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Reliable estimates of perscnrel requirements for
Foreiqn Military Sales Program activities are needed by the
Conqress so it can establish Department-ct DeCense (COE)
personnel ceilinqs and assess the ispact of personnel used in
these activities on the overall capabilities of the armed
services. DOD management officials also need reliakle estimates
of the proqrames perscnnel requirements for use in developing a
budqet. Findinqs/Conclusions: The Security Assistance Manpower
Accounting System whicb DOD began developing late in 1911 will
noct provide accurate and reliable data on the number of
personnel needed to administer the foreign Military Sales
Proqram. In fact, the Department has developed no method of
manpower accountinq for the system. Instead, a new standard
personnel-reporting format was used, and perscnnel data have
continued to be developed under practices and Frocedures
previously considered to be inadequate. the Security Assistance
ianpover Accountinq Report vill not produce reliable estimates
of personnel needs because: implementing instructicns ccntained
no provisions for ccntrol over the gathering and assembling of
personnel data: instructions for preparing the report did not
clearly define administrative personnel; and methods used by the
military services to develop data for the report and the budget
were inconsistent. DOD has no assurance that the 3S surcharge on
the sales price of zclitary equipment and services acld under
the proqram is sufficient to recover the full cost cf
administering the raogram. Reccrsendaticns: idministrative
personnel estimates in the Security Assistance manpcwer
Accountinq Report and the administrative badget should be



improved by: rEquiring all commands and activities providing
administrative personnel-data to submit their method of
copilinq the data to the .Assistant Secretary and Directcr,
Defense Security Assistance Agency, fcr Speroval; developing a
consistent definitioa df administratAiv personnel for use in
reFortinq personnel statistics and developing tudg4ts; aid
requirinq that pricing gualelies 'for ecreigna flitary Sales
items be revissd to-allow full recovery. of-the- cost cf
retirement benefits in establishing surcharge rates tc recover
the proqra's adminaistrative expen.s,. (I8S)
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Comptroller General
OF THE UNITED STATES B S q 17

Inadequate Methods Still Used
To Account For And Recover
Personnel Costs Of The Foreign
Military Sales Program
The Defense Department has not yet devel-
oped reliable estimates of personnel required
to administer the Foreign Military Sales pro-
gram, nor has it in.luded the full Post of em-
ployee benefits in calculating the costs of
these personnel. As a result, the Department
has no real basis for determining if all admin-
istrative costs of the program are recovered, as
required by law, from foreign purchasers of-
U.S. military equipment and services.

GAO is recommending that the Secretary of
Defense revise the guidelines for estimating
the number of personnel working on the pro-
gram and for estimating the cost of employee
benefits.
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COMPTROLLER GENERAL OF THE UNITED STATES

WAHINGTON. D.C. 2048

B-174901

The Honorable Warren G. Magnuson
Chairman, Committee on

Appropriations
United States Senate

Dear Mr. Chairman:

In response to your Committee's request of October 5,
1977, we have reviewed the Defense Department's fiscal year
1979 administrative budget submission for the Foreign nili-
tary Sales program and the Department's system of account-
ing, reporting, budgeting, and recovering the administrative
costs of the program.

On October 21, 1977, we reported to the Chairman of
the Senate Armed Services Committee (FGMSD-77-22) on the
problems that the Defense Department has had in developing
data on Foreign Military Sales personnel. The policies and
systems used , develop personnel statistics and cost data
for the administrative budget still need improvements and
we are making several relevant recommendations to the Secre-
tary of Defense..

As arranged with your office, we will provide copies
to the Secretary of Defense and make a general distributicn
of this report 10 days after you receive it.

At the Committee's request we did not take the addi-
tional time to obtain written Defense Department comments.
The matters covered in the report, however, were discussed
with Department officials, and their comments are incorpor-
ated where appropriate.

Si t d yours, yor

Comptroller General
of the United States



COMPTROLLER GENERAL'S INADEQUATE METHODS STILL USED TO
REPORT TO THE ACCOUNT FOR AND RECOVER PERSON-
COMMITTEE C: APPROPRIATIONS NEL COSTS OF THE FOREIGN nILI-
UNITED STATES SENATE TARY SALES PROGRAM

DIG E ST

Neither a new Security Assistanc4 Manpower
Accounting Report developed by the Depart-
ment of Defense nor the administrative bud-
get for fiscal year 1979 provided the
Congress acczai.e, reliable data on the
personnel required to administer the For-
eign Military Sales program.

The Security Assistance Manpower Account-
ing Report was developed because the De-
fense'Department had difficulty in obtain-
ing reliable data on the program. However,
the procedures used to develop data for
the report did not define administrative
personnel adequately, did not provide for
controls over the gathering of data, and
permitted inconsistent methods to be used
to develop the data. As a result, the
report for fiscal year 1979 did not pro-
duce reliable estimates of Foreign Hili-
tary Sales administrative personnel re-
quirements. (See ch. 2.)

Inaccurate and incomplete personnel data
was used to develop the administrative
budget for the Foreign Military Sales pro-
gram. The data in this budget was fur-
nished to the Senate Committee on Appro-
priations as part of the backup for the
Defense Department's fiscal year 1979
budget request. (See pp. 13 to 15.)

GAO's efforts ';o reconcile administrative
personnel data in the Security Assistance
Manpower Accounting Report with that con-
tained in the administrative budget dis-
closed inconsistencies and inaccuracies in
the personnel statistics in both the report
and the budget. For example, a comparison
of personnel data reported by 8 major com-
mands for the Security Assistance Manpower

FGNSD-78-47
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Accounting Report and the administrative
budget for fiscal year 1979 shows a net
difference of 545 staff-years. These dif-
ferences occurred primarily because the
procedures for compiling the Security
Assistance Manpower Accounting Rep'ort did
not adequately define administrative per-
sonnel. (See pp. 6 to 10.)

Defense Department policies and systems
used to estimate the administrative costs
of the program do not adequately account
for the number of personnel who administer'
the program nor provide for the full re-
covery of costs to the U.S. Government of
the retirement and other employee bene-
fits. As a result, the Defense Department
has no assurance that the prices of mili-
tary equipment and services sold under the
program are sufficient to recover the full
cost of administering the program. (See
ch. 3.)

GAO pointed out in an October 21, 1977,
report to the Chairman of the Senate Com-
mittee on Armed Services that the Defense-
Department used inadequate methods to
develop estimates of Foreign Military Sales
administrative personnel in fiscal year
1977 and that factors £ncluded in the ad-
ministrative surcharge for retirement bene-
fits for these personnel were not high
enough to recover their full costs. Al-
though Department officials agreed, they
still used these inadequate methods when
they developed personnel data for the fis-
cal year 1979 program.

Defense Department officials advised GAO
that they plan to increase the retirement
cost factors included in the administrative
surcharge when they develop the fiscal year
1980 administrative budget for the Foreign
Military Sales program.

Reliable estimates of personnel requirements
for Foreign Military Sales activities are
needed by the Congress so that it can estab-
lish Defense personnel ceilings and assess
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the impact of personnel used in the Foreign
Ni:.it.ary Sales program on the overall de-
feilne capabilities of the armed services.
Reliable esthites are also' needed by De-
ferns, Department management officials to
dev-lop a budget.aS a basis for obtaining
the resources required to administer the
Foreign Military Sales program and to es-
tablish a.method of.updating the adminis-
trative surcharge on Foreign Military Sales
items to insure that the Department is re-
covering all such costs.

GAO recomnds that the Secretary of De-
fense require the Assistant Secretary of
Defense (Nanpower, Reserve Affairs, and
Logistics) and the Director of the De-
fense Security Assistance Agency to im-
prove administrative personnel estimates
in the Security Assistance Manpower Ac-
counting Report and the administrative
budget by:

--Requiring all commands and activities
providing administrative personnel data
for.. the report to submit their method
of compiling the data to 'the Assistant
Secretary and the Director, Defense
Security Assistance Agency for approval.
Methods should be approved only if they
are based on actual experience adjusted
for projected changes in workload. These
estimates should be based on actual and
projected workload data, time standards,
and staff-hour accounting reports to the
extent feasible.

--Developing a consistent definition of
administrative personnel for use in re-
porting personnel statistics and develop-
ing budgets so that the same set of data
can be used for budgeting and all other
management functions.

--Requiring that pricing guidelines for
Foreign Military Sales items be revised
to allow full recovery of the cost of
retirement benefits in establishing sur-
charge rates used to recover the program's
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administrative expenses. These revisions
should be made before the next administra-
tive budget call by the Defense Security
Assistance Agency.

At the request of the Senate Committee on
Appropriations GAO did not obtain written
comments on the matters discussed in this
report. However, they were discussed with
Defense officials and their comments are
incorporated where appropriate.
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CHAPTER 1

INTRODUCTION

On October 5, 1977, the Senate Committee on Appropria-

tions requested that we review the Department of Defense's

fiscal year 1979 administrative budget submission for the
Foreign Military Sales program. The Committee also requested
that we:

--Determine whether a new Foreign Military Sales
manpower accounting system being developed by
the Defense Department would be implemented in
time to provide estimates for the fiscal year
1979 President's budget.

--Determine whether the new system provides ade-
quate controls to insure that reasonable esti-
mates can be made of personnel administering
the Foreign Military Sales program.

--Compare manpower data produced by the new sys-
tem with data in justification material sub-.
mitted to the Congress for fiscal year 1979
program manpower.. requirements.

--Determine whether the administrative surcharge
on Foreign Military Sales is adequate te re-
cove- the full costs of administering the pro-
gram. I

The Foreign Military Sales program permits friendly
foreign governments to purchase defense articles, services,
and training through the U.S. military departments. De-
fense Department statistics show that sales have increased

greatly during the 1970s and in fiscal year 1977 totaled
$11.3 billion. Under the program, the U.S. Government is
to charge no less than the value of materials and services
sold.

The Defense Department uses logistical systems and
other facilities of the military services to obtain the

articles and services it furnishes to foreign governments.
Articles are obtained from the inventories of, or are

specifically purchased by, the military departments to be
sold to the foreign countries. Services furnished are ob-
tained through Defense contracts or are furnished directly
by military and civilian employees.



The Defense Department incurs substantial costs to
administer the program--primarily for personnel who operate
the logistical, supply, and procurement services. Their
functions include sales negotiations; case implementation;
procurement; resolution of discrepancy reports; contract
administration; and program control, accounting, and bud-
geting. In addition, the cost of utilities, office supplies,
travel, and rent and other overhead expenses are considered
part of the administrative costs of the program.

The International Security Assistance and Arms Export
Contol Act, as amended (Public Law 94-329), defines the
concept of value to include the administrative costs in-
curred by the U.S. military departments in connection with
sales. The act provides that letters of offer issued after
September 30, 1976, will include appropriate charges, cal-
culated on an average percentage basis, to recover the full
estimated administrative costs of the sales from purchasers.
These charges apply to defense articles sold from stock,
or purchased for sale and to support services. Beginning
October 1, 1977, the percentage charge was 3 percent of the
sales price of the article or service.

FISCAL YEAR 1979 ADMINISTRATIVE
BUDGZT FOR THE FOREIGN MILITARY
SALES PROGRAM

The Defense Security Assistance Agency and the Assis-
tant Secretary of Defease (Comptroller) are responsible
for assuring that the U.S. Government receives full pay-
went for articles and services provided under the Foreign
-Military Sales program. To insure the recovery of all
administrative costs, the Defense Security Assistance Agency
has required that each of the military services prepare a
budget identifying these costs. Reimbursements to the mili-
tary services for the costs incurred in administering the
program are based on these budgets.

The Senate Committee on Appropriations, in the July
1977 report No. 95-325 on the Defense Department's fiscal
year 1978 budget request, asked that Defense provide these
budgets as part of the data justifying personnel costs for
fiscal year 1979. In compliance, Defense furnished the
following information to the Congress with its fiscal year
1979 budget request.
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Total personnel Cost of personnel

Army 2,738.4 $ 88,300,000
Navy 2,086.0 42,300,000
Air Force 3,880.0 103,510,000

Total 8,704.4 $234,110,000

The Defense Department had originally planned to use
data from a new Security Assistance Manpower Accounting
Report to support fiscal year 1979 requirements for ad-
ministrative personnel for the Foreign Military Sales pro-
gram. However, the report was not available in time. In
fact, preliminary data from the report was not presented
to the Senate Committee on Appropriations until May 1978,
4 months after the fiscal year 1979 Defense Department
budget was presented tc the Congress. In the future, De-
fense officials plan to have administrative personnel data
available in time for use in preparing the administrative
budget.

The Security Assistance Manpower Accounting Report
is designed to be a comprehensive report on all Foreign
Military Sales and Military Assistance Program personnel;
administrative personnel for the Foreign Military Sales
program are separately identified within the total.
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CBAPTER 2

SECURITY ASSISTANCE MANPOWER

ACCOUNTING SYSTEM

NOT DEVELOPED

The Security Assistance Manpower Accounting System which
the Defense Department began developing Late in 1977 will not
provide accurate and reliable data on the number of personnel
required to administer the Foreign Military Sales program.
In fact, the Department has developed no method of manpower
accounting for that system. Instead, a new standard
personnel-reporting format was used and personnel data has
continued to be developed under practices and procedures
which we have previously reported as inadequate 1/.

NEED FOR RELIABLE DATA ON FOREIGN
MILITARY SALES PERSONNEL REQUIREMENTS

Reliable estimates of personnel requirements for Foreign
Military Sales activities are needed by the Congress so that
it can establish Defense personnel ceilings and assess the
impact of personnel used in these activities on the overall
capabilities of the armed services. Defense Department man-
agement officials also need reliable estimates of the pro-
gram's personnel requirements for use in developing a budget
as a basis for obtaining the resources required to administer
the program and in updating the administrative surcharge on
Foreign Military'Sales items to insure that the Department
is recovering all such costs.

Our October 21, 1977, report to the Senate Committee
on Armed Services pointed out that there was no adequate
system of .cce.unting for and reporting on the actual num-
ber of personnel involved with the Foreign Military Sales
program that could be used in determining personnel costs.
We, therefore, suggested that the Secretary of Defense
prescribe procedures for identifying and reporting estimated
and actual staff-years devoted to the program. We said that,
to the extent feasible, this system should be based on actual
effort and that, if estimates are required, they should be
based on actual workload data, time standards, and management
engineering techniques.

!/"Inadequate Methods Used To Account For and Recover Per-
sonnel Costs of the Foreign Military Sales Program'
(FGMSD-77-22), Oct. 21, 1977.
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In an August 17, 1977, letter, the Assistant Secretary
of Defense (Comptroller) agreed that the Department lacked
an adequate system for determining the number of personnel
involved in the Foreign Military Sales program. He also
pointed out that the Department has recently initiated a
formal project to develop a standard personnel accounting
system for determining the effort that supports the system
and that, when completed, the system would provide infor-
mation for internal management decisions, as well as data to
meet reporting requirements established by the Congress.
According to him, initial data from the new standard sys-
tem was to be available for the fiscal year 1979 Defense
Manpower Requirements Report to the Congress. This report
is used to describe, explain, and justify personnel require-
ments to the Congress.

STATUS OF THE SECURITY ASSISTANCE
MANPOWER ACCOUNTING SYSTEM REPORT

The Security Assistance Manpower Accounting Report is
intended to provide accurate, standardized data on all ac-
tual and planned use of Defense Department personnel in
Foreign Military Sales and the Military Assistance Program.
A separate section of the report is to contain data on per-
sonnel administering the sales program.

Although originally scheduled to be available for the
fiscal year 1979 budget presentation,--the initial report was
still in the development stage as of April 30, 1978, and
personnel statistics for the report were called preliminary
by Defense. In fact, the requirements for the report were
not even communicated to the military services until Janu-
ary 1978--shortly before Defense presented its budget to
the Congress.

Although referred to as an accounting system in the
implementing instruction to the military services, the
Security Assistance Manpower Accounting System, at the
present stage of development, is really only a reporting
format and cannot be viewed as a system in any real sense.
Instructions for developing the data do not prescribe spe-
cific procedures for gathering administrative personnel data
and have caused much confusion.

LACK OF CONTROL OVER PERSONNEL
DATA SUBMITTED FOR THE REPORT

The implementing instructions for the Security Assis-
tance Manpower Accounting System did not contain any pro-
visions to insure uniformity in gathering or assembling
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personnel data. Over 50 commands, installations, and activ-ities in the 3 military services submitted data using a
variety of methods to develop the information. Only thedata itself was submitted to the Defense officials respon-
sible for assembling the report. Consequently, these of-
ficials generally were not aware of the methods used to
develop the data and had no means of assessing its adequacy.
Moreover, most of the commands, activities, and installa-
tions that furnished administrative personnel dana for the
Security Assistance Manpower Accounting Report submitted
personnel data which differed from that submitted for the
Foreign Military Sales administrative budget although both
sets of data should have been similar.

In response to a question by the Chairman of the Sen-
ate Committee on Appropriations during the fiscal year
1979 Defense appropriation hearings, the Assistant Secre-
tary of Defense (Manpower, Reserve Affairs, and Logistics)
stated that the Department's only control over data is that
it is subject to audit by the Department's internal audit
groups. In our opinion, since controls were not designed
into the system, the Department has no assurance that data
reported is accurate and reliable.

INCOESISTENCIES IN REPORTING
PERSONNEL DATA

Personnel data in the Security Assistance Manpower
Accounting Report for the eight major commands and.-activities

-providing most of the administrative support for the Foreign
Military Sales program differed significantl' from that re-
ported in the Foreign Military Sales administrative budget.
According to the Security Assistance Manpower Accounting Re-
port, these commands and activities used about 58 percent or
5,038 of the 8,700 staff-years identified in the report as
administrative staff-years for the Foreign Military Sales
program; whereas the budget showed 51 percent or 4,493 staff-
years. Guidance provided for the accounting report stated
that personnel data should be consistent with the adminis-
trative budget. The following schedule shows a comparison
of the data in the report and the budget for these eight com-
mands.
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Inconsistent Staff-years

Security
Assistance Foreign
Manpower Military Sales

Accounting Administrative Differ-
Report (note a) Budget ences

Army:
Armypot System
iCommand 85.0 1.5 83.5

Tank Automotive
Readiness
Command 167.0 420.3 (253.3)

Training and
Doctrine Com-
mand 473.0 41.7 431.3

Missile Readi-
ness Command 415.0 434.5 (19.5)

Air Force:
Air Force Systems

Command - 953.0 1,034.0 (81.0)
Air Force Logis-

tics Command 2,517.0 2,411.0 106.0
Navy:

Chief of Naval
Operations 191.0 109.8 81.2

-Chief of -Naval.- -
Education and
Training 237.0 40.3 196.7

Tota&1 eight commands 5,038.0 4,493.1 544.9

a/In providing this data to the Senate Appropriations Commit-
tee the Defense Department termed it preliminary.

Differences in Army data

Our review of the personnel data in the report and the
budget for Army commands disclosed that:

--At the Army Depot Commend, 83 persons were included
as administrative personnel in the Security Assis-
tance Manpower Accounting Report in error. The
costs for these 83 are recovered through the accer-
sorial surcharge.

--At the Army Tank Automotive Readiness Command a dif-
ference of 253.3 staff-years occurred because the
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administrative budget included all personnel who
spent 10 percent or more of their time on the Foreign
Military Sales program while the manpower accounting
report included only full-time personnel who were
permanently assigned to work on the program.

-- At the Army Training and Doctrine Command the admin-
istrative budget included only 42 staff-years at
the command headquarters and at the Command's Security
Assistance Training management office and did not in-
clude the authorized increase of 20 at the latter.
The Security Assistance Manpower Accounting Report,
however, included not only these personnel but also
the overhead personnel located at training activities
whose costs were recovered under Foreign Military
Sales tuition rates.

-At the Army Missile Command minor differences in per-
sonnel data occurred because the administrative bud-
get did not reflect decreases in personnel assigned
to the Command's International Logistics Directorate
and the manpower accounting report omitted personnel
required in the Command's Directorate for Material
Management.

Differences in Air Force data,

Air Force-data in the administrative budget and the
manpower accounting report varied because different methods
were used to develop the personnel data for each. As a re-
sult the Air Force Systems Command and the Air Force Logis-
tics Command, the two-major commands that perform most of
the Foreign Military Sales work within the Air Force, pre-
sented different personnel statistics. In developing the
Security Assistance Manpower Accounting Report, the Air
Force used its personnel authorization system as a basis for
determining the number of personnel performing administrative
functions for the Foreign Military Sales program. This sys-
tem provides only the number of personnel authorized as of
a specific date; it does not take into account projected
increases or decreases in staffing.

The method the Air Force Systems Command used to develop
personnel data for the fiscal year 1979 administrative bud-
get, on the other hand, included increased personnel require-
ments for future workloads which had not been included in
the personnel authorizations. As a result, the administra-
tive budget contained 81 more personnel than the accounting
report.
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The Air Force also used its personnel authorization sys-
tem to develop the Logistics Command's administratir3~ person-
nel data for the Security Assistance Manpower Accounting Re-
port. This report showed that the Logistics Command had
2,517 administrative personnel supporting the Foreign Mili-
tary Sales program while the Command's administrative budget
showed only 2,411 or 106 fewer persons. The Logistics Com-
mand used a computerized Foreign Military Sales forecasting
system to develop personnel estimates for the administrative
budget. This system produced estimates in terms of the total
number of staff-years it should take to accomplish the proj-
ected workload. Becaube equivalent staff-years are projected,
the percentage of time each individual spends am Foreign
Military Sales activities is not known.

On the other hand, the Air Force personnel authorization
system allocates positions based on tbe percentage of time
individuals devote to Foreign Military Sales. Thus, neither
the Air Force nor we could reconcile a'l of the difference
in the estimates. Part of the differences did, however, re-
sult from the fact that the Logistics Command, in developing
the estimates for the administrative budget, did not include
estimates for all personnel performing base operating support
functions for Foreign Military Sales activities.

Differences in Navy data
not reconciled

Major differences in administrative personnel data oc-
curred at two Navy activities: Chief of Naval Operations
and Chief of Naval Education and Training. Although we had
not selected these two activities for review, we did request
personnel in the Office of the Assistant Secretary of De-
fense (Manpower, Reserve Affairs, and Logistics) to deter-
mine the reasons for the differences. As of May 15, 1978,
the Navy had not submitted the data needed to reconcile
the variances.

Differences in data at military
training commands

Instructions for the Security Assistance Manpower Ac-
counting Report did not clearly define administrative per-
sonnel. As a result statistics on personnel who support
the training program were erroneously included. The costs
of these personnel are included in tuition rates for courses
and should not be recovered under the Foreign Military Sales
administrative surcharge. However, the Army Doctrine and
Training Command and Navy's Chief of Education and Training
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erroneously included 519 training personnel in their esti-mates of administrative personnel.

Continued use of inadequate
procedures

Procedures followed by the military services to developpersonnel data for the fiscal year 1979 administrative bud-get are the same as those used to develop estimates of For-eign Military Sales administrative personnel in fiscal year1977. Our October 21, 1977, report pointed out, and theDefense Department agreed, that these methods did not provideadequate estimates of Foreign Military Sales administrative
personnel. Our assessment of the Defense Department's fis-cal year 1979 estimate of administrative personnel for bud-get purposes follows in chapter 3.

CONCLUSIONS

The preliminary Security Assistance Manpower Account-ing Report did not achieve the objective of providing ac-curate, standardized data on all actual and planned use ofDefense Department personnel in the Foreign Nilitary Salesprogram. Although the Department advised us in August 1977that a new system was being developed to determine theamount of Defense effort used to support the Foreign Mili-tary Sales program, no new system was developed. The re-·portmerely took existing personnel data and compiled it ina new report format.

It will not produce reliable estimates of ForeignMilitary Sales administrative personnel because:

--Implementing instructions for the Security Assis-
tance Manpower Accounting Report did not contain
any provisions for control over the gathering and
assembling of personnel data.

--Instructions for preparing the report did not
clearly .efine administrative personnel, thus,
training personnel were erroneously included.

--Methods the military services used to develop
data for the manpower accounting report and theadministrative budget were inconsistent.
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RECOMENIDATIONS

We recommend that the Secretary of Defense require the
Assistant Secretary of Defense (Manpower, Reserve Affairs,
and Logistics) and the Director of the Defense Security
Assistance Agency to improve administrative personnel esti-
mates in the Security Assistance Manpower Accounting Report
by:

--Requiring all commands and activities providing
administrative personnel data for the report to
submit their method of compiling the data as well.
Methods should be approved only if they are based
on actual experience adjusted for future changes
in workload. In instances where estimates are
required, they should be based on actual and proj-
ected workload data, time standards, and staff-
hour accounting reports.

--Developing a consistent definition of administra-
tive personnel for use in reporting personnel
statistics and developing budgets so that the
same set of data can be used for budgeting as
well as all other management functions. The def-
inition of administrative personnel should spe-
cifically exclude those whose cost is recovered
from tuition fees charged for training provided
under 'hae' Foreign-Military Sales program.
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CHAPTER 3

IMPROVEMENTS STILL NEEDED IN

PROCEDURES USED TO RECOVER

ADMINISTRATIVE COSTS OF THE PROGRAM

The Defense Department's methods of estimating adminis-
trative costs for the'fiscal year 1979 Foreign Military Sales
program do not adequately account for the number of personnel
involved nor for their retirement costs. Therefore, Defense
has no assurance that a 3-percent charge added to the sales
price of equipment and services sold under the program is
sufficient to recover, as intended by law, the full costs of
administering the program.

The surcharge was increased from 2 to 3 percent in Octo-
ber 19/7 because Defense officials did not believe 2 percent
was adequate; however, there is no assurance that 3 percent
is adequate.

We previously reported on these problems in an Octo-
ber 21, 1977, report to the Chairman, Senate Committee on
Armed Services, entitled 'Inadequate Methods Used to Account
For and Recover Personnel Costs of the Foreign Military Sales
Program' (FGMSD-77-22).- Althoutgh Defense'Department offi-
cials agreed with the findings in that report, they had not
completed actions to strengthen their policies and procedures
before preparing the fiscal year 1979 Foreign Military Sales
administrative b. get.

COST RECOVERY REQUIREMENTS

The Foreign Military Sales Act of 1968, as amended
(22 U.S.C. 2761), authorizes the sale of defense articles
and services to foreign nations if the foreign governments
agree to pay not less than their value. In addition, the
International Security Assistance and Arms Export Contrcl
Act of 1976 (Public Law 94-329) amended the Foreign Military
Sales Act to specifically require payment to the U.S. Gov-
ernment for the full cost of administering the program. In
this regard, the 1976 amendment requires that letters of
offer for the sale to foreign purchasers of defense articles
and services include appropriate charges for administrative
services (calculated on an average percentage basis), to re-
cover from purchasers the full estimated costs of adminis-
tration of sales made under this act.
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Department of Defense Instruction 2140.1, December 23,
1977, provides that a 3-percent charge should normally be
added to the cost cf standard articles and service sold under
the program to cover the administrative costs. This instruc-
tion also provides that the rate he subject to review at
least every 2 years and that the military services design
their management systems to facilitate timely reviews of
the rate.

PERSONNEL DATA USED FOR
ADMINISTRATIVE BUDGET NOT ADEQUATE

Personnel data used to develop the administrative bud-
get for the Foreign Military Sales program for fiscal year
1979 was inaccurate and incomplete. The data was furnished
to the Senate Committee on Appropriations as part of the
backup for the Defense Department's fiscal year 1979 budget
request. The Defense Security Assistance Agency requires
each of the military services to develop a budget for the
administrative cost of the program in order to assure that
all such costs are identified and recovered.

We reviewed the procedures used by 11 of the 86 com-
mands and installations reporting administrative costs to
the Defense Security Assistance Agency for the budget.
These 11 commands and installations reported $121.8 million,
or 48.1 percent, of the $253.1 million total costs for the
fiscal year-1979 administrative budget. These activities
also reported 3,876, or 47.2 percent, of the 8,876 staff-
years included.

Many of the problems identified in our earlier re-
view persisted during preparation of the fiscal year-1979
administrative budget. Among the recurring deficiencies
were:

--At several commands and installations, rationale
and documentation for the administrative cost
estimates were either inadequate or nonexistent.

--A number of personnel were not included. As stated
in chapter 2, the Air Force Logistics Command's '"
estimate did not include 68 base support personnel
who supported the Foreign Military Sales program
at its headquarters and at the Ogden Logistics
Center. Neither did the Army's Security Assistance
Training Management Office include an authorized
increase of 20 personnel in its estimates. These
omissions resulted in an understatement of about
$2.2 million.

13



--A number of the commands and installations reviewed
did not have or did not use a system to regularly com-
pile Foreign Military Sales cost data.

Some examples of these conditions are presented below.

Air Force activities

The Aeronautical Systems'Division--a major subordinate
activity of the Air Force Systems Command--based its deter-
minations of the percentage of time spent on foreign mili-
tary sales activities on interviews with personnel perform-
ing the administrative functions. On this basis the
Division developed an administrative budget that totaled
$15.3 million and included 454 staff-years for fiscal year
1979.

Other sources indicated that the estimate was not ac-
curate. The interviews indicated that 257 personnel were
administering Foreign Military Sales activities on a full--
time basis although only 199 had been authorized, according
to the Air Force's manpower authorization listing. Because
of this discrepancy, we tested the Division's estimate by
comparing the interview dpta with actual times charged for
70 personnel and found that 71 percent of the interview
estimates disagreed with -actual times charged;.- The Aero-
nautical Systems Division was aware of the questionable ac-
curacy of the personnel data, and it also tested the data
developed by the interviews in November 1977 and found 18
of 40 individuals identified as full-time administrative
positions in the interviews were not working full-time-on
the program.

The Ogden Air Logistics Center could not provide ade-
quate documentation showing how it derived 351 of the 396
staff-years in the fiscal year 1979 administrative budget.
The 351 staff-years were projected for the Material Manage-
ment Diviaion. We were told the estimate was based on a 1976
personnel requirements study which was updated to include
additional requirements considering the projected workload
for fiscal year 1979. Center officials believed that data
from the 1976 study did not provide a reliable estimate
and adjusted the data for 1979; however, they could not
furnish documentation to justify the adjustments. We noted
that other Center offices excluded 48 staff-years which
should have been included.
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Army activities

The Army Communications and Electronics Command could

not provide us documentation or statistical data to support

113, or 49 percent, of the estimated 231 administrative

staff-years included in the budget.; Command officials said

they had interviewed personnel to determine how much of

their workload involved program administration but no longer

had documentation on those interviews. These officials sub-

sequently agreed that a more precise method of estimating
personnel on the basis of workload data should be developed.

The Army Security Assistance Center did not compute

personnel costs for the administrative budget in accordance

with prescribed budget guidance. Instead of using actual

salary rates prescribed in the guidance, Center personnel
computed personnel costs by using the average fiscal year

1977 salary for all personnel and adding an arbitrary 10

percent. As a result the budget cost of civiliarrpersonnel
at the Center was overstated by $1.3 million. Center offi-

cials could not explain why they did not follow the guidance.

Navy activities

The hmao-r Navy activities included in our review used

data based on employee time charged to Foreign Military

Sales activities, adjusted for pay increases and changes in

workload, to develop the fiscal year 1979 administrative
budget. From our tests of the data at the Navy Aviation

Supply Office, International Logistics Control Office, and -
Ships Parts Control Office, we believe these activities de-

veloped their estimates of personnel required for fiscal

year 1979 on a reasonable basis.

NEED TO CONSIDER FULL RETIREMENT COSTS

WHEN DEVELOPING THE ADMINISTRATIVE BUDGET

Guidance furnished to the military services by the

Defense Security Assistance Agency for developing the admin-

istrative budget for fiscal year 1970 prescribed factors for
military and civilian retirement benefits and other civilian

benefits which were not high enough to recover the full costs

of these benefits. Thus, several million dollars of the ad-

ministrative costs of the Foreign Military Sales program are

not provided for in the fiscal year 1979 budget.

In an August 17, 1977, letter the Assistant Secretary of

Defense (Comptroller) advised us that the Defense Department

was reviewing the factors used to calculate military retire-

ment and civilian retirement and health and life insurance



benefit costs. However, Defense officials had not revised
the guidance on these benefits to reflect their real cost
prior to the development of the fiscal year 1979 administra-
tive budget, and the budget did not include the full cost
of retirement for personnel working on the program.

Guidance furnished by the Defense Security Assistance
Agency provides that a factor of 17 percent be applied to
the composite pay rate for each military grade to recover
military retirement costs and that a factor of 9 percent
be added to the base pay for each civilian grade to recover
the cost of civilian retirement and health and life insurance
benefits. However, these prescribed factors are not high
enough to cover the full cost of these benefits.

Defense Department officials have advised us that they
have completed their study of the percentage factors and
are planning to increase them substantially in the guidance
for preparation of the fiscal year 1980 administrative bud-
get. A factor of 26.5 percent rather than 17 percent will
be applied to the composite pay rate of military personnel
to determine the amount of retirement costs to be recovered.
For Defense Department civilians, a factor of 24.4 percent
of their base salary rather than 9 percent will be used to
determine the amount to be recovered for retirement and em-
ployee benefits. Use of these new factors will increase
the total costs of the administrative budget for the For-
eign Military Sales program by several million dollars.

CONCLUSION 

The Defense Department has no assurance that the
3-percent surcharge on the sales price of military equipment
and services sold under the program is sufficient to recover
the full cost of administering the program as intended by
law. The procedures used to estimate the administrative
costs of the program for fiscal year 1979 do not provide
reliable data on the number of personnel involved nor include
the full costs to the Government of the retirement programs
for these personnel.

Because factors for employee benefits were not high
enough to recover the full cost of the benefits, several
million dollars of Foreign Military Sales program costs will
not be provided for in the fiscal year 1979 budget. A re-
liable estimate of this understatement cannot be developed
because of the lack of reliable data on the number of person-
nel working on the program. The failure t*ouse prescribed
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factors to account for the cost of retirement benefits for
military and civilian personnel could result in an inadequate
surcharge rate for fiscal year 1979.

The revisions to the retirement factors which the De-
fense Department plans to make and the implementation of the
recommendations we made in chapter 2 of this report on devel-
oping estimates of personnel for the Foreign Military Sales
program should result in a more reliable administrative
budget for the program and enable the Defense Department to
establish an adequate administrative surcharge on Foreign
Military Sales.

RECOMMENDATION

We recommend that the Secretary of Defense require that
pricing guidelines for Foreign Military Sales items and
services be revised to allow full recovery of the cost of
retirement benefits in establishing surcharge rates for the
program's administrative expenses. These revisions should
be made before the next administrative budget call by the
Defense-Security Assistance Agency.
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CHAPTER 4

SCOPE OF REVIEW

We reviewed procedures used by the military services for
preparing budget estimates of personnel who administer the
Foreign Military Sales program and to determine whether ad-
ministrative costs were being fully recovered. We examined
the accounting records, budget estimates, and reports pre-
pared by the services and their component activities and
discussed the basis for Foreign Military Sales administra-
tive manpower estimates with agency personnel.

Our review was performed at the following departments
and activities:

--Departments of Defense, Army, Navy, and Air Force,
Washington, D.C.

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

--Naval Air Systems Command, Naval Sea Systems Com-
mand, and Naval Supply Systems Command, Arlington,
Virginia.

--Navy Aviation Supply Office and Navy International
Logistics Control Office, Philadelphia, Pennsylvania.

--Navy Ships Parts Control Center, Mechanicsburg,
Pennsylvania.

--Army Armament Command, Rock Island, Illinois.

--Army Security Assistance Center, New Cumberland,
Pennsylvania.

--Army Communications and Electronics Material Readi-
ness Command, Fort Mo:imouth, New Jersey.

--Air Force Logistics Command, and the Aeronautical
Systems Division, Air Force Systems Command, Wright-
Patterson Air Force Base, Dayton, Ohio.

--Air Force Logistics Center, Ogden, Utah.

--Security Assistance Accounting Center, Denver,
Colorado.
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.Cow ,. .....,..,,._,_ October S. 1977

The Honrable imer Staats
Comptroller general of the United States
Washngton. D. C. 20548

m-;.

Dear t. Staste 

The D4partent of Defense ha recently establishedeentralized budgeting, control and accounting procedures for use
of the two per cent admLinitrative fee tlat is collected to pay foradmdnLstrtiso of the Foreign Military Sales progrem. In its
report on the fical year 1978 Department of Defense AppropriationAct (Senate ieporc 95-325), the Com ittee requested that the GeneralAccounting Office review and audit the Foreign Mllitary Sales
administrative budget subussion for fiscal year 1978.

The Comlttee bas learned that the GAO recently reviewedth Deprtment of Defmne's method of accounting and reporting on
foreigna ilitary sales umnpower for the Senate Comilttee on Armed
ServicJ.s This review revealed that the Depar ment did not have anadequate systee to account for and report on the number of personnelinvolved in the Foreign Military Sales program. In commenting on
GAO's report, the Depertment stateP, tiht the standard macpover
accounting sYJtem for allocating the FHS administrative surcharge feei being inpleented to provide data to meet reporting requirements ofthe Congress and to furnish information for internal management use.

Initial data from this ne ma npower accounting' systme is
scheduled to be available for the fiscal year 1979 Defense ManpowerRequirements Report to the Congress wbich is due in February 1978.The Committee requests that GAO review and audit the fiscal year 1979
administrative budget submission for the Foreign Military Sales programrather than the fiscal year 1978 submission. In performing the work,the Commlttee requests that GAO:

1. Determine whether the new manpower accounting system will
be implemented in time to provide estimates for the
fiscal year 1979 President's budget.

2. Determine whether the new syatem provides for adequate
controls to insure that reasonable estimates can be made
of the number of personnel administering the Foreign
Mtlitary Sales program.
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3. Compare the manpomr data produced by thls _m ysUrn with
data in justification material submitted to the Congress
for the fi cal year 1979 Foreign Military Snal rmo nr
requireents.

4. Determines hether the adtinitrative surchbrge on foreign
military sales i adequate to recover tbhe full costs of
the Defonoe Departmnt's admulltratioa of the Foreign
Military Sales progr._

*ecognizing that the new mnpoqanr acontIng systn_ is still
umder development ad that tanpimer data will not be available untl
January 1978, the Coaittee requfts that the GCO staff dltscus the
progress of the investigti on with the Comittee staff in early
IHrch 1978. Thb final report bhould be available by Jue 1, 1978, so
that the Cmitte will have use of the report wbon it considers the
fiscal year 1979 Defense Appropriation Bill. In order that the final
report will be available in a timly mer, there will e me no d
for GAO to obtain formal Defense Department cn on the rport.

With kind regards, I on

Sincerely,

John L. NcClellan

JLn: lju
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APPENDIX II APPENDIX II

PRINCIPAL OFFICIALS

RESPONSIBLE FOR ADMINISTERING ACTIVITIES

!DISCUSSED IN THIS REPORT

Tenure of office
From To

DEPARTMENT .OF DEFENSE

SECRETARY OF DEFENSE:
Dr. Harold- Brown Jan. 1977 Present
Donald B. Rumsfeld Nov. 1975 Jan. 1977

ASSISTANT SECRETARY OP DEFENSE
(COMPTROLLER): .

Fred P. Wacker Sept. 1976 Present

ASSISTANT SECRETARY OF DEFENSE
(MANPOWER, RESERVE AFFAIRS AND
LOGISTICS) (note a):

Dr. J. P. White May 1977 Present
Carl W. Clewlow (acting) Feb. 1977 May 1977
David P. Taylor July 1976 Feb. 1977

DIRECTOR, DEFENSE SECURITY
ASSISTANCE AGENCY. .
-L t. -Gen. Ernest Graves . . Mar. 1978 Present
Lt. Gen. Howard M. Fish Aug. 1974 Feb. 1978

DEPARTMENT OF THE ARMY

SECRETARY OF THE ARMY:
Clifford Alexander, Jr. Feb. 1977 Present
Martin R. Hoffman Aug. 1975 Feb. 1977

ASSISTANT SECRETARY OF THE ARMY
(MANPOWER AND RESERVE AFFAIRS):
Robert L. Nelson June 1977 Present
Paul D. Phillips (acting) Feb. 1977 June 1977
Donald G. Brotzman Mar. 1975 Feb. 1977

a/Title changed from Installations and Logistics to Manpower,
Reserve Affairs, and Logistics in April 1977.
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Tenure of office
From To

DEPARTMENT OF THE NAVY

SECRETARY OF THE NAVY:
W. Graham Claytor, Jr. Feb. 1977 Present

J. William Middendorf II June 1974 Feb. 1977

ASSISTANT SECRETARY OF THE NAVY

(MANPOWER, RESERVE AFFAIRS
AND LOGISTICS) (note as:

Edward Hidalgo Apr. 1977 Present

Joseph T. NcCullen Sept. 1973 Apr. 1977

DBEPARTMENT OF THE AIR FORCE

SECRETARY OF THE AIR FORCE:
John C. Stetson Apr. 1977 Present

Thomas C. Reed Jan. 1976 Apr. 1977

ASSISTANT SECRETARY OF THE AIR FORCE

(MANPOWER AND RESERVE AFFAIRS):
Antonia Handler Chayes July 1977 Present

James P. Goode (acting) Jan. 1977 July 1977

Mrs. Nita Ashcraft Aug. 1976 Jan. 1977

a/Title changed from Manpower and Reserve Affairs to Manpower;

Reserve Affairs and 'Logistics in April 1977. 
-

(90374)
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