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"with appropriate Delense officia
£

COMSTROLLER SEMERAL OF THD UNITED BTATEZS
V/ABHING TN, D C. 20843

B-163582

The Honorable Thomas E. Murgan, Chairman
Committee on International Relations TN A
House of Representatives

Dear Mi. Chairman:

On May 2, 1975, we briefed memhers of the Committee
staff on cur review of the use of cxcess defense articles in
the military assistance pregram. This was done in respoase
to your Februvary 5 letter reauesting several studies on U.S.
security assistance and foreign wilitary sales prosrams,

The results of the other studies you reqguested are belng
provided separately as arranged with your staif,

type and uue ol oxceng
cyorsoon, (27 futucon
cles and (3) aiternative
event of reducer! or

This report deals with (1
defense articles that are gc"b
avarlability of excess defens

S

[\
T e or

o B i S B o

disposiiion of such article
terminated grant military ars

AD e

b

3

pos
w“

As dircussea with your staff, the shore time frame for

this review Jdi1d nct permit us to develep definitive conclu-
$10ns ano recommendations on the future disposition of ex-

cess defense articles neor to chtain advance writtrn commoenns
from the Department of Defense. We discussod thewr matters >
andg thelr conrenlys weroe
considerad in preparing this re

The use of exzess defensez articles in the mil}itary as-
sistance prodram has georlined from a peak of ahont 408 mil
lion, acquisition zosc, in tiscal year 1970 to abe o0 S8, mil-
lion in 1474, when 062 percent of the major item:n were o
erated overseas. Although these itens included arreratt,
mi=siles, ships, conbat and wheelecd vehiclen, ammonition,
and weapons, wheeled vehicles ceccounted for 55 priosnt of
all excess defense articles used to (i1ll military a sistance
requirements in 1%74. Data for the first hali of i cal
year 1975 indicate a similar patiern of use.

In=-76-8
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The military services have tentatively identifind
almost $2 billion, acguisiticn cost, in excess defense
alLticles, which are expected to become available through
fiscal year 1580. This was the most current analysis
readily available to us, and the various estimates aid
fiot always cover the same periovds of tiwe. 7These arti-
cles include st pg, alccraft, combat and wheelead vehicles,
and artillery pieces. The services predicted, howaver,
that because of their ages, conditicns, and types, most
of these articles would be orf little use to the military
assistance program.

In addicion, about $12.4 billion in eucess defens
articles, which does not include shius and aircrafc, =
presently being held in milicary suyoly system inven-
tories, Although these stocks incliude weapons, ammuni-
tion, vehicles, and repair parts, «. 4id not detetmine
their conditicns nor whetrer they ...1d be use¢d to
satisfy wilitary assistance requ:rcnants.

We have previously taken the position thei excess
eferbe articles shounld be Lbed to reduce fundeod contvs
of the milltary assistance program. With adeguate avail -

abi llty of sutrtable articles thlS migne be achieved
oither thiough grants or sales or a combination of hnoth.
Other possibilit:ies for disposition include selling [or
scrap all =quipment ard suppllies in the inventory fot
which there are no predictable reaulrements, cor retatning
such assets 1n the inventory, at considerahle cxpense,
Against possible future reguirements. The selection f
any alternative would rzgulre a major audit effort and a
detaliled analysis of the availability of excess defense
atticles, U.S. military requirements, and valid remaining
needs of the military assistance program.

If we can be of further assistance, please let us
p

know.
‘ Eéifjiely YOURS . /EA. %ﬁ
7 ' ;if /E

3

oo ra aF -

!ﬁéﬁgﬁﬂ ‘

%}u

Comptroller General
of the United States
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APPENDIX I

SUMMARY OF GAQ'S ANALYSIS QF

APPENDIX I

AVAILA@ILIT! AND USE OF EXCESS DEFEHSE

ARTICLEb IN THE MILITARY ASSISTANCE PROGRAM

DEFINITICON OF EXCESS DEFENSE ARTICLES

The Foreign Assistance Act of 1961, as amended, defines
excess defense articles as the guantity of defense articles

owned by the United States Government which

i35 excess to the

approvea torce accuisition objective and the approved force

retention stock.
The relationship

¢l coxcess defense
articles to the
variocus levels of
assets authorized
to be retained in
the military supply
system inventories,
as of vuly 1, 1v74,
is shown at the

right.

Other items
that were declared
cxcoess or that be-
cume surpius were
transiertec to pro-
perty disposal ccti-
vities fer further
uoe, servicling, and
disposal. These
items tall witnin
the definition of
cxcess defense
articles and, as
174,

36,1 million,

The approved force acquisition ¢

e et

excess
defense

articles

N

(bll]lOnS]

B o

e e

pjrcLive

torce xetcﬁLlun layel are

the

aLantLLIFS ot
to be acquirea and retained to meet peacotime
mopilization reserve reguirements of approved forceco.,

- BEST DOCUMENT

1Lems

Potential
Defense oxcer s

Cont ingency
retention

Economic
rotention
Apnroved JO1de
retention

Approved force
acgui«ition
brjective

and the approved
author 1zed
aperational and

ftemas
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APPERDIX I APPENDIX I

in excess of these levels in the inventory are classified
as transferable/dispozable stocks and defined as ¢xcr~n
defense articles under the Foreign Assistance Act. They
are retained in the 1nverntory as follows,

Econcmic retention stock--~items determined to be more
economical to retain for future peacetime issusc inctead
of meeting of future issues by procurement; must have a
reasonably predictable demand rate.

Centingency retention ftock--items having no predict-
able demand or guantifiable reqguirement,; which are retained
for possible contingencies.

Potential Defense escess stock--items which excecd all
authorized retention levels bu. which have not been [inally
determined as excess to Defense needs. When such determi-
nation is made, excess propert; is transiferred to property

1sposal activities for use by other Foderal agencies or “or
disposal as surplus property.

USE OF EXCESS DRFFHSE aRTICLES
IN THE MILITARY ASSISTANCE PROGRAM

Before fiscal year 1971, excesyg defense artialesn
could be transferred to foreign countiries under the Foreiqgn
Arsistance Act withecut charge to Military 2ssistance Picgram
{HAP) appropriations, In Ianuary 1971, the Congreanse cnsctaor
Public Law 91~672, which

~~Set an exemption on the amount of excers
defense articles trans’erable without
charge to MAP.

~--Ltated that the value of excess deferse
articles granted tc a foreign couvntry shall
be considered an erpenditure of MAP funds.

--Requlred that, when an excess defense orticle
was orderved for a foreign recipient, KAP tunds
be rescrved in an amounit cgual to the article'.
value and that wnen the item was delivercd,
these funds be tranferred to the Treasury.

Initially the MAP appropriation would be charged oniy when

the aggregate value of all ex.-ess defense articles ardered
in any fiscal year axceeded 5100 million. This provig:ion
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was revised to eliminate the exemption for excess defense

articles generated in the United States and to apply to

articlics genecirated abroad only when the aggreg
i

_____ nly valuo

ate
ordeied in any fiscal year exceeded 5150 million.

i law was enacted, the amount of excess
dgefense articles transferable without charge to MAP «nd
the meaning of value (MAP cost) for purposes of the exsemp~
tior. have been revised several times, as shown below.

Qi
(e R 1]

N
\

-

<

PO S
vl
ic

Figcal :
year Exemption Meaning of value
{millions)

1971 $100 Not less than one-third

of acquisition cogt

1972 185 Not less than one-third

of acquisition cost

973 185 Not less than onc-third

of acauisition cost
a b
1474 150 Actual value
a
1975 lo0 hctual walue but not
!egs than one-thira of
acquisition cost
P —

Applies only to excess defconne articles genrmrated
overseas. MAP appropriations are charged tor il
excess defense articles generated in the Uniteg
Statec.

b

Determined by Detense as a percentage of acquiti-
tion cost, based on condition. GAO's report Excecs
Detense Article Valuat.on and Transfers of war
Heserve Matetr1als to Allies, June 10, 1974 (Ii-75-~
09}, exaemined Defense procedures for determining

: ) actual value.
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MAP ordered about $85 million, acguisition cnst, in
excess aefense articles in fiscal year 1974, $82 mitlion
of which wes for such major items as rifles, aircraft, and
teucks. However, only $13 millicn, or =bout 16 percent of
acquigition coct, was charged against the limitation based
on Detense's determination of the actual value of the arti-
clea. Secondary items, i.e., materials, components, parts,
and accessories, are charged to MAP at full acgaisition
cost; accordingly, about $3 million of thece items have been
excluded from our computations %0 glve the percentages more
meaning., Quantities of major items ordered in the Unitcod
States and overseas in fiscal year 1974 and the firct half
of fiscal year 1975 are shown below.

Percent of

Acquisition EAD acquisition
Location ____cost cost ___Loust _
(miiTions)
Ficral year '
1274:
Unitea States $3..6 $ 2.9 Y. 2
Dverseas 50.5 10.2 20.2
Total $82.1 $13.1 16.0
Figcal vyear
1975 (note a):
United States $ 1.3 5 0.7 15.4
Ouer seas 21.0 10,4 PRI
Total $22.3 5111 19.8

a A5 of Dec. 31, 1974.

The categories and acguisition cvost of malor cxcess
defense articles ordered in fiscal years 1974 and 375
are as tollows.
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Lten

Ships
Aircraft
Wrheeled
Werpons
Combat vehicles
Ammunition
Other

vehicles

Total

a AS of Dec. 31, 1974.
b Less +han $100,000.

e

APPENLCIX I

1974 1975 (note aj}
(millions)
$ 0.4 s -
18.3 8.7
44.8 12.8
14,2 9.2
{b) -
1.1 -
3.3 0.6
$82.1 $22.3

Of the major excess defense articles o derzd for 15 coun~-
tries in fiscal year 1974, 85 percent were tor Turkew, Korea;
Cambodia, Jordan, and Thailand. In the first hali of 1975
52 percent of all malior eucess defense articles ordercd were
tor the same five countries., Acquisition and MLP costs of
maior defence articles ordered, by country in fiscal vyears
"$74 and 197% is summar ized below.

1974 1975 (note a)
Acguisition MAY  Acquisition MAD
___cost cost cost cest
Lthicpia S 609,721 S R4,2R6 S - $ -
Jordan 5,108,247 448,627 2,034,908 614,730
TUEKey 36,750,749 2:.10%.,070 7:.023,242 2,254,173
Cambodia 6,567,603 6,493,509 B71,927 124,91z
Indonesia 1,981,586 292,391 127,829 7,956
Korea 16,913,420 1,582,794 7,340,183 7,128,013
Philipptinec 2,296,353 362,631 1,143,544 . 233,144
fhailand 4,084,423 739,582 3,234,283 876,732
Bolivia 502,105 107,024 88,009 27,345
£l salvador 48,702 2,677 - -
Guatemala 1,482,888 120,553 - -
Nicaragua 1,136,503 200,377 148,475 48,604
Panama 466,900 36,212 - -
Paraguay 1,293,058 178,042 124,327 41,5386
Uruguay 2,418,901 372,481 82,458 21,257
Total $82,101,160 $12,130,5%96 $22,279,265 $§11,173,057
Percent of acguisiton cost 16 50.2
a As of Dec. 31, 197/4.
R < - RYRILABLF
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APFINDIX T COAVRENDIA

FOTURE AVATLARILITS "+

LYCLSS DEFEGGE APIICLLy
In a 1973 report to the Sonate Commitiv- un Foreldgn

Reiationsl/, GAC showed that excecs defence articles were
ceing grovided to supplement reaular funtden uTCictunoe
programs rather than to reduc~ the [unded cozt of HAP
recomuended that excess aelense articles be appiled 20 1nst
funueco trequirements when possible. The Lefence Departuent
agtecu with this recommendation, staving that procedur«rs

3
<
had ne-n estaplishecs for jorecasting the avarlapbiriirty o

¢
uch articles for use as a substitute for the funded MAP

we found that the military services have atterptod Lo
project the types and quantities cf defence items lzch
will become excess. During our review we obtained 2 14t
of major items, inciuding aircraft, tanks, aronor«g petLonne;
carriers, and shivres, expected to hecnme exceas through fisoa
year 1950 avallable for 1ssgue te foreian recipienty, e
was the most current analysis readily asvailaple to uc, and
the various estimates gid not alwavs cover the eame ropiods
of time. e weie cautioned that cuch projections invoive
a aumoer of variacles and should be only considerea a
tentative information. The total acguisition coset of the
projected 1ters amounted to almost 32 pillion; howover,
many of thece items weie proibably not suitatle for alliod
Use.

‘\.

a
(54

e

The estimated numoer of Navy vessels that will vecome
avairlable petween fiscal vears 1976-860 is considerably lesa

tnan the number already requested by foreign countrie :;
theccfore, it is likely thiat all vessels hecoming avae:rlable
would e accepted. havy officials said that becauce ohips

are high value 1tems, countriles would oo reluctant to Lro-
gram mAP tunds to acquire them. Conseqguently, the Ravy
eithar sellc or loans excass snhips to forelian countr i,
Accoruing to navy officials, many alrcrati estirated (o
become «xcess during the S-vear pericd gre not in demand
oy toreign countries, wecadse they do not pesseos the
necessary malntenance capaoility, they are no longer lo-
Jictically supportea oy tne Navy, or thev are old sng oan
reed 0f extensive 1<¢palrs.

177 7Usc Of Lxcess Lefense Articles and Uther Resources io
SupLleiwent toe Militery feooictance Program,” Mar. 21, 1173

{o~103742).
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Air Force officlals estimated that 3C perceit of its
aircraft that wiil wecome excess bevween fiscal yeara 1975-
B0 will pe in demand by foreign countries.

Phe hrmy estimate covered fiscal years 1975-77, and

tn¢luded only obsolete or cuntingency items., Therefore,

it may not include all available items that gualify as
excess defense artici.s nnder the Forelgn Assistance Act.
The data provided by the Army indicates that almost 12,400
ftems, including tracked and wheelad vehicles,; artil!ert
wieces, and other items having an acquisition cost of asbout
$163 million, may become available during the 3-year period.
rmy officials cautioned, however, chat most of the items
probably would not be acceptable *u foreign countries
becvause of the.r age and condition.

ATTERNATIVE DISPOSITICN OF

FXCLSS DEF .F_E:,P ARTICLES

The :cduction or teimination of granr miiivtary a8sis-
tance would prot appear to create any special probliems for
D:fense in disposing of excess defense articies, becauge
Mk uwe ol such articles historically has been relatively
small comgared with total avairlability. For exawrple,
since 17469 the acquisition cost of excecs defense articies
in the military supply system and in property dispusal in-
ventories at the endd of thne fiscal yeer has averaged about
$17 pill:on a year and MAP has annually use: an average of
$312 million, less tnan 2 percent. )

Thus, it appears that, regardless of the future level .
of military grant aid, large quantltlee of excess defancze

ne
articles will continue to be retained in the mi.itary su
ply cvstem. The acguisition ceost of these assets at the
end of fiscal years 1969-1974 ranged between 59.8 billio
and $12.4 btllion, as shown below,

4
BEST DOCUMENT AV MILABL
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Item (note a) 1969 1970 1971 1972 1973 1974
{millioneg)

Amnmunition S 1,6%3 § 1,982 S§$ 1,755 S§1,327 3 1,504 % 1,077
weapons, tanks,

and combizt

ana tactical

vehicles 926 48 4 520 517 537 548
Otner

gguipme.t 1,557 1,643 1,849 1,305 1,658 2,222
Secondary ittems 8,107 7,799 £,96% £,070 §,674 7+73%

Totai 512,285 $11,893 811,140 $9,819 310,673 512,416

a

Exrcludes ships, a2ircraf%, and strategic missiles which are not
considered part of supply system inventories.

Ciner items that were declared excess ¢t that becarme a1 -

plus property were transierred to property Gisposal activities

for further us2, screening, and disposeal. Yaaz; d nroperty

ginposal inventuries for fiscal jycars 1969-74 cro shown L . ow,

1ten 1965 :370 o7 1872 1373 1934
(millionss (et imated;
Combiat ships 5 186 S 534 5 842 § 977 S1,.230 51,02
Compiuvte alrcrafie 2,062 1,746 2,720 3,175 2,504 2,20
Cther 2,003 20350 2,892 2,608 1,686 1,898
To+al $4,427 54,730 56,054 55,750 54,425

Cur March 21, 1:73, report observed tar excecs defio;
articler were not usually accepted to savisiy reguilrerents
for which funding was expected Curing the curtent year g
tnelr occeptance might result in the realiocatraon of MAE §.andc
tn anothear country and oocause usel articles are lest degirable
than new items under f{unded programs. Neverthaless we recom-
mended that Detense review all fundea Hut undelivered preoegram
requirements 10 determine tha eoxtont to which thaey could be
satistied by exceess defense articles.

(WENT AVAILABLE

. Cal -"\,a
Drol ‘:w’
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we believe this recommerdation is still valid. Cepeand~-
ing on their suitability for specific MAP reqgulremeante,
excess defense articles could pcssibly be uszed t2 meet the
continuing needs of MAP if funded programs ware raduced or
terminated,

b\reign military salee is another possible use of
exces8s ¢ffense articies as an alternative to fundad grant
aid pregrams, We were told tha. cefense is relying increas
ingly on sales. Although the volume of excess sales is
small compared with total articles available, excess sales
gshowed o marked increase in the first half of ftlscal vear
1975 over 1974, as shown below.

1974 1975_(note_a)
Acgul=- Bcqui-
Sale sition Sase sition
Item price _cost prine _cont
“TEhouaands}
Bircraft $1,533 $ 6,825 $ 332 $ 6,238
Missgijes 152 156 - -
Wheeled vehicles 620 5,823 91 6.520
Weapons 643 5,433 60 1,218
Combat vehicles - - 250 4,948
Armunition °8 437 26 7
Other 8 110 3le 2,618
Total $3,054  $19,387  sl.wy?  $21,74]
Percentage of
acguisition cost 15.8 8.7
a As of Dec. 31, 1974.
dlthouoh as shown, the aggredate value cf cxuvess salos -
at acquisition cost aboutr douoled in the first half of flacsl
year ]1%7%, sales returns on excess properfy were appro 2mate1y
half thooe of 1974, we did not analyze the reasoun for this
allferesnce, but 1t might L& caused by the incCrenabed use o

\ g@g@i =
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sales rather than dgrants. Uncer the Foreign assistance
Act th- value of ltems, for purposcs of grants ol excess
property, cannot be less than 33-1/3 percent of their
acguis.tion cost, but this restriction does not apply

to foreign military sales. Under Defense regulations,
excos: cefenge articles are sold to foreign countries
for as 'lttle as 5 percent of their acquisitio~ cocots
depending on their conditicn.

5hips are not included in the zbove table because
they are accounted tfor inder a separate invantory and
dispusal procedure. Generally, ships are kept by the 0,5,
Govarnment until their service life has expired and they
are v Js.nget necded for mobilization reserve purposes,
Saleu prices are based on the ectimated scrap value of the
vessels plus a charge for any residoual equipmert remsining
on board. Durino fiscal year 1974 and the first half of
figcal year 197% the Navy sold 115 ships {destroyers, wub
mar ines, mine sweepers and other types) with a i
cost envimated at $517 millicon o 20 ccuntries for anout
$1% willione Fiity-tour percent of the ships sold were
previously on locn to the countries which bought them,

e }ing vxeess defense articles for their scrap value
i anoihe~r way oi disposing of them. Although it appuars
that under Defense pricing policies some excess defenge
articles could be sold for little more than scrap value
under the foreign milicary sales program, it seems probable
tiat these zales <L excesses would usually provide a gqieates

returh tu the United States. This is because the additional,

ard sometimes prohivitive, cost of demiliterizine detence
items for scrap tales m»%cs it more advantageous to the
United States to sell such items through the foreign mili-
tary sai=g program, even at the lowesce prices allowabln

under Defense pricing policies. ‘
WEAT DA IBATREY AV R RO =
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