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The Honoreble . Hm
1he Sectolary of Defense ‘mmmmwummmmm“m“l
LM096909

Dear I'r. Secretary:

At the reguesc of the Chairman ¢f the Houce \
Appropriations Committee, we have undertaken a review to
Geterwine whether the Department of Defensc obtains full

cimbursement from foreign governments for training provided
to foreign military students. -

Our review to date has shown that the Air Force has not
recovered from foreion governments milliong of dollars Tor
coute incurrcd in trainino foieign students, and adcditional
substanticl costs will not he recovered unless effective cor-
cective acktien is taken. Although onr work is continving
in the Air Force, as well as in the Arny and the llavy,
the Office of the Chalrmon has reaucested that we rerort
cur findingc to you at this tiwve sc that prompt cocractive
action can be taken.

In our review we analvzed Defense regulations, inter-
vicewed rvesponsible officials, and tested billing and collec-
tion transactions to evaluate the Air Force system for re-
covering the full cest of training fereign students us
envisioned by the law and Defense regulations. Our review
was done at deadquarters, United States 2ir Force; Headouar-—
ters, Alr Trailning Command, Roandolph Adlr Force Base, Texas;
and the Air Force Accountina and Finance Center, Denver,
Coloraac.

BACKGROUND

Trairing courses are offered to foreign nations on the
basis oL authority granced in the Foreign Military Sales
hct of 1968 (zz2 U.5.C. 2761}, which states that Defense
services may be provided to foreign nations if the foreian
governrents agree to pay not less than the value of the
service.

Department of Defense Form 1513 is used as the formal
contract between the United States and foreign governmen

tor csales ot Defence services. All cales are subject to
the following controctual conditions set forth theorein.
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~~Prices of items shall be at theilr total cost to the
U,5. Governmoent.

~~The U.S. Government will attempt to notify the for-
eign government of price increases which will affect
the total estimated contract price by more than
10 percent; but failure to so advise dnes not alter
the foreign government's obligation to reimburse the
U.5. Governmenc for the total cost incurred.

--The foreign government aqgrees to reimburse the U.S.
Governwment if the final cost exceeds the amount
estimated in the sules agreement.

COSTS OF TRAINTNG FOREIGH MILITARY
STUDENTS RGT FULLY KLCOVERED

Our tests of charges made for courses invalving pri-
marily flight training studencts concducted during fiscal year
1975 showed that the Air Force d4id not recover from foreign
governments at least $5.7 mitlicn in costs incurred in
training foreign students primarilyv because the air Force:

--Did not charge foreign govesnmonts at current
tuition rates.

--Used erroncous tuition rates im billing foreizgn gov-
ernments.

~-Did noi include aircraft depreciation costs in tuition
rates used in billings to foreign governments.

Further, substantial additional costs will not be re-
covered for courses conducted in fiscal year 1976 unless
prompt corrective action is taken to insure that current
tuition rates are used in billing Joreign governments.,

For example, for just four of the fiscal y~ar 1976 courses
that will be provided. undercharges ot about $5 million
will occur unlegs curcent tulticn rates are charged.

Use of outdated tuition rates
results 1n unrecoverced Costs

To insure that foreicn governments pay for the actual
value of training reccived, as réquire¢ by the Foreign
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Military Sales Act, the Alr Force must base its course
charges on current costs.

Foreign nations freauently entered into contracts with
the U.5. Government for training which did nct begin for a
long perice after the contract date. When these students
eventually started training, the Air Force billed fureign
governments on the basis of the estimated price cortained
in the contract rather than at current cost, We noted that
cozts for many courses increared greatly between the time
centracts were entered into and the time feoreign students
actually began training. '

We raeviewed billing data for 116 of the 647 foreign
students who entered training classes during fiscal year
1975 under prior years' contracts. The 116 students were
providaed training on the basis of contracts entered into in
fiscal ycars 1973 and 1974. The foreiyn governments werc
billed approximately $5.4 million for the students' treining.
The Alr Force, however, should have billed the foreign gov-
ernments about $6.9% million, or an additional $1.1 million,
on the basis of fiscal year 1975 tuition ratec to recover
ciugrent coots. Also, it the billings for the remzining 531
students were not at 1%75 tuition rates, the total unre-
covered costs would be even larager.

We also reviewed billing data for 237 ¥nreign students
whe, entered on-the-job training courses during fiscal year
1975 on the basis c¢of contracts entered into during fiscal
years 1972 to 1974, The Air Force biiled forrign govern=
ments at o rate of $50 a course as esrablisbed in prior
ycars' contracts, althcugh the fiscal yrar 1975 tuition
rate was $200 a week. The Air Force billed the foreign
gqovernmentes 375,000 for the 1,500 weeks of training r.ovided
thece students. 16 the Air Ferce had used the curreit fis-
cal vear 1975 training tuition rzcte as reauired, it would
have recovered $300,000, or an additional) $225,000.

We identified 547 foreign ctudents who will enter four
courses in fiscal year 1976 under contracts entered into in
fiacal year 1375, If{ foreiqn governments are chargea the
ectimated tuition rates stated in the contracts, the Air
Yorve will collect abhout $24 million for $raining these
ctudents. However, if current tuition rates ate charged,
the Alr Force will more closely recover actuul costs and
collect obout $29 million, nr $5 million more than the
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contract estimates. Similarly, substantial cogts in
providing many other training courses will nct be recoverced
unless the Alr Force bills the foreign governments at cur-
rent tuition rates in fiscal year 1976.

hHeadquarters Air Force officials agreed that current
course costs should be charged rather than the estimated
contract price. These officials, howecver, could not explain
why Air Training Command personnel who instruct the Alr
Force Accounting and Finance Center as to amounts to be
billed foreign countries failed to use current course prices.
Air Training Command officials said they understood that the
contract price was to be used, but they could not give us
any written instructions directing them to do so. Thus it
appeared that the failure to apprepriately bill foreign gov-
ernments at current costs resulted from a lack of effoective
communications.

After we discussed this matter with Air Force Headguar-
txrs officials, they provided the Air Training Commend with
«ritten instructions which require rthat, ef{fective July 1,
1975, foreign governments be billed on the basis of current
course costs, rather than estimaved contract prices, o in-
sure that all costs incurred are recovered.

Further, Air Force officials told us that thev are
waiting for the Office of the fecretary of Defense to make a
poticy decision as to whether foreign governments should be
billed retroactively for undercharges. We noted that, with
respect to the recovery of actual costs up to and including
f:nal billing, the {oreign sales contracc (DD Form 1513)
specifically provided that adjustments may be made to esti-
rated costs when they are not commensurate with actual costs
incurted. Therefore, any costs that were '.ot recovered
could an? shoula be subsequently billed.

As to those undercharges which may be found subsequent
to tinal billing, we believe that the contract, in providing
for the recovery of actual costs, provides a sufficient
nasrs to attempt to recover those costs which were clearly
cintemplated by both parties for inclusion in the contract,
previaed the attempt is made within a reaconable time. For
example, in those cases where outdated tuition rates were
used in billings and where there were ervors in computing
tuition rates, we bhelieve that an effort should be made
to recover costs not previcusly billed,

We believe that the longer the Air Force delays in
recouping the undercharges caused by using outdated and
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incorrect tuition rates, the more dilficult it will he
to recover these costs from foreiugn ¢overnments.

Recommendations

We recormend that you direct the Secretary of the Air
Force to:

--Attempt to recover from foreign qovernmente amounts
not previously charged hecause outdatced and incorrect
tuition rates were used.

--Require the Air Force Auditor General to periodically
review the billing system for services provided for-
eign nations to insure that billings are made on the
basis of current costs.

In view of the Air Force's action requirinag trat, in
the future, for.iagn governmenis be bhillced for current course
costs, we are making no specific recommendations on this
matter at tnis tine.

Inrecovered costs resulting f:om
erroneous computatiton of tuit.on rates

During fiscal year 1975 tne Air Force did not fully
recover from foreiagn governrents the costs of providing T-41
and T-37 {light training courses because either erroncous
data was used to compute the tuition rates or cost data was
omitted from the billings.

The tuition rate for the T-41 course was understated in
billings because the Air Training Command erroneously usead
cost data that had been computed for another course. The
tuition rate for the 1T-37 flight training course vas under-
stated because the cost for maintaining alrcraft was omitted
from the computation.

Although the Air Training Comwand eventuully corr~cted
the tuition rates, recovery was not made for the differencc
between the amount that was billed for the two courses and
the amount that should have been billed, ’

Wwe found that 403 foreign students entered the twe
courses in tiscal year 1975 for which the Air torce re-
covered about $7.1 million using the erroneous tuition
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rates. Had the corrected tuition rate been used for thnne
courses, the Air Force would have reccovered about $4.2 mil-
lion, or an additional $2.1 million.

licadguarters Alr Force officials again explained that
recoupment from foreiqn governments was not macde because 1t
did not believe that it was authorized Lo do so and that
such authorization must come from the Of€ice of the Secretacy
of Defense,

As stated previously, we belicwve that an e¢ffort should
be made to recover from foreign govecnments amounts uader-
billed resulting frem errors in computing the cost of
courses.

Recommendation

We recommend that you direct the ecretary of the Air
Force to:

—=Identify those undercnarges :in flrccael year 1875 re-
sulting [rom the erroncors computation of costa, and
attempt to recover fram foreign gnvernments the
amount of the undercharges,

~=Promptly bill foreign governments in the future for
al. undercharqges caused by erroneous computation of
course costs.

Unrecovered costs resulting from exclusicn
of depreciation costs ifrom tuition rates

We founda that 882 foreign ctudents envered fiscal year
197% flighu training courses for which the Air Force c¢xcliuded
[rom the tuition charges all costs for depreciation of air-
craft. Tae depreciation as compuled, bhut not charged by the
Ai1r Farce, for these courses 2mouncted to $2.2 million.

In cur report to you of Octoher 7, 1974 (B~174901), we
cxpressed concern over the losses the Government was sustain-
ing becauze the military services were ftailing to recnver the
costs of depreciation in making sales to foreign governments,

Depreciation is clearly a cost factor tnat should go
into the determinaticn of tuitlon rates to be charged for
training courzes given to foreign students. Defense has
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recognized this and requires in a directive revised June 17,
1975, that a 4-perceat asset use charge to recover the cost
of depreciation will be included in all tuition rates for
training of foreign military personnel.

We notcd that Army and Navy included aircraft depreci-
ation costs in computing tuition rates for fiscal year 1975.
we asked responsible Air Force officials why they did noc
follow this practice. They said the Office 0f the Secretary
of Defens« did not provide tiwely guidance to them as to
whether depreciation costs should be included in course costs
for fiscal year 1975,

Recommendation

We recommend that you direct the Secretarv of the Air
Force tn attempt to recover from foreign countries aircraft
depreclation costs incurred in providing flight training
to foreign military students under all open contracts
since deprrciation couscs should be recovered in sales to
foreign governments.

We discussed our findings with Alr Force officials and
representatives of your office. Their comments have been
dincluded in this report. We would appreciate being informed
of actions taken on the matters discussed in this report and
the amountu ¢f recoveries of previously unbilled costs dis-
cussed in this report.

We arce sending copies of this report today to the Chair- VF_ _,.

men of the House and Senate Committees on Government Opera- . 7

tions, Appropriations, and Armed Services; the Secretaries of " ss

the Army, Navy, and Air Force; the Director, Office of Man-
agement and Budget; and the Administrator. General Services N
Administration. . CoE

As you know, section 236 of the Legislative Rrorgani-
ration Act of 1970 requires th~ head of a Federal agency %to
submpit a written statement on actions he has taken un our

Bl pusuicid AVAILABLE

by



B-153835

<

recommendations to the louse and Senate Committces on
Government Operations not later than 60 days after the
date of the report and to the House and Senate Committees
on Appropriations with the agency's first requect for
appropriation:z made more than 60 days after the date of

the report.

angpfgﬁy yours, éﬁ“
— o /

fwéﬁédM§

£ @,ﬂw oA
Comntroller General
0oL the United States
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