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BY THE COMPTROLLER GENERAL

Report To The Chairman
Committee On Foreign Affairs
House Of Representatives

OF THE UNITED STATES

AD-A142 234

Tuition Rates Charged Foreign Governments
For Military Training Should Be Revised

Military training is provided to foreign governments under
two programs, the Foreign Military Sales Program and the
International Military Education and Training program.
Countries purchase training under the Sales program
while the training is grant-financed in the latter case. At
the request of the Chairman, House Committee on Foreign
Affairs, GAO reviewed the effect of past changes in the
pricing of training and evaluated an administration pro-
posal for further pricing changes.

Revisions to the Arms Export Control Act, which authorizes
Foreign Military Sales training, have decreased the amounts
paid by foreign countries by an estimated $30 million
annually. Furthermore, the administration’s proposal to DTIC
amend the Arms Export Control Act would reduce current ELECTE
training revenues by an additional $40 million annually
and increase the costs funded by defense appropriations. K JUN20 1084 "

>
O
(>
(> ]
GAO isrecommending that the Congress establish a single
Lsd  pricing structure for foreign military training based on full
—4  cost and provide guidelines to discount prices if warranted B
Lo for political or national security reasons. GAO is also
recommending that the full cost of the grant program be o
funded under the International Military Education and
g Training appropriation or that the authorizing legislation be

amended to provide for full disclosure of all costs. . STOR STATEMENT A
\ for public relecsdl
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON D.C. 20548

B-207663

The Honorable Dante B. Fascell

Chairman, Committee on Foreign
Affairs

House of Representatives

Dear Mr. Chairman:

While in the process of reviewing security assistance
training provided to foreign governments by the Department of
Defense, your office, on September 28, 1983, reguested that GAO
provide a chronology of the pricing changes which have occurred
in foreign military training since 1975. Your request also asked
that we assess the effects of these changes on the Arms Export
control Act's requirement for full cost recovery. In further
discussions with your office, we were asked to evaluate the
impact of the administration's proposal to establish a single
price for foreign military training. This report is provided in
response to these requests.

Unless you publicly announce its contents earlier, we plan
no further distribution of this report until 7 days from the
date of this letter. At that time, copies of the report will be
forwarded to appropriate House and Senate Committees; the Direc-
tor, Office of Management and Budget; and the Secretaries of
State and Defense.

Sincerely yours,

m
Acting Comptroller Géneral

of the United States
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COMPTROLLEZR GENERAL'S TUITION RATES CHARGED
REPORT TO THE CHAIRMAN, FOREIGN GOVERNMENTS
COMMITTEE ON FOREIGN AFFAIRS FOR MILITARY TRAINING
HOUSE OF REPRESENTATIVES SHOULD BE REVISED
:.
DIGEST v
Due to revisions to the Arms Export Control 7
Act amounts paid by €foreign customers for ?
military training have progressively decreased ”
. and an estimated $30 million is not recovered 3
annually. Also, the administration's current )
proposal to amend the Arms Export Control Act 3
would reduce current training revenues by over "
$40 million annually. As a result, more costs .
will be funded by defense appropriations. ,

The Chairman of the House Committee on Foreign
Affairs asked GAO to provide a chronology of
the price changes which have occurred in for-
eign wmilitary training since 1975 and their
impact on the act's requirement for recovery
of full cost. (See Chapter 2.) He also asked
GAO to analyze the impact of the administra-
tion's current proposal to establish a single
price for selling military training to foreign
countries, (See Chapter 3.)

Official comments on this report were not
obtained from the Departments of State and
Defense, However, the contents of this report
were discussed with appropriate officials in
these departments.

BACKGROUND

The United States provides military training on
a grant or sales basis to foreign governments,
The Department of State has the principal role
in formulating policy for this program, but the
Department of Defense, through the Defense
Security Assistance Agency (DSAA), implements
the program,

e ETT,

Under the Foreign Assistance Act of 1961, as {
amended, the Congress makes grants available to
foreign governments for training through the
International Military Education and Training
(IMET) program. The IMET program totaled $46
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million in fiscal year 1983; $26 million of

this was for tuition and the remaining $20

million was for travel and living allowance,
[ medical costs, and operating costs for some of
the Panama Canal area schools. In addition,
the Arms Export Control Act, as amended,
authorizes Nefense to sell training to foreign
countries under the foreign military sales
(FMS) orogram., About $194 million in training
was provided in fiscal year 1983 under the
sales program,

4 The Assistant Secretary of NDefense/Comptroller
| provides guidelines to the services to price
training. The quidelines are used to compute
training costs reimbursable to the services
from appropriated grant funds under IMET and
to determine the tuition rates to be charged
countries purchasing training under the FMS
program. (See p. 1.)

FULL COST OF THE TRAINING PROGRAM
NOT BEING RECOVERED v

Recovering the full cost of U.S. government
involvement in FMS has been a continuing con-
cern of the Congress. The Arms Export Control
Act requires that foreign countries pay the
full cost of training purchased including an
appropriate charge for administrative serv-
ices, calculated on an average percentage
basis to recover the full estimated cost of
administering sales made under the act. How-
ever, it allows two exceptions:

--North Atlantic Treaty Organization (NATO)
countries and a few other allies, and

--those countries concurrently receiving IMET
grant training.

These exceptions and the failure of Defense to
apply its pricing quidelines have resulted in
reduced revenues of millions of dollars annu-
ally to the U.S. government. Consequently,
these unrecovered costs continue to be funded
by,Defense appropriations. Under a full cost
concept, the costs to the Defense appropria-
tions of about $30 million annually for the
FMS program could be considered undisclosed ,
foreign assistance for that program. (See p. A

6.)
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Reciprocal training agreements
with NATO and other countriles
result in unrelinbursed costs

B

B\

The Arms Export Control Act allows for waiving
certain indirect costs for military personnel
in training from Australia, Japan, New Zealand

-
By

and the NATN countries pursuant to agreements w
for cooperative training assistance. The act e
states that these costs may be waived if the s
e financial principles of the agreements are o
based on reciprocity. puring 1977, Defense 4
entered into such an agreement with the mem- .{
bers of NATO and with Australia in 1981 and ¥
New Zealand in 1982. (See pp. 8 and 9.) L

Information provided by Defense indicates that
Defense appropriations bear about $14.3 mil-
lion in unreimbursed training costs annually
because of the agreements. (See p. 10.)

Incremental pricing for countries
receiving IMET grant training

The 1980 amendments to the Foreign Assistance *
Act and the Arms Export Control Act allow for
incremental pricing of training funded (1) :
under the IMET grant program and (2) for

training purchased under the FMS program by
those countries concurrently receiving IMET
grant assistance. According to DSAA, this
means charging only the additional costs
incurred in providing training over and above
the costs associated with providing the train-
ing simultaneously to U.S. students.

The services repriced, at GAO's request, the
training purchased at the FMS/IMET rates dur-
ing fiscal year 1982 up to the applicable full
FMS or FMS/NATO rates. The results showed the
1980 amendment resulted in reduced tuition
revenues amounting to about $16.7 million in
fiscal vear 1982. (See pp. 11 and 12.)

GAO found that in 1982, incremental prices
were charged for 30 courses that were for for-
eign students only. Defense calculated incre-
mental prices for these courses on the basis

of incremental pricing for courses with mostly |
.S. students. The costs not recovered in |4
these courses totaled up to $4.9 million for :
FMS/IMET students. The unrecovered costs
]
Tear Sheet
S iii |




resulted from Defense's inappropriate applica-
tion of 1its own cost pricing instructions.
(The $4.9 million is included in the $16.7
million cited above.) (See pp. 13 and 14.)

Also, as pointed out in the administration's
current proposal to amend the Arms Export Con-
trol Act, the 1980 amendment has created an
incentive for giving token grant assistance to
allow countries to purchase more expensive
training at the lowest rate. (See pp. 10 and
18.)

FULL COSTS NOT COVERED BY IMET GRANTS

IMET rates are also based on incremental pric-
ing. However, since actual training costs are
higher than the IMET rates, the total cost of
the IMET grant program is more than the amount
($46 million in 1983) appropriated by the Con-
gress under the IMET appropriation. (See p.
o),

While GAO recognizes that the law authorizes
not charging for all costs, GAO previously
recommended that Defense accumulate IMET cost
data so that the Congress would know the costs
borne by Defense appropriations, Because of
the lack of a Defense system to accumulate
total program costs, GAO d4id not estimate the
amount of program costs borne by the military
departments.

ADMINISTRATION PROPOSAL TO REVISE
PRICING SHOULD NOT BE ADOPTED

The administration has proposed amending the
Arms Export Control Act to eliminate the cur-
rent multitier pricing structure on the sale
of training and permit only the recovery of
incremental or additional costs for both the
IMET and the FMS programs. If approved, the
proposal would substantially reduce the amount
foreign customers pay for U.S. military train-
ing. (See p. 16.)

The Departments of State and Defense explain
that the amendment would (1) reduce discrimi-
natory treatment, (2) enable poorer countries
to obtain more ©U.S. training, (3) eliminate
the incentive to provide token levels of IMET
grant assistance in order to lower FMS tuition
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rates, and (4) reduce the costs of administer- '
ing training sales. The Departments also
state that the proposal would provide for e
charging purchaser countries only for the I
| "additional" or incremental costs incurred in -2
providing training over and above the costs i
} associated with providing the training simul-~ [,
i taneously to U.S. trainees. GAO believes that y
the amendment would further erode the full [
cost recovery principle. (See p. 18.) '

The services recalculated, at GaO's request,
the tuition revenues from the countries cur-
rently paying the full FMS or FMS/NATO rates,
to show the effect the amendment would have
had in fiscal year 1982, Repricing showed
that more than $38 million in training revenue
would have been lost if the amendment had been
applied during 1982. Congressional Budget
Office staff estimated that the lost revenue
would increase to $47.5 million in 1985, (See
. 17.)

GAO questions the merit in allowing this fur-
ther reduction in revenues. The calculation
by the services shows that virtually all the
$38 million would have been saved by the
affluent industrialized or oil rich countries
such as the Federal Republic of Germany,
Japan, Kuwait, and Saudi Arabia, which would
appear to be able to pay the full cost for the
training. (See. p. 18.)

CONCLUSIONS

Recent legislative changes have reduced the
training rates charged foreign governments and
increased the amount of program costs being
funded by Defense appropriations. GAO esti-
mates that the pricing changes have reduced
annual tuition revenues by about $30 million.

Incremental pricing has also obscured the
total cost of the grant program by reducing
the amount of training costs reimbursable to
the military departments from appropriated
IMET grant funds and thereby increasing the
costs that must be funded by Defense appro-
priations. Therefore, the total cost of the
grant progam is more than the amount ($46 mil-
lion in 1983) aopropriated annually by the
Congress for IMET. {
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Since the services do not accumulate or report
the amount of unrecovered costs associated
with the FMS or IMET programs, the Conqgress
and Defense are unaware of the total ccsts of
these programs and how much of these costs is
being borne through Defense appropriations.
Only total cost data provide a comprehensive
picture of the value of ©.S., foreign aid pro-
vided in the form of military training assis-
tance.

GAO believes the proposed amendment to the
Arms Export Control Act would result in fur-
ther eroding the full cost recovery principle
and reduce revenues by over S$40 million annu-
ally. GAO also recognizes that the Congress
has intended for some countries, because of
political or national security reasons, to
obtain training at a reduced oprice and
believes this could be accomplished by dis-
counting the price of the training. For
example, 1if the Congress desires that some
countries receive training at a reduced price,
it could authorize a discount. This would
simplify the rate determination process while
also identifying the value of the training
costs being waived.

MATTERS FOR CONSINDERATION RY THE CONGRESS

The Congress should consider amending the Arms
Export Control Act to establish a single pric-
ing structure for all training provided under
the FMS program, based on full cost determined
in accordance with generally accepted account-
ing principles. If the Congress desires some
countries or groups of countries to be able to
purchase training under the FMS program at
less than the full cost because of political
or national security reasons, it should pro-
vide guidelines for discounting prices in
those cases and require disclosure of the
costs waived.

In the interest of congressional oversight and
sound management, the Congress could take leg-
islative action to completely fund the full
cost of the IMET grant program under the For-
eign Assistance Appropriation Act rather than
under both the Foreign Assistance Appropria-
tion Act and the Nefense Appropriation Act, as




is the current practice. Alternatively, the
Congress should consider amending the Foreign
Assistance Act to provide for disclosure of
all unreimbursed costs of the IMET program.

(Appendix IV contains draft legislative lan-
: qguage for some of these amendments.)
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CHAPTER 1

INTRODUCTION

The United States provides military training on both a grant
and sales basis to foreign governments. The Department of State
has the principal role in formulating policy for this program, as
well as other security assistance programs, but the Department of
Defense through the Defense Security Assistance Agency (DSAA),
implements the program. The statutory basis for the program is
found in the Foreign Assistance Act of 1961, as amended, and the
Arms Export Control Act of 1976, as amended.

Under the Foreign Assistance Act, the Congress makes avail-
able to foreign governments grant-funded training through the
International Military Education and Training (IMET) program.
The IMET program totaled $46 million in fiscal year 1983; $26
million of this was for course tuition and the remaining $20 mil-
lion was for travel and living allowance, medical costs, and
operating costs for some of the Panama Canal area schools. In
addition, the Arms Export Control Act authorizes Defense to sell
training to foreign countries under the foreign military sales
(FMS) program. About $194 million in training was provided in
fiscal year 1983 under the sales program.

MULTITIER PRICING

The Acts prescribe a multitier pricing structure for train-
ing provided under the grant and the military sales programs. The
Assistant Secretary of Defense/Comptroller provides guidelines to
the military services to price training. The guidelines are used
to compute training costs reimbursable to the services from
appropriated grant funds and to determine the various tuition
rates to be charged countries purchasing training under the FMS
program.

The present pricing structure for security assistance train-
ing provides for four tuition rate categories: 1) IMET, the
price for training provided under the grant program, 2) FMS/IMET,
the price charged for training purchased by countries concur-
rently receiving grant assistance, 3) FMS/NATO, the price charged
member countries of the North Atlantic Treaty Organization (NATO)
and countries having reciprocal training agreements with the
United States, and 4) FMS, the price charged all other countries.
These rates differ because various cost elements are excluded
from some rates and others are charged only on an incremental
cost basis, as shown in the table on page 2.

According to DSAA in its legislative proposal to reduce
training rates, incremental costing provides that tuition rates
include only the additional costs incurred to train foreign mili-
tary students simultaneously with U.S. military students. The
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theory behind incremental costing is that the services are
already incurring certain costs to train U.S. students anrd that
foreign governments should be charged only the additional cost of
adding foreign students to an existing U.S. course or school.
Incremental tuition rates do not include the full and proportion-
ate cost of training support, base operations support, or train-
ing organization overhead.

Cost Elements Used In Establishing
The Multitier Tuition Rates
Tuition Rates
IMET FMS/IMET FMS/NATO FMS

Direct Costs:
Civilian labor
Civilian retirement
Military labor
Military retirement
Materials/other
Informational program
Indirect Costs:
Civilian labor
Military labor
Materials/other
Asset use charge
Administrative surcharge
X Full cost 0 Not charged * Incremental cost

1/ 1/

H *ODO »
X *O *»0O *

DO %O *
O * * *

COOOO XXX
i i i - - -

Tpop officials explained that it is the unfunded portion of
civilian retirement costs that is not included.

Under the multitier pricing structure, tuition rates for the
same training differ widely. For example, the rate for a student
at the Army Command and General Staff College ranges from $2,739
at the IMET rate to $28,978 at the FMS rate. (App. III gives
other examples of rate disparity.)

IMET RATE

The IMET rate includes only the incremental, or "additional,"”
costs incurred by the United States in providing training simul-
taneously to U.S. and foreign military students. Excluded are
military personnel costs and the costs of unfunded civilian
retirement, Training costs not charged because of incremental
costing continue to be funded by Defense appropriations. In
addition, the IMET rate does not include the 4-percent asset use
charge on training facilities and equipment or the 3-percent
administrative surcharge charged most FMS program purchasers.

FMS/IMET RATE

The Arms Export Control Act also authorizes incremental pric-
ing for training purchased by countries concurrently receiving
grant assistance under the IMET program. Although the FMS/IMET
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price includes military salaries and the administrative sur-
charge, it does not include military or unfunded civilian retire-
ment costs or the asset use charge. As with the IMET tuition
rate, training costs not charged because of incremental, costing
continue to be funded by Defense appropriations.

FMS/NATO RATE

The NATO agreements allow for reciprocal training among
signatory countries at substantially reduced prices. The training
provided by the United States to FMS NATO rate does not include

. any indirect costs, such as base operation costs, the asset use
charge, or the administrative surcharge. The Arms Fxport Control
Act allows for similar reciprocal training agreements with Japan,
Australia, and New Zealand. To date the United States has signed
agreements with Australia and New Zealand allowing these two coun-
tries to purchase training at the reduced FMS/NATO prices.

FMS RATE

The FMS price is developed on the premise that the United
States will neither make nor lose money in any FMS undertaking.
Consequently, direct and indirect costs for a particular course of
instruction are included as well as the asset use charge and the
administrative surcharge.

ADMINISTRATION'S PROPOSAL TO
ELIMINATE MULTITIER PRICING

The administration has proposed an amendment to the Arms
Export Control Act which would eliminate the current multitier
pricing of training sold through the FMS program. The proposal
calls for eliminating the FMS/NATO and the full FMS tuition rates
and charging all purchasing countries the FMS/IMET rate or only
the incremental cost incurred by the United States. The rates for
the IMET program would remain the same. This proposal is dis-
cussed in chapter 3.

OBJECTIVES, SCOPE, AND METHODOLOGY

In a letter dated September 28, 1983, the Chairman of the

House Committee on Foreign Affairs asked that we provide a chro-

nology of the price changes which have occurred in foreign mili-

tary training since 1975 and their impact on the Arms Export

Control Act's requirement for full cost recovery. The request was

' later expanded to include assessing the impact of the administra-
tion's proposal to establish a single price for military training.

§ We conducted our review from June through November 1983 at

' the Departments of State and Defense and at the following military

: departments and organizations which administer the security
assistance training program.

o
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--Defense Security Assistance Agency,
Washington, D.C.

--Heaglquarters, Departments of Army, Navy,
and Air Force, Washington, nD.C.

--Army Training and Doctrine Command, Fort
Monroe, Virginia

--Chief of WNaval Education and Training,
Pensacola Naval Air Station, Florida

--Foreign Military Training Affairs Group,
Randolph Air Force Base, Texas

To determine the chronology of the pricing changes that have
occurred since 1975 and assess their impact on the Arms Export
Control Act's original requirement for full cost recovery, we

--examined laws, requlations, and instructions;
--reviewed Defense studies and reports;

--interviewed Department of State and Defense
officials;

--visited the responsible service components and
interviewed officials; and

--reviewed files and records in order to obtain
relevant data at all levels visited.

At our request, the services recalculated the 1982 revenues,
which are the most currently complete data available, at the
higher FMS/NATO or full FMS rates for the countries that received
IMET grants and also purchased training at the lower FMS/IMET
rates, to demonstrate the effect that the 1980 amendment to the
Arms Fxport Control Act had on reducing revenues, Also, using
cost data provided by the services we calculated the total costs
of the courses dedicated solely for foreign students, except for
the Panama Canal Area Schools and the Defense Language Institute/
English Language Center, and compared the cost with the reimburse
ments to determine if the full cost was not being recovered.

To show the impact of the administration's proposed amend-
ment, the military at our request, recalculated the 1982 revenues
at the lower amount that would have been received from the coun-
tries affected by the proposed amendment, had the amendment been
in effect in 1982,

The costs and statistics provided by Defense were accepted
without verification. We did, however, ascertain that these
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costs appeared reasonable in light of data previously reported by
Defense. At the request of the Committee, official comments on
this report were not obtained from the DNDepartments of State and
Defense but the contents of this report were discussed with
appropriate officials of these departments. In all other
respects, the review was carried out in accordance with generally
accepted government auditing standards.
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CHAPTER 2

CHRONOLOGY OF PRICING CHANGES THAT HAVE
REDUCED TRAINING REVENUES

The appropriations for the IMET program and revenues received
from the FMS program do not fully reimburse the services for the
cost of training foreign students. Consequently, these unreim-
bursed costs continue to be funded by Defense appropriations and
under the full cost concept could be considered undisclosed for-
eign assistance for those countries receiving training under these
programs. Since Dnefense regularly reports only those security
assistance training program costs which are reimbursed, either by
apnropriated IMET grant funds or FMS revenue, the Congress is not
being made aware of the total cost of the grant and sales program
or the amount of foreign assistance being funded by the Defense
appropriations, Our review showed that the FMS program requires
about $30 million annually in Defense appropriations and that the
actual cost of the IMET program is more than the amount ($46 mil-
lion in 1983) appropriated by the Congress.

RECOVERY OF FULL COST IN
THE FMS PROGRAM

In 1968, the cCongress revised and consolidated legislation
governing the sale of defense articles and services in the Foreign
Military Sales Act. This revision required foreign countries to
pay, in 1.S. dollars, not less than the full value of the training
provided. Since *he Foreign Military Sales Act did not define
"value” in terms of cost elements, Defense determined which
elements constitute full cost. Over the years, we have taken
exception to Defense decision to exclude certain costs in pricing
foreign military sales. From November 1969 to December 1975, we
issued 10 reports to the Congress on problems in the foreign mili-
tary sales program, some specifically_ addressing pricing and the
inadequate recovery of training costs.!

Some of the early pricing problems resulted from the lack of
adequate pricing gquidelines. Each service developed pricing pro-
cedures based on its own interpretation of the law. For example,
we reported that in fiscal year 1975, the Navy charged $282,000
for each student attending underqgraduate pilot training, whereas
the Air Force charged only $81,000 for similar training.

On November 5, 1975, responding to congressional and our
concern over pricing of foreign training, the Assistant Secretary

Troreign Military Sales--A Growing Concern (ID-76-51, June 1,
1976).

2millions of Dollars of Cost Incurred in Training Foreign
Military Students Have Not Been Recovered (FGMSD-76-91,
nec., 14, 1976).




of Defense/Comptroller issued specific guidance for pricing train-
ing courses. The guidance included detailed procedures for com-
puting the fixed and variable costs to be included in the tuition
rates, The guidance also called for an hourly use charge for air-
craft; a 1-percent use charge for other training-related equip-~
ment; and a 4-percent use charge for non-training assets, such as
quarters. The new guidance substantially increased the price of
training. In fact, the rates for certain flight training more
than doubled.

On August 12, 1976, however, the Deputy Secretary of Defense
notified the Chairmen of the House and Senate Committees on Appro-
priations that he had directed changes in the November 1975 pric-
ing guidance that would result in a 20-- to 30-percent reduction in
tuition prices. He explained that this had been done because the
sudden and substantial increase in prices had a drastic impact on
foreign countries that had insufficient time to adjust their bud-
gets for students already scheduled for training. The Deputy
Secretary also said that the November 1975 gquidance did not
recognize the military, political, and economic benefits to be
gained by the United States in training foreign students.

To achieve the 20- to 30-percent reduction, the NDeputy Secre-
tary proposed two changes to the November 1975 guidance. The
first was to eliminate personnel costs for leave, holidays, and
retirement. The second was to discontinue the hourly use charge
on aircraft and the charge of 1 percent of total course costs to
recover depreciation on other training-related equipment. In
their place was added an asset use charge of 4 percent of total
training costs. The 4-percent charge to cover depreciation of
non~training assets remained unchanged.

Both Committees strongly disagreed with these changes. In
separate letters to the Deputy Secretary, the Chairmen stated the
Committees recognized the benefits gained by the United States in
training foreign students, but that the November 1975 guidelines
should remain in effect, and the Defense budget was not to be used
to subsidize the training of foreign students. Nevertheless, the
Department of Defense issued the revised guidelines on Septem-
ber 28, 1976.

We reported that the revised procedures would cost the United
States an estimated $40.4 million annually in lost reimbursements
(based on fiscal year 1976 data). Moreover, we concluded that the
original November 5, 1975, gquidance did not adequately recover
base operating costs and some personnel costs. We estimated that
in addition to the $40.4 million, deficiencies in the original
guidance would cost the government at least $9.2 million annually
in lost reimbursements.

3pefense Actions to Reduce Charges for Foreign Military Training
Will Result in the Loss of Millions of Dollars (FGMSD-77-17,
February 23, 1977).




In March 1977, the Chairman of the House Appropriations Com-

mittee again questioned Defense's reasons for not obtaining full
reimbursement and asked the Department to again review the pricing
structure. He also asked us to participate in this review. Sub-
sequently, in May 1977, Defense again revised its pricing policy
to include much of the cost excluded by the September 1976 guid-
ance. DNefense estimated that the revisions would increase reim-
bursements to the service appropriations by about $24.3 million
during fiscal year 1978, In addition, the Air Force determined
that for FMS training alone, the revised guidance would result in
$11.8 million in additional reimbursements that would be credited
to miscellaneous receipts of the Treasury.

In a May 6, 1977, letter (B-159835) to the Chairman of the
House Committee on Appropriations, we reported that, based on a
limited review, the Defense estimates of increased reimbursements
resulting from the revised pricing policy appeared reasonable. We
also pointed out that, while Defense's revisions were a major step
toward providing for recovering the full cost of training foreign
students, certain issues remained to be resolved. Factors for
computing military retirement pay, the cost of other civilian
benefits, and the cost of aircraft use and attrition remained too
low in the revised instructions.

According to DSAA and Assistant Secretary of Defense/Comp-
troller officials, Defense has taken corrective action to recover
the cost of military retirement and civilian benefits., However,
action has not been taken regarding the recovery of aircraft use
and attrition costs because these officials believe that no change
is necessary.

NDefense officials contend that the 1977 guidelines, which are
currently in effect, essentially include all training costs for
the FMS tuition rate. We have not specifically reviewed the
quidelines since their implementation in fiscal year 1978.

TUITION REVENUES REDUCED BY MILLIONS
OF DOLLARS DUE TO PRICING CHANGES

The Arms Export Control Act of 1976 restated the requirement
that foreign countries pay the full cost of training vurchased
including an appropriate charge for administrative services, cal-
culated on an average percentage basis to recover the full esti-
mated cost of administering sales made under the act,

The act also allows the president to enter into agreements
with NATO countries for the cooperative furnishing of training on
a bilateral or multilateral basis. These aqreements may exclude
reimbursements for indirect costs, administrative surcharges, and
costs of housing trainees. However, consistent with the concept
of full cost recovery, the act stipulates that the financial
principles of such agreements be based on reciprocity.




In 1980, the Arms Export Control Act was amended to add
Australia, Japan, and New Zealand to the NATO countries eligible
for reciprocal training agreements at a reduced price. The act
was also amended to allow countries receiving IMET grant training
to purchase additional training under the FMS program at reduced
rates through incremental pricing. These changes and inappropri-
ate implementation of its own pricing quidelines by Defense have
resulted in the reduction of millions of dollars in tuition
revenues annually to the U.S. government.

INDIRECT TRAINING COSTS WAIVED
FOR NATO COUNTRIES

Pursuant to the provisions of the 1976 act, on September 17,
1977, the Department of Defense entered into an agreement with
the other members of NATO. The House Committee on Appropri-
ations, in a report on the Defense appropriations bill for 1978
(H.R. Rep. No0.95-451), expressed reservations about the recipro-
cal agreement. The Committee commented, in part:

"Unfortunately, past history indicates that in
terms of providing individual training the
United States has provided the vast bulk of the
training. In addition, most of the individual
training provided by the United States is of the
high cost/high overhead type, such as pilot
training. When asked to provide a 1list of
training courses provided by NATO members for
U.S. personnel, DOD provided a list which showed
a high of 263 students in 1976 and a low of 101 :
in 1975, However, of the 263 students, 231 E
participated in NATO sponsored colleges and 1
courses for which the United States has paid its ]
fair share of the cost, including overhead. 1In
all, about 30 U.S. officers have ‘been attending
primarily British and Canadian war colleges and
command and staff schools each year."

while not objecting to the agreement, the Committee
expressed its desire to study and review the actual operation of
the reciprocal agreement and directed Defense to keep the Commit-
tee informed as to the number of students trained, the types of
training provided, and the costs. The Committee requested the
first report by March 1, 1978, ;

The nefense reports to the Appropriation Committee on the
training costs waived to NATO countries have been irreqular.
NDefense has not reported on a reqular basis, and its two reports
have covered different reporting periods, neither of which was
based on a single fiscal year.

According to DSAA and Assistant Secretary of Defense/Comp-
troller officials, Nefense has experienced difficulty in getting 3
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NATO countries to release information on the training costs waived
for U.S. students. However, the partial information provided by
Defense shows that about $2.7 million in training costs are waived
annually for U.S. students by NATO countries. While we do not
have figures for a single fiscal year on U.S. training costs
waived to NATO countries, the two nefense reports, one for the
15-month period ended nhecember 31, 1979, and the other for the
6-month period ended September 37, 1981, show that the United
States waives about $17 million in training costs to NATO coun-
tries each year. The difference indicates that Defense appropria-
tions absorb about $14.3 million annually in training costs. The
difference results from various factors, including the nature of
the training and the number of trainees.

REDUCED NATQ PRICE EXTENDED
TO AUSTRALIA AND NFW ZFALAND

The International Security and Development Cooperation Act of
1980 contained several amendments to the Arms Export Control Act
and Foreign Assistance Act that affect the tuition rates paid by
certain countries, This legislation added Australia, Japan, and
New Zealand to the group of NATO countries eligible for reciprocal
training agreements, The United States signed agreements with
Australia on December 23, 1981, and with New Zealand on April 19,
1982, allowing those countries to purchase training at the reduced
NATO price. As yet, no agreement has been reached with Japan to
furnish training at less than full cost.

INCREMENTAL PRICING FOR COUNTRIES
RECEIVING GRANT FUNDED TRAINING

The 1980 amendments to the Foreign Assistance Act and the
Arms Export Control Act (1) reduced the IMET rates and (2) allowed
incremental pricing of training purchased under the FMS program by
countries concurrently receiving IMET grant assistance. The
objectives of these amendments were to reverse the decline in the
number of students trained under the grant program (from 10,000 in
1970 to about 3,800 in 1979) by reducing tuition rates and allow-
ing countries receiving IMET grant training to purchase additional
training at reduced prices under the FMS program.

Reduced IMET tuition rates

The Foreign Assistance Act states that military salaries are
not reimbursable to the military departments from grant funds
appropriated for the IMRT program. However, all other direct and
indirect costs are reimbursable. The 1980 amendment now allows
these costs to be calculated bhased on the incremental, or "addi-
tional"”, cost incurred by the United States in providing the
training.
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We reported that the exclusion of military personnel costs
substantially understated the cost of the grant program.4 while
we recognized that the law authorized not charging for certain
costs, we recommended that Defense accumulate cost data so that
the Congress would know the costs subsidized by Defense aporopria-
tions. As yet, Defense does not have a system to accumulate and
report the amount of costs incurred but not charged under the
grant program.

Because of time constraints and the lack of a Defense system
to accumulate total program costs, we did not try to estimate the
amount of nonreimbursable program costs being absorbed by the
military departments. However, the IMET tuition rates are sub-
stantially less than the full cost FMS rates<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>