D.C.

December 31, 1952

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS

SUBJECT: Attached Bureau of the Budget Circular No, A-L7

In connection with the attached Circular, it is desired to
bring to your attention a memorandum regarding the Circular which
is being sent to the heads of the agencies having responsibility
for the development of water and related land resources programs,
The memorandum is as follows:

EXECUTIVE OFFICE OF THE PRESIDENT
Bureau of the Budget
Washington 2%, D, C,

December 31, 1952

MEMCRANDUM FOR:

Secretary of Agriculture

Secretary of the Army

Secretary of Commerce

Secretary of the Interior

Secretary of State

Chairman of the Federal Power Commission

Administrator of the Federal Security Administration
Chairman of the Board of the Tennessee Valley Authority

Subject: Bureau of the Budget Circular on water
resources projects,

The attached Bureau of the Budget Circular No, A-L7
is designed to set forth the standards and procedures which
will be used by the Executive Office of the President in re-
viewing proposed water resources project reports and budget
estimates to initiate construction of such projects, submitted
in accordance with existing reguirements,

It has been generally recognized that the absence of a
clear statement of uniform standards and procedures has re-
sulted in delays and difficulties in the clearance of project
reports, The attached Circular, which has grown out of more

Next page is Sec. 611
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then two years of work in the review of water resources policy,
is intended to bring together certain of the existing policies
of the President which have been set forth from time to time

in Executive Office action on project reports, and in some casss
to develop modified standards for action on project reports,

While there is general agreement on most of the substantive
provisions of the Circular, there remain some differences of
opinion with respect to the position taken on certain issues,

As indicated in the Circular, however, its issuance is in no
way intended to restrict the content of agency reports submitted
to the Bureau of the Budget for review on behalf of the President,
nor to determine the position which agencies may take with re.
gard to substantive issues, However, it is hoped that, within
the framework of existing general provisions of law, the Circu.
lar will encourage the adoption of more uniform agency policies
and standards, and that it will give the agencies a better basis
for presenting all the pertinent information which has a bearing
on the merits of proposed projects, Also, since most project
reports subtmitted to the Bureau become the basis for proposed
legislation, it is believed that issuance of the Circular will
be helpful in pointing up specific policy areas which may re-
quire special attention by the President and by the Congress.

It is to be assumed that experience in the application of
the Circular will show the need from time to time for modifica-
ticn in its provisions, In particular, it is recognized that
fuirther study and refinement will be desirable with respect to
(1) the measwrement of project benefits, (2) the method of allo-
cating project costs, and (3) the price level assumptions to be
used in evaluating both benefits and costs,

The Bureau of the Budget wishes to express its appreciation
for the great assistance which has been given by many individuals
in the agencies concerned in the preparation of this Circular,

It wishes also to acknowledge the value of the report of the
Presidentts Watar Resources Policy Commission in the preparation
of this Circular,

This memorandum is being sent to the heads of all agencies
having resronsibility for developing water and related land re-
sources programs,

(Signed) Frederick J, Lswton
Director

Attachment

FREDERICK J, LAWTON
At tachment Director

Next page is Sec. 611
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EXECUTIVE OFFICE OF THE PRESIDENT (5)
BUREAU OF THE BUDGET
WASHINGTON 25, D.C.
December 31, 1952 CIRCULAR NO, A=Li7

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS

SUBJECT: Reports and budget estimates relating to Federal programs
and projects for conservation, development, or use of
water and related land resources.

1. E%Egose. The policies of the President with regard to programs
and projects for the development of water and related land resources

have been established from time to time both as a part of the normal
budget and legislative review process under Bureau of the Budget Circu-
lars No, A-ll, "Instructions for the preparation and submission of

annual budget estimates," and No, A-l9, "Reports and recommendations on
proposed and pending legislation," and as a part of the review of project
reports under Executive Order 938L, "Submission of reports to facilitate
budgeting activities of the Federal Government.," This Circular is in~
tended to draw together certain of these policies for water resources
programs and projects and to provide the agencies in advance with a
better understanding of the considerations which will be used in deterw
mining the relationship of a proposed program or project, or budget
estimate, to ths program of the President,

The standards and procedures set forth in this Circular will be
used by the Exscutive Office of the President in reviewing agency re-
ports and budget estimates subject to its provisions, in order that
uniform policies may be applied with a view towards (a) establishing
priority for projects yielding the greatest value to the Nation, and
(b) securing effective resources development at minimum necessary cost,
The priority among programs or projects meeting the standards and proce.
dures set forth in this Circular, and action upon budget estimates to
initiate such programs or projects, necessarily will also depend on
budget policies established from year to year to meet current economic
conditions,

2, Authority, Executive Order 938lL, October L, 1943, requires
submission to the Bureau of the Budget of reports relating to or affectw
ing Federal public works and improvement projects, Bureau of the Budget
Circular No, A-19, Revised, requires submission to the Bureau of agency
reports on proposed ard pending legislation, Bureau of the Budget Cir-
cular No, A-ll, Revised, outlines the requirements for preparation and
submission to the Bureau of amual budget estimates, This Circular,

No, A-7, supplements the requirements of the Executive Order and Circu-
lars referred to, and is issued pursuant to the authority cited therein,

( NO. A"h-,)
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3. Coverage. This Circular relates to Federal programs or proj-
ects for the conservation, development, or use of water and related land
resources, It applies to any report and to any budget estimate to in-
itiate construction of a program or project, which, by the terms of the
Executive Order and Circulars referred to in paragraph 2, is required to
be submitted to the Bureau of the Budget and which involves a program or
project of the type referred to in the first sentence of this paragraph,
It does not apply to budget estimates for electric transmission lines

or steam electric generating plants required in connection with water
resources projects,

L, Compliance.

a, Relation to existing law, The standards and procedures set
Torth In this Circular shall not be regarded as authorizing any
deviation from general or specific requirements of law, When-
ever a report or budget estimate varies from such standards or
procedues because of a requirement of existing law, the varia~-
tion shall be indicated and reference made to the section of
law imposing such requirement,

b. Application to budget estimates. Except as provided in para-
graph Lia, a budget estimate subject to this Circular shall
conform to the standards and procedures set forth herein,

¢, Variations from Circular., This Circular shall not be regarded
as requiring an agency to submit a report which is contrary to
its views, However, any report which varies from the standards
and procedures set forth herein because of agency policies
shall, in the same manner as indicated in paragraph La, be ac-
companied by a statement of the reasons for the variation.

Each report shall contain or be accompanied by appropriately
documented information to indicate the exact extent to which

the standards and procedures established herein have been fol.
lowed in the preparation of the report, Where the preparation
of the basic report is so far advanced on the date of issuance
of this Circular that it would be impracticable to furnish the
information required by this Circular, this fact will be taken
into account in the consideration of the report, All reports

submitted after July 1, 1953, howsver, must conform to the re-
quirements of this Circular,

S. Definitions, For the purposes of this Circular:

a, "Project" means any integral physical unit or several component
and closely related units or features, or any system of meas-
ures, undertaken or to be undertaken within a specified area
for the control or development of water or related land re-
gources, which can be considered as a separate entity far

(No, A=L7)
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purposes of planning, evaluation, financing, comstruction,
management, or operation, Separable units or features will
generally be considered as separate projects,

"Program" means any combination or system of two or more
interrelated projects.,

"Benefits," as used for purposes of evaluation of proposed
programs or projects, means all the identifiable gains,
assets, or values, whether in goods, services, or intangibles,
whether primary or secondary, and whether measurable in mone-
tary or normonetary terms, which would result from the con-
struction, operation, or maintenance of a program or project,

"Primary benefits" means the identifiable gains, assets, or
values directly resulting from any program or project,

"Secondary benefits" means identifiable gains, assets, or
values other than primary benefits of a program or project
which are properly creditable to the program or project,

"Economic costs,® as used for purposes of evaluation of pro-
posed programs and projects, means all the financial costs of
the program or project except investigating, surveying and
planning costs incurred prior to authorization; and all the
other identifiable expsnses, losses, and liabilities, whether
in goods, services, or intangibles, whether direct or induced,
and whether measurable in monetary or nonmonetary terms, which
are incurred as a result of constructing, operating, or main-
taining a program or project,

"Financial costs" means all the monetary outlays made in con-
nection with a program or project and interest costs connected
therewithsy i.e,, the construction costs, the operation and
maintenance costs, and interest on the unliquidated balance of
the reimbursable construction costs, When applied to alloca-
tions made to irrigation for repayment purposes under para-
graphs 7a and IBb, "Iinancial costs" shall not include interest
on the irrigation construction costs,

"Construction costs" means expenditures (amounts paid and pay-
able) for the initial project construction and the net re-
pPlacements and additions of significant units thereof, includ-
ing contract work, materials and supplies, labor, and use of
equipment; acquisition of lands, easements, rights-of-way,

and water rights; costs of relocating facilities and the setw
tlement of damage claims; interest during construction; any
capital expenditures for protection of public health, for pre-
venting loss of or damages to recreation, fish and wildlife

and mineral resources, and scenic, archeological, and historical

(No, A-LT)
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values; any capital expenditures for the replacement of
recreation and fish and wildlife resources damaged or
destroyed by the project; the aprropriate portion of engi-
neering, administrative and general expenses of the agency
relating to the project; and all other amounts of expendi.
tures specifically applicable to the investigations,
surveys, plans, designs, and construction of the project,
When applied to allocations made to irrigation for repay-
ment purposes under paragraphs 7a and 18b, "construction
costs" sghall not include interest during construction on
the costs allocated to irrigation.

"Operation and maintenance costs™ means those expenditures
for materials and supplies, labor, necessary services,
equipment and operating facility use, and an appropriate
partion of engineering, supervision and general expenses of
the agency which are needed to operate a project once con-
structed and to make repairs, minor additions and replace-
ments, and otherwise to maintain the project in sound
operating condition for a maximum economic life, This in.
cludes any expenditures of the project, other than capital
expenditures, for protection of public health, for prevent-
ing loss of or damages to recreation and fish and wildlife
resources, and scenic, archeological and historical values;
and any expenditures of the project, other than capital
expenditures, for the replacement of recreation and fish
and wildlife resources damaged or destroyed by the project,

"Net revenues" means the difference between the total rev.
enues of the program or project or separable purpose thersof
and the properly allocable financial costs of such program,
project or purpose,

"Reclamation™ means making land sultable for productive
agricultural use or increasing or maintalning its productive
agricultural use by means of (1) irrigation; (2) drainage,
excluding drainage undertaken pursuant to Section 2 of the
Act of December 22, 19LL (58 Stat, 887), and excluding
drainage undertaken solely to counteract the effects of
flood control works; and (3) recharging of ground waters,

State, local, ard Federal participation., Agencies responsi-

ble for developing proposed programs or projects shall, as now provided
under certain laws and administrative practices, consult with the
people of the area primarily affected and with the State and local
governments and Federal agencies concerned, This consultation should
take place at the earliest feasible stage and should be continued
throughout the investigation, survey, and planning stages, in order
that the views of these groups and agencies may receive adequate
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consideration, Such consultation need not be repeated at the time
budget estimates to initiate a program or project are being pre-
pared; however, budget estimates shall include the latest informa-
tion available on the views of Federal agencies, States, and
interested local groups as to priorities of project development,
scheduling of construction, and willingness to comply with require-
ments for local participation,

7. Information for inclusion in, and criteria for review of,
evaluation reports,

a, The following categories of information, some of which are
elaborated in later paragraphs of this Circular, shall be
included in the evalnation report proposing authorization
of a new water or related land resources program or project,
Under certain of the categories of information listed below,
there are indicated the criteria which will be used by the
Executive Office in the review of proposed program or proj-
ect reports:

(1) A description of the need for the production or serv-
ices which would result from the program or project; the
relation of the program or project to the other elements
of the resource development program of the region in
which the program or project is to be undertaken; the
contribution of the program or project to balanced nation.-
al conservation and development; and the efficiency of the
program or project in meeting regional or national needs,

An important consideration in the review of evaluation
reports will be whether execution of the program or
project, and, within practical limits, execution of each

separate part of a program or project, will be more
economical than alternative means avalilable in the re-
gion for meeting the same needs, Where a single.purpose
alternative is available, inclusion in a multiple-purpose
program or project plan of any purpose of resource
development will be considered only if the purpose is
accomplished more economically through the multiple-
purpose program or project than through the singlea
purpose alternative, A further consideration in the re-
view of evaluation reports will be the relative economy
of alternative means available on a national basis for
meeting the needs to be met by the program or project,

(2) A concise but complete estimate of all the berzfits and

all of the economic costs of undertaking the program or
project, In addition to comparing the total benefits
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of the program or project with its total economic costs,
the estimate should also show separately the particu-
lar benefits and economic costs attributable to each
purpose of the program or project, Wherever appropriate,
benefits and economic costs shall be expressed in mone-
tary terms, Where monetary estimates cannot reasonably
be made, the relative significance of such benefits and
costs shall be stated in as precise and quantitative
terms as possible, Because any long-term estimates are
subject to wide margins of error, the results should

be expressed in ranges rather than in single figures,
The estimate should be made from an over-all public or
national viewpoint and should indicate any specifically
identifiable groups, localities, or districts receiving
program or project benefits,

While it is recognized that a comparison of estimated
benefits with estimated costs does not necessarily proe
vide a precise measure of the absolute merits of any
particular program or project, one essential criterion
in justifying any program or project will, except in
unusual cases where adequate justification is presented,
be that its estimated benefits to whomsoever they may
accrue exceed its estimated costs, Inclusion in a
maltiple~pwrpose program or project plan of any purpose
of resource development will, except in unusual cases
where adequate justification is presented, be considered
only if the benefits attributable to that particular
purpose are greater than the economic costs of including
that purpose in the program or project, Monetary com=
putations will be most useful in arranging programs or
projects, or parts thereof, serving the same purpose in
the order of their economlc desirability,

All data relating to the financial feasibility and to
the allocation and reimbursement of financial costs
prepared in accordance with the standards set forth in
paragraphs 11.21, This shall include a statement as
to the financial feasibility of reimbursable features
of the program or project and the net effect of the
program or project on the Federal Treasury, For this
purpose the project report shall show an analysis of
the sources of repayment or sharing of the financial
costs of each of the purposes involved in the program
or project, Financial costs shall be converted to an
anmal basis to make possible a comparison of annual
financial costs and annual revenues of any program or
project or separable purpose thereof,
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(4) A statement as to the source and nature of, and an
appraisal of the adequacy of, the basic information
avallabie and used during the preparation of such
program or project and the methods employed in the
analysis and interpretation of such basic information,

Requests for funds for the initiation of construction of a
program or project following authorization shall bs acoom-
panied by a statement indicating the changes which have
ocourred, if any, since submittal of the original report

upon which authorisation was based, affecting the total cost,
the economic evaluation, or the purposes of the program or proj-
ect, If substantial changes have occurred, the request

shall bs accomparied by a revised evaluation report,

Benefits to be included in evaluation, The evaluation report

prepared In accordance with paragraph 7 shall include an estimate of
the primary benefits of the program or project, Unless the report sets
forth clear justification for considering other factors, main reliance
in the review of project reports will be placed on the following cate-
gories of primary benefits:

Reduction of flood damage, including damage from water and
sediment, to land and other public and private property;
and prevention of loss of life,

Increases in the expected net income obtained directly from
changed uss of the property made possible by any form of
flood control,

Inoreases in expected net income from lands on which water-
shed treatment measures are to be installed as part of the
program or project,

Increase in expected net farm income from additional produc-
tion or reduced cost of production of farm products as a
result of reclamation of land,

In the case of navigation projects other than harbor improve-
ments, the transportation savings resulting from:

(1) The differential between expected costs of movement by
non-water transport and expected costs of movement by
water transport for those commodities which will be
carried by land transport if the project is not built,
but which will move by water if the project is built,

(2) For traffic which will not move without the waterway
improvement, but which will move by water if the project
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is bullt, the differential between the cost of transe
portation by waterway and the highest cost at which
it would be feasible for the traffic to move,

(3) Where the project improves an already navigable water-
way, the differential between expected costs with and
without the project of moving on the waterway traffic
expected to move on the waterway even if the project
is not built,

Direct benefits of shore protection,

Direct benefits from harbor improvements, including those
for small boat traffic,

Value of electric energy to be produced, This is equal to
the lower of two figures:

(1) The cost of aquivalent energy from the cheapest alterna-
tive source of energy--private, Federal, or other—that
is available, or could be expected to develop in the
absence of the project, to meet the same power needs,
Taxes and interest charges for this alternative source
should be computed on a basis comparable with the project,

Note,--Whers the project plan includes the cost of
constructing and operating the necessary facilities
to transmit and distribute the project power to load
centers, the costs of the alternative source with
which the project is compared should also include
transmission and distribution costs to the same load
centers, Where the project plan does not include
transmission costs, the total costs incurred by the
alternative source in providing power at load centers
should, for purposes of determining power benefits,
be reduced by the transmission costs incurred in
bringing the project power to the same load centers,

(2) Value of power to users (considered as the highest price
they would pay and applicable especially where the cost
of alternative power would be prohibitive for particu-
lar users).

Value of municipal, industrial, and domestic water supply to
be furnished, measured by the cost of obtaining equivalent
supply from the cheapest alternative source that would most
likely be used in the absence of the project, including the
cost of development of the same source of water by the water
users themselves as one of the alternatives, Taxes and
interest charges for the alternative source should be computed
on a basis comparable with the project,
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J+ Incrsases in the value of recreation and fish and wildlife
resources expected as a result of the project, Although
such benefits are usually not subject to measurement in
monetary terms, complete information, in terms of the amount
and type of expected use of recreation and fish and wild-
1life developments is required as a basis for comparison of
the incremental costs and benefits of such developments
referred to in paragraphs 1llc and 19b,

k. Savings in the cost of water treatment or gains in the
value of streams for industrial, municipal, and domestic
water supply, and other uses, through the abatement of water
pollution; and reduction in the cost of pollution abatement
by stream flow augmentation, Such benefits should be cal-
culated as the residual benefit possible after allowing for
all direct measures to control pollution at the source that
would normally be required or considered necessary by the
public health authorities concermed.

The evaluation prepared in accordance with paragraph 7 shall also
include an estimate of any secondary benefits which the program or
project will provide, The evaluation shall include a separate show-
ing of total primary and total secondary benefits., Until standards
and procedures for measuring secondary benefits are approved by the
Bureau of the Budget, the evaluation shall be based mainly upon prim-
ary benefits,

The evaluation shall also include an appraisal of the general
benefits which will accrue through such effscts as safeguarding life
and public health, stabilizing national and regional food and raw
materials production, and contributing directly to the improvement of
technically underdeveloped areas within the Nationts boundaries,

9, Costs to be included in evaluation. The evaluation prepared
in accordance with paragraph 7 shall include an estimate of the total
construction costs and the total operation and maintenance costs of
the program or project, whether such costs are incurred by the Federal
Government, State and local govermnments, or private interests,

Such an evaluation shall also include a statement of economic
costs expected to be induced by the program or project, such as the
costs of:

a, Displacement of people,

b, Decreased value of lands, minerals, water quantity or quality,
and other water or related land resources, where not re-

flected in market valuwes,
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c. Rectifying adverse effects upon sanitation, transportation,
highway construction or maintenance, or other activities
reasonably foreseen as being affected by the program
or project,

d. Business losses, such as disruption of trade or diversion
of waterborne traffic from existing ports or channels,

e, Losses in State or local tax revenues, adjusted for changes
in costs of State and local govermment services caused by
the existence of program or project facilities,

f, Unprevented and uncompensated losses of or damages to fish
and wildlife resources; recreation resources; and scenic,
archeclogical or historical values,

g. Abandoiment of economically useful structures, such as
locks and bridges,

Such an evaluation shall also include an appraisal of other detrie-
ments to the general welfare, whether or not they can be measured in
monetary terms, and the groups which will suffer any substantial injury
should be identified so far as feasible,

10. Comparison of benefits and economic costs, Benefits to be
obtained and economic costs to be incurred throughout the assumed
economic life of a program or project, as limited by paragraph 1l of
this Circular, where expressed in monetary terms, shall be converted
to a common time basis to facilitate the comparison called for in
paragraph 7a(2), Where benefits and economic costs are compared on
an annual basis, interest on the construction costs should be in-
cluded in the computation of average annual equivalents for total
economic costs, Where the present net worth method of comparing ben-
efits and economic costs is to be used, future benefits and economic
costs should be discounted to present values, Using an interest rate
to cumulate benefits and economic costs is necessitated where the net
gain or loss at any given time during the operation of the program
or project is to be computed, Determination of the applicable inter-
est or discount rate shall be made in accordance with paragraph 15,
except for the interest rate on project costs to be financed by non-
Federal sources,

11, Purposes to which costs may be allocated and criteria for
allocation of costs, The evaluation report prepared in accordance
with paragraph 7 shall include a tentative allocation of the construc-
tion costs and operation and maintenance costs of the program or proj-
ect to the several purposes to be served, which allocation shall serve
&8 the basis for the proposed reimbursement and cost-sharing arrange-
ments recommended in the report, Propossls for the allocation of costs
will be reviewed in accordance with the following standards:
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Subject to the criteria set forth in paragraphs b and ¢
following and paragraphs 19 and 20, costs of both sepa-
rable and joint facilities shall be equitably allocated
to the following purposes and to no other purposes:

(1) Flood control

(2) Reclamation

(3) Navigation

(L) Watershed management

(5) Electric power and energy

(6) Domestic, municipal, or industrial water supply
(7) Recreation development

(8) Fish and wildlife development

(9) Pollution control or abatement

Costs of programs or projects shall be allocated to the
several purposes for which they are undertaken on the
following basis:

(1) The costs of facilities or features of a program or
project used only for a single purpose of water re-
gources development shall be allocated to the respec-
tive purposes served by such facilities or features,

(2) The costs of facilities or features of a program or
project used jointly by more than one purpose of water
resource development shall be allocated among the pure
poses served in such a way that each purpose will share
equitably in the savings resulting from combining the
purposes in a multiple-purpose development,

Allocations of costs to items (8) and (9) of paragraph a
above shall be governed by the following:

(1) Allocations of costs to fish and wildlife shall be
limited to the following:

(A) Costs incurred for the development of fish and
wildlife to the extent that such costs are to
be borne by States, local govermments, or local
interests,

(B) The increment of additional costs of a project
incurred for fish and wildlife development if
the fish and wildlife resources to be developed
are determined by the Secretary of the Interior
in accordance with present law to be of national
significance, and if either (a) the work is pro=
posed to be authorized as a part of a national
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fish and wildlife program and financed under
appropriations made for that purpose, or (b)
the letter transmitting the proposed report
to the Congress contains proposed authorizing
language stating the maximum amount of such
costs which would be borne by the Federal
Government,

(2) Allocations of costs to pollution control or abate-
ment shall be limited to those costs for that purpose
which are to be fully reimbursed by the States, local
governments, districts, or other interests concerned,
including other Federal establishments,

12, Responsibility for allocation of costs on multiple-purpose
programs or projects, For purposes of this Circular, the head of the
agency responsible for construction of the program or project will be
considered responsible for:

a, Making the initial tentative allocation of costs among the
purposes to be served by a program or project,

b, Making a revised cost allocation prior to the submission of
a budget estimate to initiate the program or project if the
costs can be ascertained with greater accuracy at that time
than at the time of submission of the project report, or if
the designated use of the program or project is changed, or
if the estimated costs have changed substantially, Where
designated use is changed or estimated costs have changed
substantially, the head of such agency shall also indicate
the reasons therefor,

Other agencies having responsibilities with respect to various
purposes of the project, such as power marketing, rate approval, rec.
lamation, navigation, flood control regulation, etc,, shall be afforded
full opportunity to consult and make their views known at both these
stages in the determination of the cost allocation,

13, Reimbursement and sharing of costs, For the purposes of this
Circular, it is essential that definite determinations be made as to
which part of the financisl costs of a proposed program or project
will be reimbursed to the Federal Govermment, which will be borne by
others than the Federzl Government, and which will not te reimbursed,
With respect to financial costs to be reimbursed and cash contribu~
tions to be made, the proposed source of funds therefor shall be
clearly indicasted, Where cash contributions are required, such re-
quirement shall be expressed as a percentage of the construction costs
of the program or project, rather than in dollars, Where repayment
is to be made over a period of time, a tentative schedule of payments
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to be made to the Federal Government shall be established, With re-
spect to any further financial costs to be borne by others, such as
contributions of property, the nature of the cost-sharing arrange-
ments to be entered into by the Federal Government shall be indicated.
With respect to nonreimbursable costs, the authority relied upon in
declaring such costs to be nonreimbursable shall be clearly indicated;
where no legislative authority exists, justification shall be pre-
sented for proposing that the costs be considered nonreimbursable.

1;., Iength of repayment period. Proposals for repayment of the
Federal investment in a program or project will be reviewed in accord-
ance with the following standards:

a, Rates and other charges for the products or services of a
program or project shall be set so that repgyment of the
initial Federal investment in the program or project can
be accomplished within a periocd equal to the useful econ.
omic life of the proposed program or project, but not
longer than 50 years, following the date on which the head
of the sponsoring agency determines that benefits from the
program or project will be available to the beneficiaries,
This same period of time with the same limitation shall be
used for computing benefits and costs of the proposed pro-
gram or project,

b, In the case of a major replacement, modification, or addi-
tion to a project, the cost thereof shall be reimbursed
within (1) the estimated useful economic life of such re-
placement, modification, or addition, (2) the estimated
remaining useful economic life of the project to which it
is an addition, or (3) 50 years, whichever is least, fole
lowing the date on which the head of the sponsoring agency
determines that benefits from the replacement, modification,
or addition will be available to the beneficiaries, In
the case of a major replacement, modification, or addition
to a project serving power or domestic, municipal, or ine
dustrial water supply, the unliquidated balance of the
initial Federal investment allocated to such purpose, to-
gether with any unpaid interest or other expenses may be
proposed for re-scheduling of repayment over the same
period of time as is proposed for repayment of the cost
of the major replacement, modification, or addition,

¢, Where a major new power or domestic, municipal, or indus-
trisl water supply project or major portion thereof is
to be operated in conjunction with, or as a part of, an
existing system of projects serving the same purpose or
purposes, the portion of the initial construction costs
of the existing system allocated to that purpose which is
unliquidated at the time such new project or poartion of a
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project is to be added, together with any unpaid interest
or other expenses, mgy be combined with those costs of

the new project or portion thereof allocated to that pur-
pose; and the rates and charges required for the repayment
of the total combined costs may be computed so as to repay
these costs over the useful economic life of the new proj-
ect or portion thereof but in not to exceed 50 years,
provided that the system to which the new project is to be
added has a remaining useful economic life at least equal
to that of the proposed new project, For each proposed
addition to an existing system, there should be a separate
estimate of the benefits, econormic and financial costs, and
the revenues from or attributzble to the new project or
portion thereof,

15, Determination of interest rate on Federal investment,
Interest for purposes of estimating reimbursements shall be calculated
at a rate based upon the average rate of interest payable by the Treas-
ury on interest-bearing marketable securities of the United States out-
standing at the end of the fiscal year preceding such computation
which, upon original issue, had terms to maturity not more than 12
months longer or 12 months shorter than the economically useful life
of the project or part thereof in which Federal investment is to be
made, Where the economically useful life of the project is expected
to be longer than 15 years, the rate of interest shall be calculated
at a rate based upon the average rate of interest payable by the Treas.
ury on obligations, if any, outstanding at the end of the fiscal year
preceding such computation, which,upon original issue, had terms to
maturity of 15 years or more,

If there are no such outstanding interest-bearing marketable secu-
rities of the United States with original terms to maturity not more
than 12 months longer or 12 months shorter than the economically useful
life of the project, or with original terms to maturity of 15 years
or more, interest shall be calculated at a rate equal to the rate of
interest payable by the Treasury on the issue of interest-bearing
marketable securities of the United States ocutstanding at the end of
the fiscal year preceding such computation which, upon original issue,
had terms to maturity shorter than, but most nearly equal to, the econ-
omically useful life of the project.

Where the average rate calculated by the methods prescribed above
is not a multiple of 1/8 of 1 percent, the rate of interest shall be
the multiple of 1/8 of 1 percent next lower than such average rate,

16, Additional standards relating to power,

a, Prcposals for the incorporztion in a program or project of
power features will be reviewed in accordance with the
crilerion that total financial costs allocated to power shall
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be fully reimbursable, For this purpose, the project report
shall include an estimate of the revenues to be obtained
from the sale and disposition of the program or project
power and any other funds which may be derived from the gen-
eration, transmission, sale, and disposition of such power,
or activities incidental thereto,

Where a program or project contemplating immediate or even-
tual construction of power facilities is proposed for legis-
lative authorization, the report on such program or project
shall include a statement of the views thereon of the Federal
Power Commission, the agencies concerned with marketing power
produced at Federal plants in the region, and other appropri-
ate agencies, Agencies submitting such views shall be given
roasonable notice by the agency proposing a program or proj=-
ect involving power facilities of the latter agency's inten-
tion to complete the evaluation of the program or project,

If the views of the agencies referred to above are not made
known to the agency mroposing the project within 90 days
after completion of the main program or project report, the
head of the agency proposing the program or project may sub-
mit the report thereon to the Bureau of the Budget with-

out an accompanying statement of the views of these agencies,

Such statements will be used in determining (1) the need for
the additional power which such program or project would
make available, (2) the cost of such additional power at
load centers, compared with the cost of equivalent power from
alternative sowrces in the same region, (3) the revenues
which would be derived from the sale of the additional power,
(L) the effect of the program or project on the rate of de-
pletion of the fuel resources of the region or Nation, and
(5) recommendations as to the timing of the installation of
generating and other power facilities as part of, or inci-
dental to, the program or project,

Additional standards relating to flood control,

In the preparation of any program or project report concerned
with flood ccntrol, the head of the agency proposing such pro-
gram or project shall give consideration in the report to all
methods of preventing or reducing flcod damage in each par-
ticular instance and shall include a report on the most effec-
tive and most economical choice or combination of one or more
of the following methods of alleviating flood damage:

(1) Flood plain development and redevelopment, relocstion,
and zoning,
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(2) Sedimentation and runoff control,

(3) Storage of flood waters on cultivated fields, other
watershed lands, or underground through appropriate
measures,

(4) Levee and flood wall construction,
(5) Reservoir storage.

(6) Channel improvement and rectification, bank stabiliza-
tion, and floodways and diversions,

(7) Flood forecasting,

(8) Such other measures as will result in effective flood
damage prevention or control,

If the head of the agency preparing such a report finds that
flood damage can be prevented most effectively and econom-
ically through adoption by States, local governments, or
districts of programs for flood plain development and redeva
elopment, relocation, and zoning, or other similar measures,
either in substitution for, or as a supplement to, construc-
tion of flood control works, he shall include in his project
repcert information as to the extent to which it may be feas.
ible to enter into arrangements with such States, local gove-
ernments, or districts providing for Federal assistance to
them in carrying out such measures, Such information shall
be included on the assumption that the State, local govern-
ment, or district in question will be authorized to engage
in such development, relocation or zoning, As a guide for
proposing such arrangements, the share of the cost which may
be borne by the Federal Govermment as assistance to States
and local governments for such measures shall be no more
than the share of costs which the Federal Government would
bear in prosecuting the most economical alternative method
of obtaining similar flood control benefits,

The report on any program or project having significant main
stem flood control benefits, except for those of the Tennessee
Valley Authority, shall include a statement of the views of
the Secretary of the Army or the Chisf of Engineers on such
aspects of the program or project, The report on any main
stem program or project having flood control benefits, except
for those of the Tennessee Valley Afuthority, shall include

a statement by the Secretary of Agriculture indicating the
effect any existing or potential flood prevention programs

in the tributaries and headwaters of the river would have on
the economic Justification and feasibility of the main stem
program or project,
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It would be expected that the views of the Corps of Engi-
neers, the Department of Agriculture, and/or any other agency
concerned would, ordinarily, be reconciled prior to the sub-
mission of a project report to the Bureau of the Budget,

Where benefits of the type described in paragraph 8b of
this Circular are attributed to a local flood ccntrol
project, the project report will be reviewed in accordance
with the criterion that there shall be a pgyment or con-
tribution toward the construction costs of the project
equal to at least 50 percent of an amount determined by
applying to the total construction costs of the project
the ratio of the particular land enhancement benefits in-
volved to total monetary primary benefits ac estimated in
the evaluation report, To the extent feasible, a payment
or contribution toward the costs of the program or project
shall also be made where benefits of the type descrited in
paragraph 8b of this Circular are attributed to other
flood control or flood prevention programs or projects,

In determining the payment or contribution that shovld be
required in these cases, the responsible agency should con-
sider the value cf benefits to local beneficiasries, The
evaluation report shall explain how the portion of the
cost to be borne by local beneficiaries was determined,

Additional standards relating to reclamation,

Appraisal of reclamation benefits, The report on any pro-
gram or pr¢ject having significant reclamation benefits
shall include a statement cf the views of the Secretary of
Agriculture on the economic aspects of such phases of the
program or project and his estimates of the effect of such
reclamation benefits on the short-range and long-range
agricultural needs of the Naticn and the region in which
the program or project is located, and the place of the
program or project within the framework of a desirable
long-range program to meet the Nation's and the regionts
estimated requirements for food, fiber, and other agri-
cultural commodities,

The Secretary of Agriculture shall be given reasonable notice
by the head of the agency proposing any program or project
having significant reclamation benefits of the latter's in.
tention to complete an evaluation of the program or project,
If the report of the Secretary of Agriculture on the economic
aspects of the reclamation phases of a program or project

is not available within 90 days after the completion of the
main program or project report, the head of the agency pro-
posing the program or project may submit the report thereon
to the Bureau of the Budget without an accompanying report
from the Secretary of Agriculture,
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b. Re nt of irrigation costs, Consistent with the stand-
ﬁs o?'

this Circular relating to repgyment, irrigation

project reports submitted for authorization by Congress
may propose repayment of irrigation construction costs
within 50 years, with allowance for an additional develop-
ment period of not to exceed 10 years,

Note,--Where irrigation projscts are authorized admin-
Istratively by the Secretary of the Interior under
present law, repayment of the construction cost is
based on the ability of the water users to pay over a
period of LO years, with allowance for an additional
development period of not to exceed 10 years, except
that a longer period may be used where the costs are
to be returned urder contracts entered into pursuant
to section 9(e) of the Reclamation Project Act of 1939,
Projects in which the returnable allocations, together
with non-returnable allocations permitted by existing
law, do not equal construction costs may be authorized
only by act of Congress,

Pending the enactment of general legislation dealing with
the use of the interest component to show assistance in the
retirement of construction costs allocated to irrigation,
proposed irrigation project reports will be reviewed in
accordance with the following criteria:

(1)

(2)

(3)

Irrigation aspects of proposed projects shall meet a
test of economic justification made in accordance
with the principles, standards, and procedures set
forth in this Circular,

Net revenues from other purposes associated with the
project may be proposed for use in helping to repay
costs allocated to irrigation,

Where the cost allocated to irrigation is in excess

of the sum of the anticipated repayments by the water
users and other identifiable irrigation beneficiaries,
and any net revenues of any separable purposes of the
project, the project report shall identify these ex-
cess costs and may propose that they be borne by the
Federal Government as a subsidy to irrigation, Where

a Federal subsidy is proposed, either by use of the
interest component or otherwise, the project report shall
clearly show the amount and composition of such subsidy,
and the letter of transmittal to the Congress shall con-
tain proposed authorizing language stating the maximum
amount of such subsidy to irrigation which would be
borne by the Federal Government, As soon as feasible,

(No, A=L4T)
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arrangements will be made to show any such subsidy
in the anmual Budget presentation to the Congress,

Note,--In dstermining financial feasibility of
Irrigation projects, the Department of the
Interior has construed Federal reclamation laws
to permit the use of interest payments on the
construction cost allocated to power or water
supply to show assistance in the retirement of
construction costs allocated to irrigation that
are in excess of the ability of the water users
to repay, There has been no general legislation
specifically dealing with this policy, The Bureau
of the Budget, in clearance of project reports,
has never specifically approved or disapproved
the policy of applying the interest component to
assist in the retirement of costs allocated to
irrigation, The use of the interest component
for this purpose raises several important policy
problems: (a) the interest component represents
an indefinite type of subsidy, (b) the interest
component may be used to make a project appear to
be financially feasible which is not economically
sound, and (c) the size of the interest eomponent
necessarily varies with the size of the power or
water supply investment, and, therefore, the use
of the interest component discriminates against
irrigation projects which are not directly associa-
ted with power or water supply projects or in
which such investments are small in relation to
the size of the total project,

19, Additional standards relating to recreation., Proposals far
recreational aspects of Federal water resources development programs
and projects will be reviewed in accordance with the following standards;

a, Recreation potentialities shall be given full consideration
in the preparation and evaluation of proposed water resources
programs and projects, The financial costs of those aspects
of surveys, investigations, and planning required to provide
a full and complete understanding of the recreation poten-
tialities of these programs and projects shall be treated
as a nonreimbursable Federal expense,

b, Recreation costs and benefits shall be dealt with on an
incremental basis; i.e,, costs specifically incurred for
and benefits directly creditable to recreation shall be
evaluated and considered apart from other project costs and
benefits, Only the incremental costs expected to be in-
cwrred in providing recreational facilities as described in
the following paragraphs e and f shall be allocated to recreation,

(No, A-L7) Next page is Sec. 611
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Potential damages to existing recreation areas, facil-
ities, or values shall be recognized in planning for

water resources programs and projecvs, and the finan-

cial costs of prevention of such damage, or the replace-
ment of such areas or facilities, to the extent practicable,
shall be clearly set forth, All such costs shall be con-
sidered as joint or common costs and equitably allocated
among the major purposes served by the project.

Minimum basic facilities and services for protsction of the
program or project area and the accommodation or protection
of the visiting public, usually at the location of the dam
si.te, shall not be considered recreational facilities, but
necessary adjuncts to the construction of Federal projects,
The costs of these facilities and services shall be cone
sidered as joint or common costs and allocated to the major
purpo<es ror which such projects are constructed,

When modification in the design of a project or additional
development in the project area, including access roads, is
required in order to make recreational values available to
the public, such modification or development shall be in-
cluded in the project proposal only if:

(1) The States or local governments or other beneficiaries
agree to repay the full cost thereof; or

(2) Such values are clearly indicated to be of national
aignificance in accordance with criteria set forth in
paragraph g following; and if either (a) the work is
proposed to be authorized as a part of the national
park or national forest programs for this area and is
to be financed by appropriations made for these programs,
or (b) the letter transmitting the proposed report to
the Congress contains proposed authorizing language
stating the maximum amount of such cost which would be
borne by the Federal Government,

Where the public interest in the protection and preserva-
tion of recreation values of any water resources program

or project require the purchase or the setting aside of a
limited amount of additional land therefor, any costs thereof
may properly be considered a Federal expense and allocated to
recreation development, Where such recreation values are not
of national significance, however, the costs of such purchase
or setting aside of lands shall be recommended as a Federal
expense only if State or local governments have, through an
appropriate official, indicated an unwillingness or inability
to protect and preserve such values, The acquisition of
lands by the Federal Government to protect recreation values
shall ordinarily be restricted to areas to which access roads

(No, A-U7) Next page is Sec. 611
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are likely to be built, In cases where recreation values
are of State or local significance, the lands acquired by
the Federal Government shall be sold, leased or licensed,
or (in exceptional cases) granted, under appropriate
rules or regulations, to State or local governments for
development as soon as possibls, All funds derived from
such sales or leases shall be deposited in the general
fund of the Treasury.

There shall be provided a specific list and description
of such lands recommended for acquisition or withdrawal
and the reasons why their acquisition or withdrawal is
required to protect or preserve recreation values,

In determining whether the recreation resources of a Federal
water resources project area are of national significance,
the following criteria shall be considered:

(1) The water resource project itself is such as to make
it a subject of continuing Nation-wide public interest.

(2) The presence within or adjacent to the water resource
area of outstanding scenic, historical, scientific,
or archeological values of interest to the general
public makes development of the recreation resource a
matter of national interest,

(3) The recreation area, after development, will probably
be used by a substantial number of residents of States
other than the State ar States in which the project
area is located.

(L) The relation and proximity of the water resource proj-
sct area to a national park, monument, national forest,
or wilderness arca is such that the recreation develop-
ment will supplement the program on those federally
administered areas,

Additional standards relating to domestic, municipal, and

industrial water supply., Proposals for water supply aspects ol Federal

waler resource development programs and projects will be reviewed in
accordance with the following criteria:

a,.

Domestic, municipal, industrial, and other similar water
supply shell be considered primarily a local and State re-
sponsibility, The needs of commnities and industries for
water supply shall, however, be given full consideration
in the investigations, surveys, and preparation of plans
for Federal river development programs and projects,

(No, A-LT)
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Proposals for the incorporation in a Federal program or
project of provisions for domestic, municipal, or indus-
trial water supply shall be made only if the total finan.
cial costs to be allocated to this purpose will be fully
reimbursed by the States, local govermments, districts,
or persons served,

Provision in Federal water resources programs and projects

for future requirements, Where a signilicant saving will result from

inclusion in the original plan for a program or project of additional
or enlarged structures, facilities, or parts thereof which will serve
anticipated future non-Federal needs, as, for example, excess storage
capacity in reservoirs for municipal or industrial water supply, pro-
vision for such inclusion may be made if:

3.

Ce

The cost of including the facilities for anticipated future
needs, including the properly allocable part of the joint
costs of the program or project, represent not more than
15 percent of the total construction costs of the program
or project,

A1l finencial costs of such additions will be repaid within
50 years after the date on which initial use of such addi-
tion is begun, regardless of the degree to which the full
capacity provided is utilized during that period, In
arriving at the financial costs of such additions, interest
on the construction costs during the period of deferral of
any use may be waived,

Reasonable assurance is given by local interests at the time
the project report is prepared that initial use of the pro-
posed addition to the program or project will begin within
not more than 10 years, and a repayment contract is signed
by local interests prior to the beginning of constructicn
agreeing to start repayment within such lO-year period,

By direction of the President:

FREDERICK J., LAWTON
Director

Next page is Sec. 612
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Section 612. USE OF FOREIGN CURRENCIES.

FAA Sec. 612 is similar in purpose to MSA Sec. 505 in
that it establishes a general basis for disposition and use of U.S.-owned
foreign currencies not otherwise provided for. Unlike MSA Sec.
505 it applies only to currencies received as a result of furnishing
economic assistance under the MSA and the FAA and not military
assistance. It applies only to the extent not otherwlse provided for
in the FAA or in other acts. It does not touch the bulk of foreign
currencies owned by the U. S. Government vwhich are generated under
P. L. 480. The other principal exceptions are FAA Sec. 222(d),
which provides that funds derived from sales of foreign currencies
may be used to discharge investment guaranty liabilities; MSA Sec.
402, which authorizes use without a requirement for appropriation
of currencies derived from sales of surplus agricultural commodities
under the MSA. for the purposes of the MSA with emphasis on purposes siml-
lar to section 104 of P. L. 480; MSA Sec. 502(a) which makes similar
provision for the use of foreign currency proceeds from the sales of
surplus agricultural commodities made under Sec. 550 of the MSA of
1951; and MSA Sec. 502(b), vhich makes foreign currency available to
members and committees of Congress for official travel expenses.
(HCFA Rep. p. 70.) Sec. 612 does not apply to country-owned counterpart
funds.

The currencies with which Sec. 612 is primarily concerned
are received meinly from loans repayments under the MSA, including
the DLE,and the FAA. TForeign currencies covered explicitly are
those received either (1) as a result of the furnishing of nonmilitary
assistance under the MSA or any act repealed by the MSA and unobligated
on the date prior to the effective date of the FAA (September 4, 1961),
or (2) on or after the effective date of the FAA, as a result of the

furnishing of nonmilitary assistance under the MSA or any act repealed
thereby, or (3) as a result of the furnishing of assistence under the

economic assistance provisions of the FAA (Part I).

The currency subject to Sec. 612 will be subject to appro-
priation action and will be used according to the following priorities:
(1) Such currencies will be available first for use under authority of
section 105(d) of the Mutual Educational and Cultural Exchange Act of
1961 or any other act relating to educational and cultural exchanges .
{2) Next they will be available for sale by the U, S. Treasury to U, S.
Government agencies in exchange for dollars otherwise appropriated for
payment of agency obligations outside the U. S., with the dollars so
received being deposited into miscellaneous receipts of the Treasury.
(3) To the extent such currencies are in excess of U, S, Government
requirements for payments of obligations outside the United States,
as those requirements are determined by the President, they may be
used in furtherance of the purposes of economic
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assistance (FAA Part I),in such amounts as may be specified from
time to time in appropriations acts.

Cross References: (1) FAA Sec. 508 (use of foreign
currencies derived from military assistance). (2) FAA
S8ec. 614(a) (Presidential waiver authority applicable
to FAA Sec. 612). (3) FAA Sec. 642 (continues MSA Sec
Lo2, 502(a) and 502(b) in effect).
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Section 613. ACCOUNTING, EVALUATION AND REPORTING OF FOREIGN
CURRENCIES.

FAA Sec. 613 is new. It establishes new rules and
criteria for accounting and reporting procedures regarding foreign
currencies owed to or owned by the United States.

FAA Sec. 613(a) gives the Secretary of the Treasury the
responsibility, under the direction of the President, for these
functions and authorizes him to issue regulations binding upon all
agencies of the Government.

FAA Sec. 613(b) gives the Secretary of the Treasury sole
authority to establish the exchange rates through which all foreign
currencies or credits are to be reported by all government agencies.

FAA Sec. 613(c) requires each agency or department to report
to the Becretary of the Treasury an inventory as of June 30, 1961,
showing all foreign currencies on hand which were acquired without
payment of dollars. The Secretary of Treasury is to consolidate these
reports as of June 30, 1961, and submit a consolidated report to
Congress. Thereafter, gemi-annual similar reports are to be submitted
in a similar manner. These reports are limited to foreign currencies
"acquired without payment of dollars" in order to avoid the implication
that the foreign currency report should include currencies which have
been purchased by agencies for dollars to meet their current expendi-
tures abroad and which are included in their dollar accountability.
The SCFR stated that this section "results from a growing dissatisfaction
. + o regarding the accounting methods used for foreign currencies and
a growing feeling of frustration in dealing with reports on the value
of these currencies owned by the United States." (SCFR Rep. pp. 32-33;
H. Conf. Comm. Rep. pp. 58-59).

Next page is Sec. 61k
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Section 614. SPECIAL AUTHORITIES.

FAA Sec. 614(a) is similar to the first sentence of MSA Sec.
451(a). It permits in any fiscal year (1) the authorization of the use
of funds made available for use under the FAA and the furnishing of
assistance under FAA Sec. 510 in total amounts not to exceed $250,000,000,
and (2) the use of up to $100,000,000 of foreign currencies accruing
under the FAA or any other law, all without regard to the requirements
of certain laws described below, when such use is in furtherance of any
of the purposes of such laws and the President determines that such
authorization is "important to the security of the United States." Not more
than $50 million may be allocated to any single country in any one year
pursuant to this authority, and the HCFA stated that this limit should
apply to international organizations as well (HCFA Rep. p. 71).

The analysis of this section may be divided into three parts:
(1) For what types of funds or authority is this type of waiver avail-
able; (2) what laws may be waived; and (3) for what purposes may the
funds or authority covered by a waiver be used.

(1) Funds and authority covered: Included are the FAA Sec.
510 authority plus dollars made available for the FAA under any provision
of the FA Approp. Act 1962 (including obligated and unobligated balances
continued available from FY 1961 into FY 1962). Eligible local currencies
are any U. S.-owned currencies including DIF and other loan repayments,
proceeds of MSA Sec. 402 transactions, U. S.-use counterpart funds, plus
funds accruing to the U. S. from P.L. 480 sales.

(2) laws subject to waiver:

(a) The FAA. FAA Sec. 201(c), however, provides that the
authority of Sec. 614(a) may not be used to waive the
requirements of the development lending title (FAA Secs.
201-205). Any other conditions applicable to development
loans contained outside FAA Secs. 201-205 may thus be
waived under Sec. 614(a).

(b) Any acts appropriating funds for the purposes of the
FAA, including interim or temporary appropriations as well
as regular appropriation acts or amendments thereto.

(¢c) Any law relating to receipts or credits accruing to
the U, S. and amendments thereto. This would include (i)
Sec. 1415 of the Supp. Appropriation Act of 1953 which
requires an appropriation act before foreign credits

owned by the U. S. shall be available for expenditure, and
(1i) similar provisions of P.L. 480 Sec. 104. This waiver
authority will overlap with the authority contained in the
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next-to-last proviso of P.L. 480 Sec. 104 which permits
the waiver of the applicability of Sec. 1415 of the
Supp. Appropriation Act of 1953 to grants under P.L.
480 Sec. 104(d)(e) and (f) and to 10% of the proceeds
of P.L. 480 sales and is held by the Bureau of the
Budget, although the waiver authority for grants

under Sec. 104(e) will be transferred to AID. The
relationship between these two authorities is not yet
clear.

(d) Mutual Defense Assistance Control Act of 1951
(Battle Act) and amendments thereto. The inclusion of
the Battle Act among the laws which may be waived by
this section is not a change from the MSA which covered
that act by the following language: "or any other Act
for which funds are authorized by this Act." (MSA Sec.
411(c) authorized the use of funds to administer the
Battle Act; see also FAA Sec. 703).

(3) Purposes for which funds or authority covered by a waiver
are available: The statute states that funds or authority which have been
the subject of a waiver may be used in furtherance of any of the purposes
of "such Acts." It does not explain further whether the phrase "such
Acts" includes both the acts under which the funds and authority were
made available and the acts which are subject to waiver. A literal
interpretation requires that the purposes of both categories be con-
sidered as eligible, but as a practical matter it is unlikely that
this question will be a problem. Probably the most important consequence
of this language is that funds or authority subject to a waiver may be
used for any purpose found in the FAA, the MSA or P.L. 480.

The HCFA stated that the purpose of the authority regarding
the $100 million in local currencies is primarily to make possible the
use of such currencies for humanitarian purposes 1n countries where
substantial amounts of foreign currencies have been or are being
deposited for U. S. use and that the object is to permit the initiation
of projects which will contribute directly and immediately to alleviating
the living and working conditions of the people; it further stated that
it is not anticipated that this authority will be used to finance "grandicse
or long-term projects" (HCFA Rep. p. T1).

FAA Sec. 614(b) is derived from MSA Sec. 403. It provides that,
whenever the President determines it to be imoportant to the national
interest, he may use funds available for the nurpose of supporting
assistance in order to take any actions to meet the responsibilities or
objectives of the United States in Germany including West Berlin, and
without regard to such provisions of law as he determines should be
disregarded to achieve this purpose. Heretofore the President has had
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such authority within a stated monetary limit ($6,750,000 in FY 1961).
No ceiling has been inserted this year because of the uncertainty of
the requirements of West Berlin and the belief, as stated by the

SCFR, that it is important that these requirements be met and that

the President have sufficient authority to do so swiftly and
effectively (SCFR Rep. p. 33).

FAA Sec. 614(c) is derived from the third sentence of MSA
Section 451(a). It authorizes the President to use amounts not to
exceed an aggregate of $50 million of FAA funds pursuant to his
certification that it is inadvisable to specify the nature of the
use of such funds, in which case such a certification shall be
deemed to be a sufficient voucher for such amounts.

Cross References: (1) FAA Sec. 634 requires reports to Congress
about any determinations pursuant to the authority of

FAA Sec. 614. (2) FAA Sec. 642(a)(2) continues in

effect MSA Sec. 451(c) which authorizes the use of the
President's special authority under MSA.Sec. 451(a) to

finance programs "of information, relief, exchange

of persons, education, and resettlement, to encourage

the hopes and aspirations of peoples who have been

enslaved by communism." This authority has been used
to finance the Cuban refugee programs (see H. Conf. Comm.
Rep. p. 72).
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Section 615, CONTRACT AUTHORITY.

FAA Sec. 615, except for the substitution of the preposition
"of " for "in", 1s identical to MS4 Sec. 515. It authorizes the granting
in any appropriation act of authority to enter into contracts, within
the amounts authorized in the F44d to be appropriated, creating
obligations in advance of appropriations. No appropriation act has
so far responded to this authorization.
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Section 616, AVAILABILITY OF FUNDS.

FAA Sec. 616 is similar to MSA Sec. 507. It states that,
except as otherwise provided in the FA4, funds shall be available
to carry out the act as authorized and appropriated to the President
each fiscal year, It simply makes clear that no authorization for
appropriations is contained in the FA4 which is not specifically set
out, It does not affect the multi-year authorization contained in
the development loan provisions, the two-year authorization for
military assistance in FA4A Sec. 504, or the availability of appro-
priations without fiscal year limitations where such. are authorized.
4dditional funds for development grants, investment surveys, contribu-~
tions to international organizations, supporting assistance, the
contingency fund and military assistance, must be authorized, as well
as appropriated, annually.

The exceptions contained in MSA Sec. 507 for M54 Secs. 414
(munitions control§ and 416 (encouragemsnt of travel) have not been
continued. MSA Sec. 416 is repealed by FAA Ssc. 642. The exception
for MSA Sec. 414 is unnecessary since such activities are now provided
for in the Department of State appropriations. (HCFA Rep. p. 73).

Next page is Sec. 617
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Section 617, TERMINATION OF ASSISTANCE.

FAA Sec. 617 is derived from MSA Sec. 503(a). It provides that,
unless terminatea sooner by the President, assistance under any provision
of the FAA may be terminated by a concurrent resolution of Congress and
that FAA funds shall remaln available for a period not to exceed twelve
months from the date of any termination of assistance for the necessary
expenses of "winding up" programs relating thereto. This is different
from MSA Sec. 503(a) in that it does not contain a requiremsnt that the
President terminate assistance whenever certaln specified conditions
are met, Such a provision was unnecessary because the President has
inherent power to terminate assistance without it as an aspect (1) of his
statutory authority to furnish aid, and (2) of his constitutional
authority to conduct foreign relations. The Department of Justice
views the concurrent resolution provision as presenting difficult
questions of constitutionality.

Sec. 617 provides for the continued availability of funds
for twelve months after termination for the "winding up" of programs.
This provision is new, The term "winding up" rather than "liquidating"
(the term used in the MSA) is intended to express more clearly the
intent of the law that when appropriate, certain programs may be
completed after a decision to terminate rather than to require their
immediate cessation. (HCFA Rep. pp. 73-74).

Omission and Chanco: A provision for the termination of
assistance to countries which have expropriated American property and
have failed for six months to take steps to discharge its obligations
under international law to the former owners (formerly MS4 Sec. 503(b))
has besn omitted. Ses FAA Sec. 620(c) for a related provision,

The requirement of MS4 Sec. 503(c) that the Prasident
recommend plans for progressive reduction or termination of grants
for defense support or speclial assistance is now found at FAA Sec. 634(e)
and now applies to all "bilatecral grant economic assistance,"

Cross Reference: oee FAA Sec. 624(e)(6) for the
authority of the Inspector General, Foreigf Agsistance,
to tcrminate assistance. See FAA Sec. 63 (Cf for
termination of country program activities as a result of
a failure to give requested information to Congressinnal
comnittees and the GAO.
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Section 618, ECONOMIC ASSISTANCE TO LATIN AMERICA.

Section 618 is new. It provides that development loan and
dsvelopment grant assistance to Latin 4dmerica shall be furnished in
accordance with the principles of the 4ct of Bogota signed on
September 13, 1960, It states further that the President shall, when
requested by a friendly country and when appropriate, assist in
fostering measures of agrarian reform, including colonization and
redistribution of land, with a view to ensuring a wider and more
equitable distribution of the ownership of land. The Act of Bogota
which was signed by ninstesn of the twenty-one American Rcpublics (all
except Cuba and the Dominican Republic) sets up the framework for a
broad program of social reform and economic progress. It provides for
such things as land and tax reform, agricultural credit institutions,
and the improvement of housing and community facilities, educational
systems and training facilities, and public health. 4s stated by the
SCFR: "It provides, in short, for the kinds of institutional changes
which, in the opinion of the Committee, are indispensable for sustained
economic growth in Latin America. The committee does not believe that

outside assistance to Latin America would be affective in the absence
of such changes, and hence it has added to the bill the regqulrement
of section 618." (SCFR Rep.pp. 34-35.)

Cross Heferences: 3:a3 FA4 Sz2cs, 201 and 211 on self-help
requirements applicable to development lending and development grants,

Next page is Sec. 619
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Section 619, ASSISTANCE TO NUWLY INDZPENDENT COUNTRIES.

FAA Sec. 619 is new. It states that nonmilitary assistance

wiaer the F4A to newly independent countries shall to the maximum extent
appropriate in the circumstances of each case be furnished through
multilateral organizations or in accordance with multilateral plans,

on a fair and equitable basis with dus regard to self-help. The

SCFR stated:

"The purpose of this section is to prevent, insofar as
possible, the United States from assuming continuing
and increasing obligations through bilateral arrange-
ments with the rapidly emerging new countries of the
world. The committee agrees that these countries need
help and should have help. But it also belleves that
this is not, and should not be, the sole or even the
major responsibility of the United States. Bilateral
arrangements do not necessarily provide the most
effective means of extending help and of accomplishing
U. S. objectives. The other developed nations of the
world, particularly the members of the Development
Assistance Group, also have a responsibility and an
interesct in seeing the new countries make a success of their
ventures into statehood.”" (SCFR Rep. p. 35).

The section applies to assistance furnished either through
multilateral organizations such as the U.N. or in accordance with
multilateral plans such as might be agreed to by the OECD. The
Conference Committee described this section as "suggestive" and not
"definitive". (H. Conf. Comm. Rsport p. 60).

Cross References: (1) FAA Sec. 205 (channeling of development
loans through the International Development Association), (2) FaA
Secs. 301-303 (international organizations).
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Section 620. PROHIBITIONS AGATNST FURNISHING ASSISTANCE TO CUBA
AND CULTATN OTHER COUNTRITS.

FAL 3:c, 620(a) is similar to MS4 Sec. 552, It provides that
no assistanco shall be furnished under the F44 to the '"present Government
of Cuba," (i.e. the Castro regime). It authorizes the President to
establish and maintain a total embargo upon all trade between the U. S.
and Cuba. It differs from ID4 32c. 552 which provided that no
assistance should be furnished '™unless the President determines it to be
in the national and hemispheric interest of the United States" to do so.
M3A Sezc. 552 was interpreted to apply only to assistance furnished
directly to Cuba and not to assistancs furnished indirectly through an
international organization such as the United Nations Special Fund.

Fi4 Sec. 620(a) may be waived under Fa4 Sac. 614. The authorization
for a total embargo possibly duplicates authority existing under otker
legislation. (Sse H. Conf. Comm. Report p. 60).

Cross Referenca: FA4 Appropriation Act, 1962, Sec. 109
(no assistanc: to any country giving certaln types of aid
to Castro regime without Presidential determination).

FAA Sec, 620(b) is new. It provides that no assistance
shall be furnished under this Act to the Government of any country
unless the President determines that such country is not dominated
or controlled by the international communist movement. A4s stated by
the HCF4, Sec. 620(b) "makes clear that the purposes of this bill
and the programs carried out under it are directed towards strengthening
countries and areas that are not dominated or controlled by the
international communist movement." (HCFA Rep. p. 74). Sec also the
references throughout the FA4 to "friendly" countries, which are
interpreted as restricting assistance in a manner similar to Sec. 620(b).

On October 11, 1961, the Secretary of 3tate, to whom such
authority had been delegated, signed the following determination which
was limited to countries actually receiving assistance from the U. S.
and involved neither favorable nor unfavorable implications for countries
not on the list:

Pursuant to section 620(b) of the Foreign
Assistance Act of 1961, I hereby determine,
effective September 30, 1961, that the countries
named in ths attached list are not dominated or
controlled by the international Communist movement.
This determination is limlited to those countries

the governments of which are now receiving assistance
from the United States.
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FAR EAST

Australia
Burma
Cambodia
Chine (Taiwan)
Indonesia
Japan
Korea

Laos
Malaya
Philippines
Thailand
Vietnam

AFRICA

Camercun

List of Countries

NEAR EAST AND SOUTH ASIA

Afghanistan
Ceylon
Cyprus
Greece

India

Iran

Iraq

Israel
Jordan
Lebanon
Nepal
Pakistan
Saudi Arabia
Turkey
United Arab Republic
Yemen

AFRICA (Cont'd.)

Tunisia

Central African Republic Uganda

Ched
Dahomey
Ethiopia
Gabon
Ghana
Guinea
Ivory Coast
Kenya
Liberia
Libya

Malagasy Republic

Mali
Morocco
Niger
Nigeria

Upper Volta

Republic of the Congo (Brazzaville)
Republic of the Congo (Leopoldville)
Rhodesia and Nyasaland, Federation of

Senegal
Sierra Leone

Somali Republic

Sudan
Tanganyika
Togo
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EUROPE

Austria
Belgium
Denmark
Germany
Frence
Iceland
Italy
Luxembourg
Netherlands
Norway
Portugal
Spain
United Kingdom
Yugoslavia

LATIN AMERICA

Argentina
Bolivia

Brazil

British Guiana
British Honduras
Chile
Colombia
Costa Rica
Ecuador

El Salvador
Guatemala
Haiti
Honduras
Jamaica
Mexico
Nicaragua
Panama
Paraguay
Peru
Surinam
Uruguay
Venezuela
West Indies
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FAA Sec. 620(c) is new. It provides that no assistance shall
be provided under the FAA to the government of any country which is
indebted to any United States citizen for goods or services furnished,
where such citizen has exhausted available legal remedies and the debt
is not denied or contested by such government. The phrase "for goods
or services furnished" was included to make clear that the debt must
be for goods and services as distinguished from government bonds or
similar obligations which may be in default. (H. Conf. Comm. Rep. p. 61).
What constitutes "available'" legal remedies will require further interpretation.

FAA Sec. 620(d) is new. It provides that no development
loans for construction or operation of any productive enterprise in
any country where such enterprise will compete with U. S. enterprise
unless that country agrees that it will establish appropriate procedures
to prevent the exportation for use or consumption in the U. S. of more
than 20 percent of the annual production of such facility during the
life of the loan. (H. Conf. Comm. Rep. pp. 61-62). The application
of the section is limited to enterprises "where such enterprise will
compete with U. S. enterprise,'"that is, to situations where the
product of the enterprise being assisted will compete in the U. S.
market directly with the product of the United States (H. Conf. Comm.
Rep. p. 62). If the agreement is not carried out, the President is
authorized to establish necessary import controls to effectuate the
agreement. He may also waive the restrictions of this section where
he determines that such waiver is in the national security interest
(see FAA Sec. 614 also). One problem which may develop at some time
in the future is how to relate the requirement of FAA Sec. 201 for
dollar repayable loans with this requirement which will have the
practical effect of keeping recipient countries from earning dollars.

Cross Reference: FAA Sec. 620 is waivable under FAA Sec. 614(a).

Next page is Sec. 621
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CHAPTER 2 - ADMINISTRATIVE PROVISIONS

This chapter authorizes a major reorganization of the aid
program. It provides for the establishment of the AID as a new agency
which will have responsibility for non-military aid functions and will
combine under the direction of a single Administrator the present
Washington and field operations of the IC4, the DLF, the food-for-peace
program in its relations with other countries, the local currency lending
activities of the Export-Import Bank, and the related staff and program
services now provided by the Department of State and the ICA. The new
agency will be headed by an Administrator with the rank of an Under
Secretary and will also have two persons with the rank of Deputy Under
Secretary and nine with the rank of Assistant Secretary.

This chapter also contains standard provisions on interagency
relationships and use of funds and new provisions designed to improve
administration and personnel performance such as authority to select
out marginal personnel and to provide more extensive personnel benefits
including dependent education facilities, medical care, orientation and
language training, and rest and recuperation travel,

Section 621, EXERCIST OF FUNCTIONS.

FA4 Sec, 621(a)., This subsection is derived from MS4 Scc.
521(a). It recognizes, as did MSA Sec. 521(a) that, although ultimate
authority in the F44 is vested in the President as chief exscutive and
as the officer constitutionally responsible for the conduct of foreign
affairs, the President cannot personally exercise all of ths functions
vested in him by the FAA and enables him to exercise those functions
through any agency or officer of the United States, who in turn are
authorized to promulgate such rules and regulations as may be necessary
to carry out those functions.

FAA Sec, 621(a) is broadened in two respects from MS4 521(a):

(1) FAA 621(a) provides, as did MSA subsection 521(a), for
the delegation of authorities to perform functions under the FAA by the
head of agency or officer through whom the President chooses to exercise
functions under FAA., It further provides, however, that such head of
agency or officer may specifically provide that authorities delegated
may be successively redelegated to any of his subordinates, This
change was made to clarify the authority that had been read into the
MS4 languags,

(2) FAA 621(a) further contains new language that in
"providing technical assistance under this 4ct in the field of
education, health, housing, or agriculture, or in other fields, the

head of agency or officer shall utilize to the fullest extent practicable,
the facilities and resources of the Fedsral apency or agencies with

Next page is Sse, 621
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primary responsibility for domestic programs in such fields." This
direction is intended to be followed to the "fullest extent practicable"
and, in the language of the H. Conf. Comm, it is intended to: 'prevent
duplication by the AID agency of facilities already in existence under
other U, S. departments or agencies." (H. Conf. Comm., Rep. p. 62).

The Executive Branch has informed Congress that it understands that this
provision does not alter the existing basic relationships between the
aid agency end domestic agencies since AID cannot share responsibility
for the country aid programs,

Cross Reference: See FAA Sec. 632(b) pursuant to which
ATD will enter into interagency agreemonts.

FAiA Sec, 621(b) is new. It is a technical provision which
continues IC4, DLF and IGC in existence for up to 60 days after the
aeffective date of the FAA. I® is best sxplained in the language of
the SCFR:

"This provision is necessary because section 642(a)(2)

of the bill...repeals most of the Mutual Security Act

of 1954, including the portions creating these agencies...
and they would therefore automatically cease to exist on
the offective date of the bill unless provision were made
to the contrary., Their continuance for a maximum period
of 60 days will give the President opportunity to issue
the necessary Executive Orders creating the new agency
and to provide for an orderly transfer of functions,
personnel, records, and property." (SCFR Rep. p. 36).

The FAA was approved by the President on September 4, 1961, 4ccordingly,
unless sooner abolished by the President, the respective functions,
offices, personnel, property, records, funds, and assets which were
avgilable to ICA, DLF, and IGC will remain available until November 3,
1961.

FAA Sec, 621(c) is new. It is a technical provision which
directs the President to designate, on the date of the abolition of DLF
(which will be November 3, 1961, or sooner if the President so directs),
the head of the agency or the officer administering Part I, Secs. 101=461,
as the transferee of the operations of the DLF and as the officer to be
suecd. The final clause is necessary because DLF has been a corporation
and has besn suable as a corporation, On the demise of a corporation it
is necessary to name a successor for the purpose of suits against the
former corporation.

The section directs the President to transfer such offices,
entities, functions, property, and records of the Fund as may be
ncecessary leaving the determination of necessity to the President.,

Next page is Sec. 621
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The section further provides that the President shall,
notwithstanding any other provision of law, transfer to AID only such
personnel of the Fund as the President determines to be necessary. The
determination of the necessity of any employee is left to the President
and although the authority is urlimited by any law, regulation, or
express number of personnel, the H. Conf. Comm. indicated that no
"wholesale replacement of personnel" was contemplated (H. Conf. Comm.

Rep. p. 63).

FAA Sec. 621(d) is new. It directs the President to designate
the head of agency or the officer administering AID as the transferee of
the functions, etc. of ICA. It is similar to FAA Sec. 621(c) except, that
those provisions of Sec. 621 (c) expressly designed to deal with DLF as a
corporate entity are unnecessary and accordingly are not included with
respect to ICA. A similar direction to tramsfer only such personnel as
are determined to be necessary is included, and the H. Conf. Comm. reiterates
that no "wholesale replacement of personnel" is required (H. Conf. Comm.

Rep. p. 63).

FAA Sec. 621(e) is new., Section 104(e) of P.L. 480 (the so-called
Cooley Amendment) provides that not more than 25 percent of foreign currencies
received in sales of surplus agricultural commodities may be used for loans
through the Export-Import Bank to private business (principally American)
abroad. FAA Sec. TO4 amends Section 1O4(e) of P.L. 480 to provide that
such loans will be made by "such agency as the President shall direct”
instead of by the ExIm Bank. FAA Sec. 621(e) enables the President to
divest the ExIm Bank of the task of administering Cooley Amendment loans
which have been made or which will be made. It is expected that this
function will be transferred to AID.

The Export-Import Bank is a corporation. Accordingly, FAA
Sec. 621(e) further directs the President to designate the transferee
of the Cooley Amendment functions as the successor to the Bank for
purposes of suit arising out of the Cooley Amendment loans.

Next page is Sec. 622
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Section 622, COORDINATION WITH FOREIGN POLICY.

This Section is substantially identical to MS4 Sec. 523(a),
(b), and (c).

It is intended to seliminate uncertalnty and to clarify lines
of authority in the coordination of foreign assistance programs
including the military assistance program and to place the responsibility
for such coordination in the Secretary of State and, among U, S.
representatives in foreign countries, in the Ambassador. The SCFR stated
that:

", ..under the President, the Secretary of State has
responsibility for the continuous supervision and
general direction of the assistance programs and
...amhassadors abroad are responsible for coordination
of aid activities in the countries to which they are
assigned., The Secretary of State is also clearly
given the responsibility for determining whether there
shall be a military assistance program for a country
and the value thereof." (SCFR Rep. p. 37).

The Secrestary of State is glven clear authority to determine whether
there shall be a military assistance program and how large it shall be,

Next page is Sec. 623
(1)
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Section 623, THE SECRETARY OF DEFENSE.

This Section 1s substantially identical with MSA Ssc. 524.
The H. Conf. Comm, Rep. states {at p. 63 that this provision is included

to assure

"that there will be no confusion as to the functions
arnd responsibilities of the Secretaries of State and
Defense with respect to the administration of the

military assistance program,"

The SCFR Rep. states (at p. 37 that:

"The Sscretary of Defense in Section 623 is given
primary responsibility for the content of military
assistance programs (once the size of those programs
has been determined by the Secretary of State) and
for the administration of those programs, including
the establishment of priorities in procurement and

delivery."

Next page is Sec, 624
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Section 6 TATUTORY OFFICERS.

. This Section contains authority to appoint the top adminis-
trators and top policy-making officials of AID. It also provides
authority necessary to assure an orderly transfer to the new agency.
It provides for an "Inspector General, Foreign Assistance" reporting
directly to the Secretary of State, his top administrative staff,

and prescrihes his responsibilities.

There is no comparable provision in MS4 although FAA Sec. 624
is derived in part from Reorganization Plan 7 of 1953 and MSA Secs.
205(b), 527(b), and 532A vhich authorized appointment of top
administrative and policy-making officials and created B/IGC,

FAA Sec, 624(a) provides for the appointment by the President
by and with the advice and consent of the Senate of twelve top
administrators and policy-making officials., Of these twelve, one will
have the rank of Under Socretary, two the rank of Deputy Under
Secretary, and nine the rank of Assistant Szscretary. Ths President
may fix their salaries but they may not exceed the salaries authorized
for others of the same rank. In the appointment of one of the nine at
Adgsistant Secretary rank, due considcration shall be given to persons
qualified as professional enginecrs.

FAA Sac, 624(b): ithin the limitations established by
subsection {a), the President may fix the salaries and titles of
the officers appointed pursuant to subsection (a) and, with respect
to the eleven ranked as Deputy Under Secretaries or Assistant
Secretaries, may prescribe the order of their succession in the event
of the absence, death, resignation, or disability of the officers
with the rank of Under Secretary or Deputy Under Secretary.

FAA Sec, 624(c): Some officers serving in existing agencies
with the confirmation of the Senate will, at the time of the abolition
of these agencies, be transferred to comparable jobs in AID. This
section relieves such officers from obtaining further Senate confirmation.
However, the SCFR stated that it was intended that the provision means

"...that officials presently in office may be
transferred laterally but may not be promoted to

a rank higher than that now held relative to other
positions, without reconfirmation of the Senate.™"
(SCFR Rep. p. 37).

FAA Sec, 624(d) is intendad to facilitate an orderly transition
to AID, It continues until November 3, 1961, all statutory positions
authorized pursuant to MSA Secs. 205(b)(DLF), 527(b)(MS4 supergrades),
Reorganization Plan 7 of 1953, and MSA Sec. 5334(IGC).

Next page is Sze. 624
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FAA Sec, 62/.(e) establishes an "Inspector General, Foreign
Assistance" whose role is similar to but not identical to that of the
Inspector General and Comptroller established under the MSA, The
differences between the functions of the "Inspector General, Foreign
Assistance" and the Inspector General and Comptroller created pursuant
to MSA Sec. 533(A) are pointed out below.

FiA Sec, 624(e)(1) provides that, in addition to officers
provided for in FAA Sec. 624(a) above, there shall be an "Inspector
General, Foreign Assistance" (IGFA) who shall be appointed by the
President by and with Senate confirmation and shall receive $20,000
per ysar., In addition, a Deputy Inspector General and two Assistants
are authorized at salaries of $19,500 and $19,000 respectively. The
subsection provides for the transfer to the IGFA of such of the property,
records, and funds of the office of IGC as the IGFA deems necessary.

The Office of the Inspector General, Foreign Assistance is
established with four positions at or above $19,000 a year, whereas
section MSA 533(4) authorized only one $19,000 a year position for
the IGC and authorized one Deputy IGC to be compensated at not to
exceed $18,500,

FAA Sec. 624(e)(2) and (3). The IGFA reports directly to
the Secretary of State rather than an undersecretary as under the MSA.
The HCFA stated that:

"One of the major problems which has always confronted

the Secretary of State in connection with the foreign

aid program has been that information as to the short-

comings has not penetrated to him until too late for

proper preventive or remedial action." (HCFA Rep. p. 77).

The direct access to the Secretary and the salaries authorized were
intended by the House to assure that the observations and recommenda-
tions of the Inspector General will not be prevented from reaching
the top.(HCF4 Rep. p. 77).

FAA Sec. 624(e) further assigns broad responsibility to the
IGFA under both the nonmilitary and military assistance provisions of
the FAA (AID), the Peace Corps, and P.L. 480,

The IGFA is given the duty of concerning himself with the
efficiency and economy of programs, their compliance with laws and
regulations, the edequacy of their organization, plans, and procedures,
and with the effectivensess of programs in attaining the foreign policy
objectives of the United States,

Next page is Sec. 624
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The language of FAA Sec. 624(e)(2) and (3) extends the scope
of the IGFA function from one substantially confined under the language
of MSA Sec. 533A to fiscal and management procedures and practices to
one which includes a review of policy determinations. Under FAA Sec.
624(e)(3)(c) the IGFA will evaluate programs to determine their effec-
tiveness in attainlng United States foreign policy objectives.

FAA Sec. 624(e)(4) and (5) directs the IGFA to use and
gives him access to all "records, reports, audits, reviews, documents,
papers, recommendations, or other material" of agencies administering
functions in his area of responsibility.

FAA Sec. 624(e)(6). The Inspector General is given authority
to suspend any part of or all of any project or operation during or
after his review. With respect to the scope of the phrase "project
or operation" the statute parenthetically excludes country programs
from the meaning. The HCFA stated:

"The terms 'project or cperation' are not intended to
include an entire country program in a country. They
apply instead to segments or phases of country programs,
including such things as construction projects, award
of contracts, the operation of a regional office or the
financing of particular types of activity.

"The committee is convinced that an Inspector General,
Forelgn Assistance, capable of fulfilling the responsi-
bilities assigned to him under this subsection will use
his power to suspend infrequently, perhaps not at all."
(HCFA Rep. p. 78.)

The intention of the committee was to enable the IGFA to
compel attention to his comments when officials refused to take remedial
action. This suspension authority is new.

The Secretary of State may overrule the action of the IGFA
and, if he sees fit, direct that a suspended project be resumed.

FAA Sec. 624(e)(7) is similar to the provision of MSA Sec.
533A(d). It provides that the expenses of the IGFA shall be charged
to the appropriations made to cerry out the programs for which the
IGFA is responsible. The section provides that the authority to
charge appropriations is termirnated for failure of the IRFA to
furnish documents, etc., requested by the GAO or appropriate Congres-
sional committees unless the President personally certifies that he
has forbidden the furnishing thereof and his reason for so doing.

Next page is Sec. 624
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The section limits the Inspector General, Foreign Assistance budget to
$2 million. The section provides for the Inspector General confidential
funds not to exceed $2,000 a year when determined by him to be in aid

of inspections, audits, or reviews he is conducting.

Cross Reference: See FAA Approp. Act 1962 Sec. 602
for a similar provision on the termination of the
availability of appropriations.

Next page is Sec. 625
(1)

}2-°



1.0/17/61 Seczl§25

Section 62y. EMPLOYMENT OF PERSONNEL

FAA Sec. 625(a) is substantially identical to section 527(a)
of the Mutual Security Act and authorizes the employment of necessary
personnel to carry out the functions of AID.

FAA Sec., 625(b) is based on MSA Sec. 527(b). It changes
the numbers of persons who may be compensated,appointed or removed
without regard to the Classification Act of 1949 up to certain
specified dollar limits and makes two other changes.

(1) Under MSA 527(b) persons could only be compensated
without regard to the Classification Act of 1949. Under FAA persons
may be compensated, appointed or removed withotut regard to the
pravisions of any law.

(2) The section permits the President to make regulations
to afford persons appointed under FAA Sec. 625(b) to reemployment
rights to the position or a similar position to that which they
occupied at the time of their appointment. This authority will
enable employees of govermment agencies to accept these top level
jobs without sacrificing their long-run position with their parent
agency.

FAA Sec. 625(c) is derived from MSA Sec. 527(b). It
authorizes supergrade positions for the functions under FAA Part II
(military assistance).

FAA Sec. 625(d)(1) is substantially similar to MSA
Sec. 527(c)(I).” It authorizes the employment or assignment of
personnel to perform functions under the FAA outside the United
States by any agency of the U. S. Government and the campensation
of such personnel at any of the rates provided for in the Foreign
Service Act. It further grants such persons reemployment rights
unless the President by regulation provides otherwise in cases in
which employment or assignment exceeds thirty months and provides
that, except for policy-making officials who may be subject to a
political test, no political, racial, color, or religious test shall
be applied. See aiso FA Appropriation Act 1962 Sec. 108 for a pro-
vision applicable to discrimimtion by foreign nations.

FAA Sec. 625(d)(2) is substantially identical to MSA
Sec. 527(c)(2). It authorizes the President to utilize such
authorities contained in the Foreign Service Act as he deems
necessary to carry out the program. Reemployment rights are
assured employees appointed or assigned pursuant to FAA Sec. 625(d)
(2) except that the President may make exceptions when such appoint=-
ment or assignment exceeds thirty months. It provides that Forelgn
Service officers appointed or assigned under FAA Sec. 625(d)(2) will
receive in class promotions in accordance with such regulations as
the President shall prescribe.

Next page is Sec. &25
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FAA Sec. 625(e) 1s new and establishes a selection out
system for certain aid personnel. It is similar to authority
applicable to Foreign Service officers contained in the Foreign
Service Act.

The section authorizes the President to establish
standards or other criteria for maintaining adequate performance
levels for personnel appointed under MSA Sec. 527(c)(2) or FAA Sec.
625(da)(2). Persons who fail to meet prescribed standards may be
selected out of the service notwithstanding any other law but
subject to an administrative appeal. Employees selected out under
this section may, if regulations so provide, receive severance
benefits equal to one month's salary for each year's service up
to a total of one year's salary at his then current salary rate.

FAA Sec., 625(f) is new. It is intended to make it
clear that it is possible to obligate funds for the duration of
a project agreement with a foreign government for personal services
of U, S. Government employees as well as for services of other
personnel such as contract employees, and other supplies and
services needed to perform the agreement. 1In the past ald opera-
tions have been restricted by indications of the Camptroller
General that funds for personal services of U. S. Government
employees should be obligated only on a month-to-month basis.
Now Part III.A.2 and Part III.D ICA M, O. T12.3 and the applica-
tion of ICA M. 0. T12.hk are substantially out of date.

FAA Sec. 625(g),There was no provision comparable to
this in the MSA. Sec. 578 of the Foreign Service Act requires
the Secretary to designate every FSO position which requires
foreign language competence and provides that after December 31,
1963 each designated position shall be filled dnly by an incumbent
having such competence.

The language of this subsection requires the principles
of section 528 to be applicable to AID personnel. The SCFR which
introduced the subsection, indicated, in the language quoted below,
that 1t 1s very concerned with the language problem:

"The camnittee is tired of hearing of aid program
personnel who may be technically qualified but who
are unwilling to make the effort necessary to be

able to communicate with the people they are supposed
to be trying to help." (SCFR Rep. p. 39)

The Conf. Comm. made it very clear that the Congress
understood that special problems exist in the recruitment of AID
personnel which do not exist with respect to Forelgn Service
personnel and stated that AID was subject to the principle but not
the letter of Sec. 578 of the Forelgn Service Act. The H. Conf. Comm. Rep.
states (at p. 66):

Next page is Sec. 625
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"The committee of conference understands that this
requirement 1s intended to apply only to the principles
of section 578 of the Foreign Service Act since

special problems exist in the recrulitment and assign-
ment of AID agency techniclans which do not pertain

to Forelign Service officers of the Department of State.
The commlttee of conference expects that the Secretary

of State will establish appropriate standards of language
competence for AID agency personnel which will be both
adequate and realistic."

FAA Sec. 625(h) is substantially similar to MSA Sec. 527(e).
It prohibits the receipt by officers and employees of the U. S.
Government performing AID functions of any compensation or other
benefits from any foreign country. If situations arise in which
compensation or other benefits should be received from foreign
countries, FAA Sec. 625(h) authorizes the President to arrange for
reimbursement to or other sharing of costs with the U, 5. Govern-
ment. It 1is possible, for example, to channel payments fram a
foreign government to U. S. employees through an AID mission trust
account.,

FAA Sec. 625(1). There is no provision comparable to
this in the MSA. It is intended to express the intention of Congress
that in assigning personnel overseas, consideration be given to
qualifications, in addition to technical qualifications, such as
language campetence or prior experience in a particular country or
area.

Next page is Sec. 626
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Section 626, EXPERTS, CONSULTANTS, AND RETIRED OFFICERS.

FAA Sec. 626(a). This subsection is similar to MSA
Secs. 530(a) and 532(a). It authorizes the employment of indiwvidual
experts or consultants in accordance with section 15 of the Adminis-
trative Expenses Act of 1946, It permits them to be compensated
up to $75 a day and to receive travel expenses and per diem at a
rate provided in the Standardized Government Travel Regulations,
The subsection also authorizes the employment of organizations
of experts and consultants.

Employment under FAA Sec. 626(a), whether by contract or
direct hire, may be renewed annually, but such annual renewals are
limited to the following numbers of employment relationships:

1. Ten people as experts or consultants;

2. Contracts with ten retired military officers with
research and development experience;

3. Contracts with five retired military officers with
specialized experience of a broad politico-military
nature; am

b, An unlimited number of contracts with organizations
of experts or consultants.

FAA Sec. 626(b) is substantially similar to the first
sentence of MSA Sec. 532(&). It exempts experts and consultants
under FAA Sec. 626(a) from certain conflict of interest laws except
to the extent that such laws prohibit an individual from receiving
compensation in respect of any matter in which he was directly
involved in government service. The subsection further provides
that service as an expert or consultant is not to be considered
employment for purposes of limiting reemployment of retired
employees or governing similtaneous receipt of compensation and
retired pay or annuities.

FAA Sec. 626(c) is substantially similar to MSA Sec 532(b).
It permits the employment of retired officers but does not exempt
them from laws prohibiting simultaneous receipt of salaries and
retirement pay.

FAA Sec. 626(d) is identical to MSA Sec. 530(b). It
authorizes the employment of persons of outstanding experience
and ability without compensation in accordance with the applicable
provisions of the Defense Production Act of 1950. (50 U.S.C. App.
2160(b)) and regulation issued thereunder.

Next page is Sec. 627-630
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INTRODUCTION

FAA Secs. 627-630 are substantially similar to MSA 528
and 529, They continue suthority to detail or assign officers or
employees to foreign governments or internetional organizations
ad provide certain conditions thereon as follows:

Section 627. DETATL OF PERSONNEL TO FOREIGN GOVERNMENTS.

This section is substantially similar to MSA Sec. 528(a)
It provides that when in furtherance of the purposes of the FAA
officers or employees may be detailed or assigned to foreign
governments where acceptance of the office involves no oath to or
compensation or other benefits from any foreign government.
See FAA Sec. 625(h) also.

Section 628. DETAIL OF PERSONNEL TO INTERNATIONAL ORGANIZATIONS.

This section is substantially similar to MSA Sec. 529(a)
It provides that when consistent with and in furtherance of the
purposes of FAA an officer or employee may be detalled, assigned,
or otherwise made available to international organizations.

Section 629. STATUS OF PERSONNEL DETAILED.

FAA Sec. 629(a) 1is substantially similar to sections
MSA Secs. 528(b) and 529(b). It provides that persons assigned
pursuant to FAA Secs. 627 or 628 shall be considered as employees
of the government agencies from which assigned and that they shall
continue to receive compensation, allowances, and benefits from such
agency funds.

FAA Sec. 629(b) is substantially similar to MSA Sec. 529(b)
which suthorized representation allowances only for employees detailed
to international organizations., FAA Sec. 629(b) on the other hand
authorizes representation allowances for employees detailed or
assigned under FAA Sec. 627 (to foreign governments), FAA Sec. 628
(to international organizations), appointed under FAA Sec. 631 (for
special missions or staffs abroad), and for the Inspector General,
Foreign Assistance.

Section 630, TERMS OF DETAIL. OR ASSIGNMENT.

This subsection is substantially similar to MSA Sec. 529(c).
It provides for details or assignments to be made under FAA Sec. 627
or 628 or MSA Sec. 408 (NATO) on any of the following terms:

(&) Without reimbursement to the U. S. Govermment;
(b) With reimbursement in whole or in part to be
credited to the appropriation from which the

reimbursable payments were made;

llext page is Sec.(27-630
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(¢) With reimbursement in the form of an advance
by the organization or government of funds,
property, or services available for specified
uses in furtherance of the AID program. Funds
so advanced may be established as a separate
fund in the Treasury.

(d) Subject to receipt by the U. S. of a credit to

be applied against its share of the expenses
of the organization.

Next page is Sec. 631
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Section 631. MISSIONS AND STAFFS ABROAD,

This section is substantially similar to MSA Sec. 526.
It provides for the maintenance of special missions or staffs out-
side the United States for carrying out the functions of the FAA.
It further provides for the appointment and notwithstanding any
other law the removal of the chiefs and deputy chiefs of such
missions. The section also provides for rates of campensation
for the chiefs of such missions.

Cross Reference: FAA Sec, 641 refers to the
identification of aid programs overseas as
"American Aid".

Next page is Sec. 632
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Section 632. ALLOCATION AND REIMBURSEMENT AMONG AGENCIES

FAA Sec. 632 contains provisions analagous to those in
MSA Secs.505 and 522 regarding what are essentially bookkeeping
transactions among government agencies.

FAA Sec. 632(a) is substantially identical to MSA sec. 522(a)
It permits the President to allocate any FAA funds (including
advances from foreign governments and international organizatlons)
to any U. S. Govermnment agency and provides that such funds may be
obligated and expended for the purposes for which authorized by
such agency under its own regulsr suthority or under the authority
contained in the FAA. This complements the authority given the
President in FAA Sec. 621(a) to exercise any of his functions
under the FAA through any government agency.

FAA Sec. 632(b) is the same as MSA Sec. 522(b) except
that a provision regarding surcharges by the General Services
Administration has been omitted. It permits any officer carrying
out functions under the FAA to utilize services and facilities of,
or procure camodities or defense articles from, any U. S.
Govermment agency either with the consent of the head of such
agency or by direction of the President. It also provides that
funds allocated pursuant to this subsection may be established
in separate appropriation accounts on the books of the Treasury.
This section does not apply to situations in which AID is performing
services for other government agencies at the expense of that agency's
appropriation, Buch transactions must be based upon the provisions
of the Economy Act(31 U.S.C. 686).

A series of agreements with the heads of U. S. Government Depart-
ments may be found in ICA M. 0. 250.2 - 251.9 which are deemed to
canstitute the consent of the head of the agency required by Sec. 632(b).
They in turn authorize the entering into of working level agreements
(heretofore known as "Participating Agency Service Agreements")
pursuant to which AID arranges for particular transactions with other
government agencies. See FAA Sec. 621 which encourages the use of
such agencies.

FAA Sec. 632(c) is the same as MSA Sec. 522(d). It sets
forth the manner in which reimbursement or payment when required
is made tc another agency furnishing facilities, services, or
commodities for nommilitary assistance under FAA Part I. Reimburse-
ment, when required, is to be made from economic assistance funds.
It may be either at replacement cost, at actual cost iif required
by law, or at any other legal price agreed to by the owning or
dsposing agency.

Uext poge is Soe. 632
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FAA Sec. 632(d) is teken from MSA Sec. 522(c). It sets
forth the provisions applicable to reimbursement in connection with
the military assistance programs. It provides that, except as
otherwise provided in FAA Sec. 507 (sales) and FAA Sec. 510
(special authority) when an agency furnishes military assistance it
shall be reimbursed from military assistance funds for its expenses
and for the Value"of what it furnishes (as defined in FAA Sec. 64li(m)).
The reimbursement received is to be credited to the current applicable
appropriation of such agency.

FAA Sec. 632(e) is substantially identical to MSA Sec. 522(e).
It authorizes the basic procedure generally used for financing pro-
curement of commodities, defense articles, and services (including
defense services) through commercial channels. Subject to terms
and conditions approved by the Secretary of the Treasury, bank
accounts may be established against which letters of commitment
may be issued and from which withdrawals may be made by recipient
countries upon presentatior of appropriate documentation. Funds
thus expended are to be accounted for on standard documentation
required for government expenditures, The Camptroller General is
authorized to approve other regulations for accounting for funds
spent in offshore procurement. (See ICA Regulation 1, Sec. 201.18
for rules pertaining to documentaiion required for reimbursement.)

FAA Sec. 632(f) is substantially identical to the second
sentence of MSA Sec. 505(b). Credits made by the Export-Import Bank
of Washington with funds allocated to it under FAA Sec. 632(a) or
MSA Sec. 522(&) are not to be considered within the financing
limitations of section 7 of the Export-Import Bank Act of 1945.

FAA Sec. 632(g) is derived in part from MSA Sec. 522(f).

It permits an initial charging of expense against any appropriation
under the TAA within the limits of available funds so long as the
expense 1s finally charged to the applicable appropriation with a
credit to the appropriation initially charged, by the termination
of the same fiscal year. However, a second proviso which is new,
relieves AID from such a year-end allocation in instances in which such

an allocation of charges for expenses (other than those provided
for administrative expenses in FAA Sec. 637) incurred in furuishing
asslistance would result in an accounting expensa dlsproportionate
to the adwvantage of the allocation. For example, it might be too
unwieldy to require a technician who provides services mainly in
connection with development grant projects to keep a record of the
time he may spend giving advice in connection with supporting
assistance projects so that his salary and expenses can be sllocated
to both of these categories. (HCFA Rep. p. 83).

Next page 1is Sec. 633
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Section 633. WAIVERS OF CERTAIN LAWS.

FAA Sec., 633 brings together waivers of law formerly con-
tained in MSA Secs. 533 and 107. This section was intended to
permit waiver of laws which were passed to meet situations "which
are not applicable to the foreign assistance program™ (SCFR Rep.

p. 43).

FAA Sec. 633(&) permits the performance of functions
under the military and non military assistance provisions of
the FAA without regard to such provisions of law (other than the
Renegotiation Act of 1951, which, however, is not applicable
generally to economic assistance) relating to U. S. Government
contracting and the expenditure of U. S. Government funds as the
President may specify, whenever he determines it to be in further-
ance of the FAA. The Presidential specification of laws pursuant
to this section is contained in Executive Order 10784 (23 F.R. 7691,
as amended by Executive Order 10845, 24 F.R. 8317). (See legislation
on Foreign Relations, December 1960, pp. 142-143.) (See Sec. 602(d)(2)
of the Federal Property and Administrative Services Act of 1949,
as amended, for an exemption from the provisions of that Act for
"foreign aid" (40 U.S.C. 47h4).)

FAA Sec. 633(b)7authorizes a waiver of such provisions
as the President may specify of the Neutrality Act of 1939.

FAA Sec. 633(c) authorizes the assignment of Defense
Department personnel to any civil office to carry out the Act,
notwithstanding statutory provisions to the contrary.

Next page is Sec. 63k
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Section 634. REPORTS AND INFLRMATION.

FAA Sec. 634(a) requires the President to report to the
Congress, after the close of each fiscal year, on operations during
that fiscal year under the FAA. These reports are to include-
information on the operation of the investment guaranty program.
(See FAA Secs. 221-224). The import of this section, as qualified
by the firs: sentence of FAA Sec. 634(b) is substantially the same
as that of MSA Sec. 534(a) except that (1) the new section makes
clear that these reports are to be submitted once each year, and
(2) only information concerning the investment guaranty program is
singled out as necessarily to be included in the annual report.
It is not believed that the failure to specify other operations
under the FAA relieves the Executive of the duty of making full
reports.

FAA Sec. 634(b) requires the President, both in the
reports required by FAA Sec. 634(a) and in response to requests
from members of the Congress on inquiries from the public to make
available all information concerning operations under the FAA not
deemed by him to be incompatible with the security of the United
States.

The first sentence of this section is substantially
similar to MSA Sec. 550. The Executive Branch has informed the
Congress that 1t would not construe this provision as being
intended to infringe on the historical right of the President to
wit hhold information,the disclosure of which is deemed incompatible
with the public interest because to do otherwise would clearly
raise serious constitutional questions.

The second sentence of thls sectlon requires the President
to make public certaln appropriate information concerning each development
loan made under FAA Sec. 201(a) from the Development Loan Fund. It is new
and replaces the more generalized reporting requirement contained in the last
sentence of MSA Sec. 202(b). The H. Conf. Comm. Rep. (at page 67) makes
clear that reports of development loans are not required to include informa-
tion furnished in confidence or information the publication of which would
0t be in the best interests of the United States.

FAA Sec. 634(c) provides for a cut-off of funding in any
country, or with respect to any project or activity if requested
documents or other materials, or & Presidentiml certification
forbidding their disclosure and stating the reasons therefor,
are not furnished within 35 days of the receipt by the head of
any agency carrying out any provision of the FAA of a written
request for such documents or materials from the GAO or any com~
mittee of Congress charged with considering legislation, appropria-
tions or expenditurec under the FAA.

Next page is Sec. 634
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This 1s quite similar to Sec. 101(d) of the Mutual
Security Appropriation Act of 1961 with, however, two significant
differences:

(1) This section applies to both nonmilitary and
military assistance (H. Conf. Comm. Rep. p. 67);
and

(2) This section no longer enables Congressional sub-
committees, as such, to invoke the sanction of the
funding cut-off provided.

Cross Reference: See FAA Sec. 624(e)(7) end FA Approp. Act
1962 Sec. 602 for cut-off provisions related to the Inspector
General, Foreign Assistance.

FAA Sec. 634(d) provides that the President, in Japuary
of each year, shall notify the Senate Appropriations and Foreign
Relations Committees and to the Speaker of the House of all action taken
during the previous twelve months which:

(1) Resulted in furnishing assistance of a kind, for a
purpose, or to an area substantially different from the
presentation made to the Congress during its consideration
of the FAA or any act appropriating funds pursuant to an
authorization contained in the FAA; or

(2) Resulted in obligations or reservations 50% or more
greater than the proposed figures shown in any such
presentation. The report is required to state the
Justification for any such changes.

In addition, this section requires prompt notification to
the same recipients of any determinations made under:

(a) FAA Sec. 303 - Waiver of 50-50 shipping requirement
with respect to Indus Basin.

(b) FAA Sec. 610 - Transfer between accounts;
(c) FAA Sec. 6lk(a) - Presidents Special Authority; or

(d) FAA Sec. 614(b) - Use of Supporting Assistance Funds
to meet U. S. objectives or responsibilities in Germany.

This section is based upon MSA Sec. 513. It differs from
section 513, however, in the timing of the reports on program changes,
the recipients of such reports (though not their content),and in the
identity of various determinations which must be reported.

Next page is Sec. 634
(3)

| 3%



10/17/61 Sec. 634
(3)

FAA Sec. 634(e) provides that the President shall include
in his recommendations to the Congress for programs under the FAA
for each fiscal year (presumably the annual presentation) a specific
plan, with respect to each country receiving it, for the progressive
reduction and eventual termination of grant economic assistance
wherever such reduction or termination is practicable.

This section places on a permanent basis the so-called
Mansfield Amendment, which, as MSA Sec. 503(c) related only to the
FY 1961 presentation.

Next page is Sec. 635
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Section 635. GENERAL AUTHORITIES.

FAA Sec. 635(a) is based upon the first sentence of
MSA Sec. 505(a). It provides that,except as otherwise specified
in the FAA,assistance may be furnished on any terms thought to be
best suited to accomplishing the purposes of the program but that
loans shall be emphasized rather than grants wherever possible.
In addition to grants and credit arrangements, it also includes
payment in foreign currency or in kind. The broad authority of
this subsection does not extend to development loans which are
specifically required by FAA Sec. 201 to be repayable in dollars.
The section does provide maximum flexibility, however, for
development grants, investment surveys, contributions to inter-
national organizations, supporting assistance and military
assistance.

FAA Sec. 635(b) is derived from MSA Sec. 205(c), the
first and second sentences of MSA Sec. 307(a), and MSA Sec. 535(a).
It authorizes the President, except as otherwlse specifically
provided in the FAA, to make advances and grants to, and make and
perform agreements and contracts and enter into other transactions
with, any person or body of persons, or any governmental or inter-
national body ian furtherance of the purposes of the act and "within
the limitations of the Act."

FAA Sec. 635(c) is new. It states the sense of Congress
that, in furthering the purposes of this Act, the President shall use
to the maximum extent practicable voluntary, non-profit organizations
registered with, and approved by, the Advisory Committee on Voluntary
Foreign Aid.

FAA Sec. 635(d) is derived from MSA Sec. 205(c). It
authorizes the President to accept and use any kind of property
or services donated for use for furtherance of the FAA. MSA
Sec. 205(c), however, limited the use of such donations to the
Development Loan Fund only. It will henceforth be an exception
to the provision of 31 U.S.C. 665 which prohibits the acceptance
by the U. S. Government of voluntary services.

FAA Sec. 635(e) is similar to MSA Sec. 537(b). It
authorizes any U. S. Government agency (not just AID) to pay
the cost of health and accident insurance for foreign participants
in any program of furnishing technical information while such
participants are absent from their homes for such programs.

Next page is Sec. 635
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FAA Sec. 635(f) is new. It provides specific authority
for the admission of foreign participants to the United States as
non-immigrants under the Immigration and Nationality Act under
conditions to be prescribed by the Secretary of State and the
Attorney General. Similar authority, which is, however, subject to
certain specific restrictions, now exists under the Mutual Educational
and Cultural Exchange Act, which probably supersedes Sec. 635(f).

FAA Sec. 635(g) is derived in part from MSA Sec. 205(c)
and provides authorities in connection with the making of loans gen-
erally similar to those now in DLF. It is divided into six subsections.
Subsections (1) through (4) authorize the President, in making FAA
loans, to exercise powers and authority of the type normally made
available for business-type operations conducted by corporate cr
other agencies of the U. S. Government. E. g., subsection (3)
authorizes the acquisition and disposal of property in connection
with loans with an exception for direct acquisition of equity
securities. Subsection (4) is significant in that it continues
the authority previously aeld by the DLF to determine the character
of its obligations and extends such authority to all loans under
the FAA. Subsection (5) is similar to MSA Sec. 204(c) and applies
to lending functions the auditing procedures applied to U. S. Govern-
ment corporations by the Government Corporation Control Act.

FAA Sec. 635(h) is derived in part from the final sentence
of MSA Sec. 307(a). It provides that a contract or agreement in-
volving the expenditure of funds made avallable under title II
(development grant) and title V (development research) of Chapter 2
of Part I and under military assistance provisions of PartIl, wmay be,
subject to any future action of Congress, extended at any time for
not more than five years. MSA Sec. 307(a) was limited to three years
and applied only to technical assistance funds.

FAA Sec. 635(i) is new. It provides that claims arising as
a result of operations under the investment guaranty operations
(FAA Secs. 221-224) may be settled, and disputes arising as a result
of such operations may be arbitrated, on terms or conditions deter-
mined by the President.

FAA Sec. 635(j) 1s substantially the same as MSA Sec. 202(b).
It exempts private businessmen participating in operations or trans-
actions under the FAA from the legal prohibition (18 U.S.C. 955) on
private loans to a foreign government or governmental unit which is
in default in the payment upon its obligations to the Uuiied States
Government. Without this exemption, private businessmen would be
prohibited from participating in the program in some countries,
despite the emphasis which the FAA puts on private participation
(see FAA Sec. 601).

Next page is Sec. 636(a)
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Section 636. PROVISIONS ON THL USES OF FUNDS.

The purpose of this section is to provide basic legislative authority
of an administrative nature for particular purposes which are considered neces-
sary and importent in carrying out the purposes of the FAA. While, as a general
matter, funds may be used for any necessary expenses of carrying out the pro-
grams for which the funds are made available, several of the provisions in this
section are included because of special statutes or Comptroller General rulings
which require, or may require, express statutory authorizations to use funds
for these particular types of expenses. The provisions in subsection (a) apply
to appropriations for the purposes of or pursuant to the FAA (except military
assistance under Part II), to funds allocated to any United States Government
agency from any other appropriations for functions directly related to the
purposes of the FAA, and to funds made avallable for other purposes to the
agency primarily responsible for administering Part I. The provisions in this
section were taken for the most part from MSA uec. 537(a).

FAA Sec. 636(a) 1s derived from MSA Sec. 537(a).

FAA Sec. 636(a)(1) . This paragraph is based on langusge contained in
MSA Sec. 537(a)(1). It permits funds to be used for peyment of rents in the
United States including the District of Columbia, without regerd to the prohi-
bitions contained in 40 U.S.C. Secs. 34 and 304c. It also permits the repair,
alteration, and improvement of such leased properties without regard to the
limitation contained in 40 U.S.C. Sec. 278a which sets a limitation on the
value of improvements, alterations and repair to such premises. Authority to
pay rent for space in buildings outside the District of Columbia would permit
the agency to acquire needed warehouse or storage space to facilitate the ad-
vance procurement of supplies, such as excess property, for use in the program.
(See FAA Sec. 608).

FAA Sec. 636(a)(2) is derived from languasge in MSA Sec. 537(a)(2).
It permits funds to be used for attendance at meetings despite the prohibitions
contained in 31 U.S.C. Sec. 551 and 5 U.S.C. Sec. 83, and further authorizes
payment of incidental expenses related to arrangements for meetings of groups
of consultants in connection with performance of functions authorized by the
FAA,

FAA Sec. 636(a)(3) 1s substantially identical to language in MSA Sec.
537(a)(3). It authorizes the employment by contract of individuals (whether
Americans or foreign nationals) for personal services abroed. The proviso
ensures that persons serving under contract pursuant to the provisions of this
parsgraph are not considered employees of the United States "-~vernment for
the purpose of any law administered by the Civil Service Commission. The con-
tractual services involved range from professional technical advice to foreign
governments to custodlal and housekeeping services for AID Missions.

next page is Sec. 636(a)
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FAA Sze. 636(a)(4) is substantially identical to language in MSA Sec.
537(a)(%). It suthorizes the purchase, maintenance, operation, and hire of
aircraft except that eircraft for alminictrative purposes may be purchased
only as specifically provided for in appropriation or other act. It is in-
cluded in view of 5 U.3.C. Sec. 78(b) which would, in the absence of this
express authorization, prohibit the purchase, maintenance, or operation of
any aircraft. 5 U.3.C. Sec. T78(b) specifies that purchases of aircraft with
funds for administrative expenses may be made only as expressly provided in
an appropriation or other act.

FAA Sec. 636(a)(5) 4is derived from language in M3A Sec. 537(a)(5).
It contains the express authorization which is required by 5 U.S.C. Sec.
78(a) for the purchase or hire of pausenger motor vehicles for use by a
United States Govermment Agency. It specifies that, except as may otherwise
be provided in an appropriation or other act, passcnger motor vehicles for
use outside the U.S. may be purchased by a U.S5. Government agency for ad-
ministration purposes on a replacement basis only. The language makes it
clear that program purchases for use as part of the aid being delivered to
a foreign country are not limited by the restrictive language of the para-
graph.

The proviso, which specifies that passenger motor vehicles for use
in the United States may be purchased only as may subsequently be expressly
provided in an appropriation or otk.:r act, contains new language which pro-
vides authorization to purchase a wvehicle for the use of the head of the
agency primarily responsible for adiinistering the act, and, in addition,
provides that such purchasce shall be without regard to the limitation as to
price contained in 5 U.S.C. Sec. 78(a)(1l) or the limitation as to use set
forth in 5 U.S.C. Sec. 78(c)(2). The languege also permits the AID to pay
not to exceed $3500 for vehicles for Chiefs of Missions.

The FA Appropriation Act 1962 appropriated 47,500,000 for expenses
authorized by FAA Sec. 637(a) "incluling the purchase of not to exceed

twenty-five passenger motor vehicles for use outside the United States."

FAA Sec. 636(a)(6) is derived from languege contained in MSA Sec.
537(a)(6). It is included in view of Comptroller General rulings that ex-
press authorization is required to pay expenses which are classified as
entertainment. The language eliminates the geographic restriction contained
in M3A Sec. 537(a)(6) which provided authority to pay entertainment expenses
only in the United States. Not to ecceed $25,000 may be used for such
expenses in any fiscal year except as may subsequently be expressly provided
in an appropriation or other act. M3A Sec. 537(a)(6) limited the amount to
$15,000. Expenges contemplated under this paragraph would include expenses
incurred by high-ranking U.S. officials responsible for administration of
this program and expenses in connection with foreign nationals participating
in activities under the Act in the United States, insofar as such expendi-
tures are classified as entertainment. These expenses are in addition to
representation expenses authorized under FAA Secs. 625(d)(2), 629(b), and
631(v).
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FAA Scec. 636(a)(7) is identical to language contained in MSA Sec.
537(a)(7). It provides authority to exchange dollars for foreign currencies
in connection with the carrying out of programs in foreign countries, and
to protect personnel from losses which may result Ifrom fluctuations in ex-

change rates.

FAA Sec. 636(a)(8) is substantially identical to language contained
in MSA See. 537(a)(8). It authorizes payment of expenses (not to exceed
$50,000 in any fiscal year except as may otherwise be provided in an appro-
priation or other act) of a confidential cheracter upon certification by
the head of the agency primarily responsible for administering the FAA, or
his designee, that it is considered inadvisable to specify the nature of
the expenditure. This is in addition to the authority of the President con-
tained in FAA Sec. 614(c) to certify, within specified limits, the expendi-
tures of amounts without specifying the nature of the expenditures.

FAA Sec. 636(a)(9) is derived from langusge contained in MSA Sec.
537(a)(9). It provides basic authority to obtain insurance on official
motor vehicles and esircraft acquired whether by purchase, lease, hire, or
otherwise for use in connection with the AID program outside the United
States, The authority to obtain insurance for aircraft is new. It is ine
tended that appropriate insurance will be obtained in countries where re-
quired by law and also in countries where the policy of the foreign office
or the interest of the United States mekes it lmportant to procure such
insurance.

FAA Sec. 636(a)(10) is derived from MSA Sec. 537(a)(10). It provides
basic authority to rent or lease outside the United States for periods not
to exceed ten years offices, buildings, grounds, end quarters, including
living quarters to house personnel, and to make advance payments for such
purposes. In addition it provides authority to procure furnishings for such
living quarters, offices, etc., and to maintain, make necessary repeairs,
alterations and improvements to properties owned or leased by the U. S. or
made available for use to the U.S. in connection with programs under the FAA
and additionally, to pay the costs of fuel, vater and utilities for such
properties.

The ten-year leasing authority is new as is authority to make advance
payments. Exverience has demonstrated that it is the custom in meny coun-
tries to require long-range leases and also that rentel payuents be made in
advance. The langusge contemplating buildings other than those owned or
rented by the U. 5. is also new and would include, for example, buildings
made available by the host country.

FAA Sec. 636(a)(11) is derived from languege contained in MSA Sec.
537(a)(11). It authorizes payment of costs of preparing and transporting
to their former homes or,with respect to foreign participants engeged in
programs under Part I of the FAA to their former homes or to a place of
burial, and care and disposition of, the remains of persons or of members
of their families while such persons are away from their homes, engaged in
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AID programs. This permits, for example, the paywent of funeral and related
expenses in cases where circumstences do not permit the return to their homes
for burial of persons or of members of their families who die while such
persons are away from their homes, engaged in activities authorized by Part I
of the FAA.

FAA Sec. 636(a)(12) is identical to language contained in M3A Sec.
537(a)(12). It provides express statutory authorization for the purchase
of uniforms for civilian euployees and thereby avoids the limitation of $100
prescribed by the Federal Employees Uniform Allowance Act of September 1,
1954, and is generally used only where local custom requires them for such
positions as chauffeurs, messengers, nurses, elevator operators, doormen,
etc.

FAA Sec. 636(a)(13) is substantially similar to language contained
in MSA Sec. 537(a)(13). It authorizes the establishment of per diem rates
for foreign participants engaged in program activities under Part I of the
FAA while such persons are undergoing training away from their homes in
countries other than the United States.

FAA Sec. 636(a)(14) is similar to language contained in MSA Sec.
537(a)(1k). It mekes clear that funds may be used in accordance with the
authorities of the Foreign Service Act, not otherwise provided for.

FAA Sec. 636(a)(15) is substantially similer to language contained
in MSA Sec. 537(a)(15). It authorizes purchase of ice and drinking water
for use outside the U.S. It is included because of Comptroller General rul-
ings which require express authorization to pay for ice and drinking water.

FAA Sec. 636(a)(16) is similar to langusge contained in MSA Sec.
537(2)(16). It is required to permit the Coast and Geodetic Survey to have
not to exceed 20 additional commissioned officers for purposes of the for-
eign aid program. Similar authority for Public Health officers contained in
MSA Sec. 537(a)(16) has been deleted since current authority applicsble to
the Department of Health, Education and Welfare is considered adequate to
enable them to appoint commissioned officers for service with this program.

FAA Sec. 636(a)(17) is derived from MSA Sec. 537(a)(17). It provides
for payment of travel expenses of employees and their dependents (including
expenses during necessary stopovers wvhile engaged in such travel), as well
as expenses of transportation of household goods, personal effects, and
vehicles, charging all such expenses to the appropriation available during
the fiscal year in vhich any part of the expenses incident to such travel
were first lancurred regardless of the year in which +the balance of the costs
were incurred. The provision authorizing transportation of automoblles for
storage and payment of storage has been continued from the predecessor
section and will be authorized when it is in the public interest (such as ip
case of evacuation or while in transit to an area where disturbed conditions
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prevent onward shipment) or when it is more economical or otherwise
in the public interest to authorize storage. The other provisions
contained in MSA Sec. 537(a)(17) relating to storage have been
deleted as they are now covered in the Overseas Differentials

and Allowances Act.

Next page is Sec. 636(b)-(g)
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FAA Sec. 636(b) is substantially similar to MSA Sec. 411 (d). It
permits the use of both economic and military assistance funds for compensa-
tion, allowances, and travel of personnel. It permits printing and binding
without regard to provisions of any other law. The provision with respect
to printing and binding is primarily to permit use of contract printing ser-
vices rather than the GPO when use of its services is not practical. The
subsection further provides for the wailver of such laws and regulations as
may be necessary for expenditures outside the United States in connection
with the procurement of supplies and services and administration and operating

purposes.

FAA Sec. 636(c) is derived from MSA Sec. 537(c¢). It appropriates
no funds, but is a diversionary authority which authorizes the use in each
year and notwithstanding any other law, of not to exceed $3 million of
funds other than development lending funds available under the FAA for
assistance. It authorizes such use to construct or acquire (which idincludes
long-term leasing) living quarters, office space, necessary supporting
facilities (such as warehouses, garages, community facilities for recreation
and civic needs), schools (including dormitories and boarding facilities),
and hospitals, and to equip, staff, operate, and maintain such schools and
hospitals,

The subsection authorizes school and hospital facilities to be pro-
vided for the use of other U. S. Government personnel and their dependents
in addition to personnel carrying out activities under the Act. It should
be noted that no funds are appropriated for this subsection and that AID pro-
grem funds must be used for such facilities. Accordingly the authority
should be used primarily for AID personnel. The subsection contemplates the
provision of facilities for other Government personnel where AID already has
or is planning such facilities for personnel performing AID functions and

can provide such servicec for other personnel incidental to or by a minor
addition to its own needs. The H.Conf. Comm.stated that:

"The specific authority to conmstruct or otherwise acquire
schools and hospitals will permit use of AID funds to
meet the needs of dependents of U. S. Government per-
sonnel in localities where it is necessary for the AID
program to acquire or construct such facilities."

(H.Conf.Comm. Rep. p. 71)

While it is not possible to establish a percentage applicable generally, it
is clear that facilities should be provided only vhere and on such scale
that the substantial part of those facilities is for the use of personnel
carrying out AID activities.

Facilities may be provided contractor personnel only when the con-
tract so provides.
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FAA Sec. 636(d). There is no provision comparable to this subsection
in MSA. 1t appropriates no funds but is a diversionary authority which auth-
orizes the use in each year, of not to exceed $1,500,000 of funds availsable
for assistance under the FAA (except development lending funds) for assist-
ance to schools established or to be established ebroad vhere such assistance
is the most economical or otherwise practical way to provide for the educa-
tion of dependents of AID personnel and other U. 5. Government personnel.

The authorit;” is to be used in lieu of construction or acquisition,but the
expenditures authorized hereunder are in addition to the $3 million provided
in Sec. 636(b). Like the authority contained in Jec. 636(c) this authority
is to be used primerily for personnel administerinz AID functions.

Furthermore, it 1s contemplated that assistance under this authority
may result in savings with respect to education allowances now granted on
the basis of 1nadequate facilities at post.

The HCFA stated:

"This authority will provide some administrative flexibility
by permitting assistance to be given to existing schools or
to schools being established ... Experience indlcates that
there are schools located abroad which are willing to admit
dependents of personnel administering functions under the
bill and of U. S. Government personnel, and which can, with
some financial assistance, expand or improve their facili-
ties (such as library facilities, laboratory, physical plant)
to meet minimal U. S. educational standards.”

(HCFA Rep. p. 88)

FAA Sec. 636(e) is substantially identical to MSA Sec. 537(e). This
subsection appropriates no funds but provides that funds available under the
FAA, except development lending funds, may be used to pay costs of training
U. S. citizen personnel employed or assigned under FAA Sec. 625(d)(2) at any
state or local unit of govermment, any public or private nonprofit imstitu-
tion, trade, labor, agricultural, or scientific association or organization,
or commercial firm. The authority provided to the Department of Agriculture
under 7 U.S.C. Sec. 1881 et seq. may be used in carrying out this subsection
even though no interchange of personnel may be involved and even though
training may not take place at an institution specified in that act.

Training provided under this section is not considered employment
under 5 U.S.C. Sec. 62 (relating to dual office holding) and payments or
contributions in connection with the training as deenied appropriate by
the head of the agency authorizing the training may be made to the trainee
or the agency. If made to the employee, his salary from the U. 5. Govern-~
ment should be reduced by the smount of the payment. If made to the agency,
the payment should be credited to the current account of the agency.
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FAA Sec. 636(f) is based on MSA Sec. 537(d). The subsection author-
izes the use of funds available under Section 212 (Development Grants) for
non-administrative (i.e. program) expenses in carrying out development lend-
ing, the disposal of surplus agricultural commodities under P.L. 480, and
the Act for Assistance in Latin American Development and Chilean Reconstruc-
tion. The authority 1s designed to provide funds for the services of tech-
nical experts and other services or facllitlies not provided for in FAA Sec.
637 (administrative expenses), which will assist the AID . in effectively
carrying out functions enumerated.

FAA Sec. 636(g) is based in part on MSA Sec. 103(b) and is in part
new. It authorizes the use of funds made available for military assistance
for:

(1) Administrative, extraordinary, and operating expenses.
The word extraordinary is new and is intended to pro-
vide funds to provide the foreign militery trainees
who come to the United States a broader exposure to
American culture. Funds for such extraordinary pur-
poses are limited to $300,000 and the SCFR stated
that a report is expected on the use of such funds
ufter March 4, 1962 (SCFR Rep. p. 48)

(2) Actual expenses incurred by military officers assigned
as tour directors to provide a broader background for
foreign trainees without imposing a hardship on the
officers so assigned.

(3) Maintenance, repair, alteration and furnishing of U.8.-
owned facllities for the training of foreign military
personnel. It i1s intended by this section to eneble
the provision of facilities for an Inter-American
Defense College should such an institution materialilze.
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Section 637. ADMINISTRATIVE EXPENSES

This section i1s based on MSA Sec. 411(b) and (c).

FAA Sec. 637(a) authorizes the appropriation of not to exceed $50 mil-
lion for necessary administrative expenses of AID. The FA Appropriation Act
1962 appropriated $47,500,000 for FY 1962 for FAA Sec. 637(a) expenses (in-
cluding 25 automobiles for use outside the U.S5.).

FAA Sec. 637(b) authorizes the appropriation of such amounts as may
be necessary for edministrative expenses of the Depeartment of State. This
subsection was necessary to authorize such an appropriation in the Foreign
Assistance Appropriation Act because it was not feasible to request appro-
priations as part of the regular State Department Appropriation Act. The
PFA Appropriation Act 1962 appropriated $3,000,000 for FY 1962 for expenses
under FAA Sec. 637(b) and under Sec. 305 of the Mutual Defense Assistance
Control Act of 1951, as amended (the Battle Act).
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CHAPTER 3. MISCELLANEOUS PROVISIONS

Section 641. EFFECTIVE DATE AND IDENTIFICATION OF PROGRAMS.

FAA Sec. 641 states that the FAA shall take effect upon the
date of its enactment (September 4, 1961). It is identical to MSA
Sec. 541 except that it also provides thet progrems under the act
shall be identifled sppropriately overseas as "American Aid." The
Conf. Comm. understood that military and economic assistance cannot
always practicably be identified, but it believed that as a minimum the
facilities housing U. S. ald missicns cen be so marked (H. Conf. Comm.

Rep. p. 72).

Section 642. STATUTES REPEALED.

FAA Sec. 642(a) serves the same purpose as MSA Sec. 542,
It repeals provisions of nine laws, including various provisions of
the Mutual Security Acts of 1955, 1956, 1958, 1959 and 1960 and the
Mutual Security Appropriation Act of 1958. The MSA is in general
repealed except for the following:

"Sec. L02. Farmarking of Funds. - Of the funds authorized

to be made available in the fiscal year 1961 pursuant to this

Act (other than funds made available pursuant to title II),

not less than $175,000,000 shall be used to finance the export
and sale for foreign currencies or the grant of surplus egri-
cultural commodities or products thereof produced in the United
States, in addition to surplus asgricultural commodities or

products transferred pursuant to the Agricultural Trade Devel-
opment and Assistance Act of 1954, and in accordance with the
standards as to pricing and the use of private trade channels
expressed in section 101 of said Act. Foreign currency proceeds
accruing from such sales shall be used for the purposes of this

Act and with particular emphesis on the purposes of section 104

of the Agricultural Trade Development and Assistance Act of

1954 which are in harmony with the purposes of this Act. Not-
vithstanding section 1415 of the Supplemental Appropriation

Act, 1953, or any other provision of law, the President may

use or enter into agreements with friendly nations or organiza-
tions of nations to use for such purposes the foreign currencies
which accrue to the United States under this section. Surplus

food commodities or products thereof made available for transfer
under this Act (or any other Act) as a grant or as a sale for foreign
currencies may also be made available to the maximum extent practi-
cable to eligible domestic recipients pursuant to section 416 of
the Agricultural Act of 1949, as amended (7 U.S.C. 143l), or to
needy persons within the United States pursuaent to clause (2) of
section 32 of the Act of August 24, 1935, as amended (7 U.S.C. 612¢).
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Section 416 of the Agricultural Act of 1949, as amended (7 U.S.C.
1431), 1s amended by inserting "whether in private stocks or"
after "commodities" the first time that word appears.”

TSec. 143, Assistance to Yugoslavia. - In furnishing assistance to
Yugoslavia, the President shall continuously assure himself (1)
that Yugoslavia continues to maintain its independence, (2) that
Yugoslavia 1s not participating in any policy or program for the
Communist conquest of the world, and (3) that the furnishing of
such assistance is 1n the interest of the national security of
the United States. The President shull keep the Foreign Relations
Committee and the Appropriations Committee of the Senate and the
Speaker of the House of Representatives fully and constantly
informed of any assistance furnished to Yugoslavia under this
Act."

"Sec. [O5. Migrants, Refugees, and Escapees. - (&) The President
is hereby authorized to continue membership for the United
States on the Intergovernmental Committee for European Migration
in accordance with its constitution approved in Venice, Italy,
on October 19, 1953. For the purpose of assisting in the move-
ment of migrants, there is hereby authorized to be appropriated
such amounts as may be necessary from time to time for the pay-
ment by the United States of its contributions to the Committee
and all necessary salaries and expenses incident to United
States participation in the Committee.

¥* * * * * *

"(c) There is hereby authorized to be appropriated for
the fiscal year 1961 not to exceed $1,300,000 for contributions
to the program of the United Nations High Commissioner for
Refugees for asslstance to refugees under his mandate.

"(d) There is hereby authorized to be appropriated to
the President for the fiscal year 1961 not to exceed $3,500,000
for continuation of activities, including care, training, and
resettlement, which have been undertaken for selected escapees
under section 451 of this Act."

"Sec 4O8. North Atlantic Treaty Organization. - (a) In order to
provide for United States participation in the North Atlantic
Treaty Organization, there is hereby authorized to be appropriated
such amounts as may be necessary from time to time for the payment
by the United States of its share of the expenses of the Organiza-
tion and all necessary salaries and expenses of the United States
permanent representative to the Organization, of such persons as
may be appointed to represent the Unlted States in the subsidiary
bodies of the Organization or in any multilateral organization
vhich participates in achieving the aims of the North Atlantic
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Treaty, and of their appropriate staffs, and the expenses of parti-
cipation in meetings of such organizations, including salaries,
expenses, and allowances of personnel and dependents as authorized
by the Foreign Service Act of 1946, as emended (22 U.S.C. 801),

and allowances and expenses as provided in section 6 of the Act of
July 30, 1946 (22 U.8.C.287r).

"(b) The United States permanent representative to the
North Atlantic Treaty Organization shall be appointed by the
President by and with the advice and consent of the Senate and
shall hold office at the pleasure of the President. Such
representative shall have the rank and status of ambassador
extraordinary and plenipotentiary and shall be a chief of mission,
class 1, within the meaning of the Foreign Service Act of 1946,
as amended (22 U.S.C. 801).

"(c) Persons detailea to the international staff of
the North Atlantic Treaty Organization in accordance with
section 529 of this Act who are appointed as Foreign Service
Reserve Officers may serve for periods of more than five years
notwithstanding the limitation in section 522 of the Foreign
Service Act of 1946, as amended (22 U.S.C. 922)."

"Sec. 41k, Munitions Control. - (a) The President is authorized
to control, in furtherance of world peace and the security and
foreign policy of the United States, the export and import of
arms, emmunition, and implements of war, including technical
data relating thereto, other than by a United States Government
agency. The President is authorized to designate those articles
which shall be considered as arms, smmunition, and implements of
war, including technical data relating thereto, for the purposes
of this section.

"(b) As prescribed in regulations issued under this
section, every person who engages in the business of manu-
facturing, exporting, or importing any arms, ammunition, or
implements of war, including technical data relating thereto,
designated by the President under subsection (a) shall register
with the United States Government agency charged with the admin-
istration of this section, and, in addition, shall pay a regis-
tration fee which shall be prescribed by such regulations. Such
regulations shall prohibit the return to the United States for
sale in the United States (other than for the Armed Forces of
the United States and its allies) of any military firearms or
ammunition of United States menufacture furnished to foreign
governments by the United States under this Act or any other
foreign assistance program of the United States, whether or not
advanced in value or improved in condition in a foreign country.
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This prohibition shall not extend to similar firearms that have
been so substantially transformed as to become, in effect,
articles of foreign manufacture.

"(c) Any person who willfully violates any provision
of this section or any rule or regulation issued under this
section, or who willfully, in a registration or license
application, makes any untrue statement of a material fact
or omits to state a material fact required to be stated
therein or necessary to make the statements therein not
misleading, shall upon conviction be fined not more than
$25,000 or imprisoned not more than two years, or both"

"Sec. 417. Irish Counterpart. - Pursuant to section 115(b)(6)
of the Economic Cooperation Act of 1948, as amended, the disposi-
tion within Ireland of the unencumbered balance, in the amount
of approximately 6,000,000 Irish pounds, of the special account
of Irish funds established under article IV of the Economic
Cooperation Agreement between the United States of America

and Ireland, dated June 28, 1948, for the purposes of -

"(1) scholarship exchange between the United States
and Ireland;

"(2) other programs and projects (including the
establishment of an Agricultural Institute) to
improve and develop the agricultural production
and marketing potential of Ireland and to increase
the production and efficiency of Irish industry;

"(3) development programs and projects in aid of the
foregoing objectives, is hereby approved, as provided
in the agreement between the Government of the United
States of America and the Government of Ireland, dated
June 17, 1954.

"Sec. 451(c). It is the purpose of this Act to advance the cause
of freedom. The Congress joins with the President of the United
States in proclaiming the hope that the peoples who have been
subjected to the captivity of Communist despotism shall again
enjoy the right of self-determination within a framework which
will sustain the peace; that they shall again have the right to
choose the form of government under which they will live, and that
sovereign rights of self-government shall be restored to them
all in accordance with the pledge of the Atlantic Charter. Funds
available under subsection (a) of this section may be used for
programs of information, relief, exchange of persons, education,
and resettlement, to encourage the hopes and aspirations of
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peoples who have been enslaved by communism.” [Used for Cuban
refugee program]

"Sec. 502(a). Use of Foreign Currency. - Notwithstanding section
1415 of the Supplemental Appropriation Act, 1953, or any other
provision of law, proceeds of sales made under Section 550 of the
Mutual Security Act of 1951, as amended, shall remain available and
shall be used for any purposes of this Act, giving particular regard
to the following purposes -

"(1) for providing military assistance to nations or
mutual defense organizations eligible to receive assist-
ance under this Act;

"(2) for purchase of goods or services in friendly
nations;

"(3) for loans, under applicable provisions of this
Act, to increase production of goods or services,
including strategic materials, needed in any nation
with which an agreement was negotiated, or in other
friendly nations, with the authority to use currencies
received in repayment for the purposes stated in this
section or for deposit to the general account of the
Treasury of the United States;

"(4) for developing new markets on a mutually beneficial
basis;

"(5) for grants-in-aid to increase production for
domestic needs in friendly countries; and

"(6) for purchasing materials for United States stockpiles.

"Sec. 502(b). Notwithstanding section 1415 of the Supplemental
Appropriation Act, 1953, or any other provision of law, local
currencies owned by the United States shall be made available to
appropriate committees of the Congress engaged in carrying out
their duties under section 136 of the Legislative Reorganization
Act of 1946, as amended, and to the Joint Committee on Atomic
Frnerpgy and the Joint Economic Committee and the Select Committees
on omall Business of the Senate and House of Representatives for
their local currency expenses: PROVIDED, That each member or
employee ot any such committee shall make, to the chairman of
such commitlee in accordance with regulations prescribed by such
comiittee, an itemized report showing the amounts and dollar
equivalent values of each such foreign currency expended and the
amounts ol dollar expenditures made from appropriated funds in
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connection with travel outside the United States, together with

the purposes of the expenditure, including lodging, meals,
transportation, and other purposes. Within the first sixty

days that Congress is in session in each calendar year, the chair-
man of each such committee shall prepare a consolidated report
showing the total itemized expenditures during the preceding
calendar year of the committee and each subcommittee thereof, and
of each member and employee of such committee or subcommittee,

and shall forward such consolidated report to the Committee on
House Administration of the House of Representatives (if the
committee be a committee of the House of Representatives or a

Joint committee whose funds are disbursed by the Clerk of the House)
or to the Committee on Appropriatious of the Senate (if the
committee be a Senate committee or a Joint committee whose funds
are disbursed by the Secretary of the Senate). Each such report
submitted by each committee shall be published in the Congressional
Record within ten legislative days after receipt by the Committee
on House Administration of the House or the Committee on
Appropriations of the Senate."

o

"Sec. 514. International Educational Exchange Activities. - Foreign
currencies or credits owed to or owned by the United States, where
arising from this Act or otherwise, shall, upon a request from the
Secretary of State certifying that such funds are regquired for the
purpose of international educational exchange activities under
programs authorized by section 32(b)(2) of the Surplus Property Act
of 1944, as amended, be reserved by the Secretary of the Treasury
for sale to the Department of State for such activities on the basis
of the dollar value at the time of the reservation."

"Sec. 523(d). Whenever the President determines that the achieve-
ment of United States foreign policy objectives in a given country
requires it, he may direct the chief of the United States diplomatic
mission there to issue regulations applicable to members of the
Armed Forces and officers and employees of the United States Govern-
ment, and to contractors with the United States Government and their
employees, governing the extent to which their pay and allowances
received and to be used in tha. country shall be paid in local
currency. Notwithstanding any other law, United States Government
agencies are authorized and directed to comply with such regula-
tions."

"Sec. 536. Joint Commission on Rural Reconstruction in China. -
The President is authorized to continue to participate in the
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Joint Commission on Rural Reconstruction in China and to appoint
citizens of the United States to the Commission."

FAA Sec. 6h2(a) also authorizes the use of contingency fund
(FAA Sec. 451(a)) to carry on activities heretofore carried on pursuant
to MSA Secs. L405(a), 405(c), 405(d) and 451(c) until "the enactment
of legislation authorizing and appropriating funds" for such activities.
FAA Sec. 706 authorizes appropriations for Ryukyu immigration but
since no appropriations have been made, contingency tunds may still
be used for that purpose.

FAA Sec. 642(b) states that references in law to the acts
or provisions of acts repealed by Sec. 642(a) shall be considered to
be references to the FAA or appropriate provisions thereof.

FAA Sec. 642(c) preserves amendments contained in acts
repealed by Sec. 642(a) to acts not named in that subsection.

Section 643. SAVINGS PROVISIONS

FAA Sec. 643 is substantially similar to MSA Sec. S5k43.

FAA Sec. 6Lk3(a) is designed to permit, except as may be
expressly provided to the contrary in the FAA, continuity of operations
and programs despite the repeal of various provisiors of law by preserv-
ing, until modified by appropriate authority, organizational, adminis-
trative, fiscal, program and other actions undertaken under authority
of any of such repealed provision. In short, it provides that acts
previously taken under laws now repealed remain valid.

FAA Sec. 643(b) provides that where the FAA establishes
conditions which must be complied with before assistance may be
furnished, compliance with, or satisfaction of, substantially similar
conditions under (a) acts listed in FAA Sec. 642(a) or (b) acts repealed
by the acts listed in Sec. 642(a), shall be deemed to constitute
compliance with the conditions set forth in the Act. Thus, for example,
it will not be necessary to renegotiate all the military assistance
agreements concluded with certain countries under the MSA in order again
to make such countries eligible to receive military assistance under
the FAA. Nor will it be necessary to convert commensurate value counter-
part arrangements to a proceeds basis since the commensurate value
basis was provided for by an act repealed by an act listed in Sec. 6k2(a).

FAA Sec. 643(c) provides that funds made availstie under
the MSA shall, unless otherwise authorized or provided by law, remain
available for their original purposes in accordance with either (1)
provisions of law originally applicable, or (2) in accordance with the
provisions of law currently applicable to those purposes. Thus, for
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example, MSA technical assistance funds now obligated but unexpended
which when originally obligated were subject to the requirement of MSA
Sec. 305 that such funds be used to purchase equipment only if the
equipment is to be used for instruction or demonstration purposes,

may now be used under the FAA's development grant provisions which do
not contain the Sec. 305 restriction. Likewise, obligated but un-
expended defense support and speclal assistance funds may be used
subject to the same provisions as FAA supporting assistance funds will
be subject to.

FAA Sec. 643(d) may be ignored since it applied only to the
period of time between the enactment of the FAA and the enactment of
permanent legislation for the Peace Corps, a period which has now
elapsed.

Section 644. DEFINITIONS.

FAA Sec. 644 defines a number of terms used throughout the
FAA. Changes from previous law which should be noted are (l)
"commodity" which has been revised to apply only to items used for
the purpose of furnishing nonmilitary assistance and (2) "Defense
article" which covers commodities furnished for military assistance
purposes.

Section 645. UNEXPENDED BALANCES,

FAA Sec. 645 serves the same purpose as MSA Sec. 548. It
authorizes appropriation action to continue available for the same general
purposes of unexpended balances of funds made available under
the MSA. It also permits consolidation at any time of such balances,
as well as their consolidation with appropriations made available
under the FAA for the same general purpose, no appropriation action
being necessary in this case.

Section 646. CONSTRUCTION.

FAA Sec. 646 is identical to MSA Sec. 546(a). It provides
that the validity of any provision of the FAA or of its application
to any persons orcircumstances shall not affect the remainder of the
FAA or the applicability of such provision to other persons or circum-
stances.

Section 647. DEPENDARLE FUEL SUPPLY,

FAA Sec. 647 is new. It states that it is of paramount
importance that long-range economic plans take cognizance of the
need for dependable supply of fuels and that dependance not be placed
upon scurces wiich are inherently hostile to free nations. Agencies
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of the U. S. Government are directed to work with other countries
in developing plans for basing development programs on the use of
the large and stable supply of relatively low cost fuels available
in the free world. In commenting on this provision the Executive
Branch stated that it is so drafted that compliance with it would
necessarily require forcing the subject of fuel supplies into all
development programs with other countries.
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PART IV

AMENDMENTS TO OTHER LAWS

Section, 701. THE DEFENSE BASE ACT.

FAA Sec. TOl emends the Defense Base Act. Under that act
contracts under the MSA, except those of DLF, are subject to its
workmens compensation provisions. By virtue of FAA Sec. 642(b), the
exception for DLF will now be an exception for development loans.
The amendment quelifies this exception by providing that development
loan financed contracts are excepted unleéss the Secretary of Labor
determines they should be covered.

Section 702. WAR HAZARDS COMPENSATION ACT.

Section 702 amends the War Hazards Compensation Act which
provides for war-risk hazards and internment compensation coverage
to certain persons employed outside the U.S. and which applied to MSA
contracts in the same terms as the Defense Base Act. Under the
amendment, the exception for development loan financed contracts is
qualified in the same manner as in Defense Base Act as discussed in
the preceding section. '

Section 703. MUTUAL DEFENSE CONTROL ACT OF 1951 (BATTLE ACT).

The amendment provides a permanent authorization in the
Battle Act for eppropriations to the Department of State to carry out
the objectives of the Battle Act.

Section TO4. AGRICULTURAL TRADE DEVELOPMENT AND ASSISTANCE ACT OF 195k

(P.L. 480)

Sec. 104(e) of P.L. 480 has been amended to permit the
President to authorize administration of the foreign currency loan
program under that section by an agency other than the Export-Import
Bank. It is contemplated that AID will make these loans. Under
Section 104(e) of P.L. 480 up to 25% of the foreign currencies accruing
under the surplus commodities sales under title I thereof are avail-
able for loans to private business (primarily American) abroad, and
existing law requires these loans to be made through the Export-Import
Bank.

Section T05. MIDDLE EAST RESOLUTION,

FAA Sec. T06 amends the Joint Resolution to promote peace
and stability in the Middle East to change the time at which certain
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Section 706. ACT TO PROVIDE FOR ASSISTANCE IN THE DEVELOPMENTS OF
LATIN AMERICA AND IN THE RECONSTRUCTION OF CHILE

FAA Sec. 706 adds a new section to the Latin American Development
and Chilean Reconstruction Act and permits the application of provisions
of the FAA to assistance under the Latin American Act as the President
determines to be necessary to carry out the purposes for which such Latin
American funds were appropriated. Thus, he might determine that to carry
out the purposes of the Latin American Act it was necessary to use funds
to pay expenses of participents at meetings (FAA Sec. 636(a)(13)), or
to rent or lease offices outside the United Siates. The new section
added to the Latin American Development and Chilean Reconstruction Act
earmarks not more than $800,000 of funds under that Act for assisting
and transporting to and settling in Latin America selected immigrants
from Okinawa, and thus continues and strengthens the effect of MSA
Sec. 405(b). See FAA Sec. 636(f) (use of development grants).

Section 707. MUTUAL SECURITY ACT OF 195k.

FAA Sec. 707 amends MSA 523(d), which was continued in effect
by FAA Sec. 642, in order to change the standard for determining when
the President may direct that certain persons shall be paid in local
currency from the "achievement of United States foreign policy objectives,"
to the "prevention of improper currency transactions."

Section 708. FOREIGN SERVICE ACT.

There is no provision comparable to this in MSA. This section
amends the Foreign Service Act of 1946 to provide authorities which ICA
and the Department of State have for some time considered important.

The express revisions are discussed individually below.

(1) Section 701 of the Foreign Service Act is amended to
remove certain limitations on the Secretary's authority to provide
orientation and language training.

Previously the Secretary could provide such training to
spouses prior to assignment abroad only on a space available basis.
Under this amendment the Secretary may provide such training to
members of families including other members of the officer's family
in addition to spouses. Furthermore, the Secretary may provide space
to accommodate such family members and need not confine admission to
those for whom space is available in facilities built to accommodate
officers only. The HCFA indicated that the authority to train family
members should be limited to "older children." (HCFA Rep. p. 96.)
Under this amendment such training may be provided after the family
arrives at post instead of only before assignment to post abroad.
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(2) Section 872 of the Foreign Service Act is amended
to simplify fiscal arrangements related to the payment of salary to
retired foreign service annuitants by providing that the employing
agency may pay the annuitant directly furnishing the Department with
necessary information to enable it to make an adjustment in later
payments of annuity or salary to cover deductions and withholdings
which should have been made.

(3) Section 911 of the Foreign Service Act is amended to
provide authority to pay travel expenses of officers and employees
of the service who are U. S. citizens for rest and recuperation to
locations abroad, other than their posts of assignment, heving
different environmental conditions than those at the post of assign-
ment.

The HCFA stated:

"Only one round trip of rest and recuperation
would be authorized during a continuous 2-year tour
or two round irips during a 3-year tour. Travel time
and the per:od spent in rest and recuperation will be
charged to annual leave. This provision 1s of parti-
cular importance to the AID Agency, many of whose
personnel are stationed in uahealthful posts isolated
from modern civilization and climatically difficult.
For example, an employee in Yemen or Khartoum might
wish (o take his family to Asmara or Cairo, respectively,
but would be unable to do so because of the high cost
of transportation." (HCFA Rep. p. 97.)

(h) Section 911 is further amended to permit payment of
travel expenses for members of families accompanying, preceding or
following an employee while he is enroute to post and is temporarily
ordered for orientation and training or other TDY. Previously such
travel and per diem was authorized only for a family accompanying
an employee while proceeding via a direct route from post of assign-
ment. This amendment will authorize such payments whether or not the
stopover is on a direct route.

The HCFA states:

"This will defray travel expenses of members
of an employee's family who reside for a short period
in a place other than the post of assignment when the
officer is undergoing orientation, training or con-
sultation while en route to his post of assignment."
(HCFA Rep. p. 97.)
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(5) Section 933(a) of the Foreign Service Act is amended
to permit a flexible tour of duty ranging from eighteen months to
three years., Previously, the standard Foreign Service tour was two
years. This section makes it flexible. The HCFA provided some
general criteria to use in determining the length of tour for
individual posts.

"Under the amended language the Department of
State plans to designate approximately 75 percent
of its regular posts abroad as those where 3 years
would be the usuel period before home leave; in the
remainder the qualifying period for home leave would
be reduced to 18 months or, alternatively, the
officer would be eligible for 2 rest and recupera-
tion trips during a 3-year tour. This provision
is particularly important to the AID agency, nearly
50 percent of whose personnel serve at posts with a
hardsh%p differential of 20 to 25 percent." (HCFA Rep.
p. 97.

(6) Section 942 of the Foreign Service Act is amended to
broaden the authority to provide travel to obtain medical care.
Previously, when officers or employees or their dependents needed medical
care, thelr travel expenses could be pald by the Department to the nearest
available sultable facilities only if hospitalization was required. The
authority also permitted travel for an attendant if the individual was
too ill to travel unattended.

This amendment would permit travel to obtain medicali care
vhether or not hospitalization is required and would broaden the
authority to provide attendants to permit an adult to travel with a
child too young to travel whether or not the child is too 1ll to
travel unattended. The HCFA stated:

"Under existing law authority is lacking to pay
the travel costs of an officer or his dependent who
needs medical treatment or diagnosis of an illness
unless hospitalization is required. It is not feasible
with wide dispersal of personnel, particularly AID
technicians, to provide medical personnel or facilities
at all locations. The amended langusge will provide
authorization for travel for personnel or members of
their families who need medical care such as diagnosis,
physical examination, inoculation, emergency dental care,
outpatient care, hospitalization and obstetrical care
vhich is inadequate or not available at their post of
assignment and which cannot or should not be delayed
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until the employee is eligible for home leave, transfer
rest or recuperation, or other official travel. The
amendment would also permit the payment of travel cost
of an adult accompanying a child too young to travel
alone who must leave the post to obtain necessary
medical or emergency dental care. The committee
regards this broader authority as a necessary provi-
sion to recruit individuals for work in remote areas
away from mission headquarters." (HCFA Rep. p. 98.)

Section 709. ACT OF JULY 31, 1945 - FOOD AND AGRICULTURAL ORGANIZATION.

FAA Sec.709 amends the Act of July 31, 1945, to remove the
ceiling on appropriations of funds for the payment by the United
States of its proportionate share in the expenses of the Food and
Agricultural Organization, but the amendment retains the percentage
limitation of earlier law. (See FAA Secs. 30).-304 on contributions
to international organizations in general.)

Section 710. INTERPARLIAMENTARY UNION.

FAA Sec. 710 increases the amount to be made available
for American participation in the Interparliamentary Union.





