0981¢4
REPORT TO THE CONGRESS |

BY THE COMPTROLLER GENERAL
OF THE UNITED STATES
[REAMERA NSRRI

LM098164

s ""’"'“—"h‘h"‘ﬂ----.=.~.-.‘.Q
;.»*""'M S,

S,

A Growing Ccncern

@e‘ign M ilita;r‘&yﬁga k.}\)

Departments of State and Defense

Attempts to place into perspective the key
issues related to areas of concern in the
foreign military sales program are described in
this report.

It includes a summary of recent GAD reviews
which identified—-opportunities for manages
. men{»-.improvemsjn)}‘é of foreign “military
assistanceand-salesactiv itieﬁ.\>
— - -

BEST DOCUMENT AVAILABLE

ID-76~51 JUNE 1,1876

YT




COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20548

B-165731

To the President of the Senate and the
Speaker of the House of Representatives

The increased congressional and public attention focused
on the dramatic growth in the volume of the U.S. foreign mili-
tary sales program led us to review and attempt to place into
perspective a number of arms-transfer issues related to areas
of concern in the foreign military sales program.

This report is an overview of the major issues surround-
ing the program's operation and growth and is not a complete
detailed study of the foreign military sales area. We have
not addressed the matters of bribes, kick-backs and commis~
sions which transcends foreign military sales. However, we
believe this report may he helpful to Members of Congress as
a concise summary of security assistance program issues. The
report also includes a summary of opportunities for manage-
ment improvemen*% which we identified in recent reviews of
foreign military assistance and sales activities.

We discussed this repurt with officials in the Depart-
ments of State and Dezfense but did not request writcen com-
ments. However, State and Defense did provide us with pre-
liminary commcnts that were considered in the final prepara-
tion of this report.

We made our review pursuant to the Budget and Accounting
Act, 1921 (31 U.5.C. 53), and the Accounting and Auditinqg Act
of 1950 (31 UL.S.C. 67). :

We are se-ding copies of the report to the Director,
Office of Management and Budget, and the Secretaries of

State and Defense. bz
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Comptroller General
of the United States
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COMPTROLLER GENERAL'S FOREIGN MILITARY SALES~--
REPORT TO THE CONGRESS A GROWING CONCERN

Departments of State and Defense

Increasing cangressional and public attention
has been focused on the dramatic increases.in
the volume of U.S. foreign military sales.
“1is rapid growth--from $1 billion in fiscal
year 1967 to almost $10 billion in 1975--has
sparked considerable controversy over the
programs' operation ana direction.

Foreign military sales arrangements cover
many items, including not only equipment but
training and various support requirements.
In 1975 cumulative undelivered sale orders
totaled about $24 billion,

Moral and political arguments appear to
dominate the debatce over the U.S. role in
international arms trade.

At the time of GAO's review, the Congress
was considering major legislation to in-
crease congressional oversight of U.S. arms
sales abroad.

Until recently, Europe and Asia were the
major focus of U.S. arms sales with more than
70 percent of U.S. arms exports gcing to na-
tions bordering the Soviet Union and China.
The U.S. now finds its biggest customers in
the Middle East--Iran, Saudi Arabia, and
Israel. 1In 1975 the Middle East countries
placed more than $5.2 billion in military
sales orders.

Since 1955 the Defense Department has ex-
tended to 52 countries more than $3.4 bil-
lion in direct credit and has guaranteed
wvore than $2.4 billion in loans for mili-
tary purchases. The Export-Import Bank of
the United States has provided more than
$2.6 billion in direct credit and guaran-
tees since 1963,

This report identifies foreign military
sales issues. It attempis to place into

Jear Sheel. Upon removal, the report : T
cover date should be noled hereon 1 ID-76~51
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perspective key concerns relating to important
areas of debate in the foreign military sales
program. Issues discussed include:

--Closely controlled foreign military sales
as an important foreign policy tool to re-
duce U.S5. arms costs and stimulate the U.S.
econnmy through increased exports. (See
pp. 12 and 15.)

--International consensus on types of arms
controls which might be adopted or on the
need for controls. Proposed methods in-
clude (1) registration of international
arms transfer by U.N. or other interna-
tional agencies, (2} arrangements among
supplier countries to restrict shipment
of arms to certain areas, and (3) arrange-
ments among recipient countries to limit
imports of armamencs. (See p. 17.)

--Bffects on U.S. balance of payrents, em-
ployment, and regional impact of arms pro-
duction. (See pp. 19, 21, and 22.)

--Copreducticn programs and licensing ar-
rangements used to expand U.S., allies’
military technical know-how and produc-
tion capabilities. (See p. 22.)

--Qffset procurements whereby arms-selling
countries agree to place offuetting orders
in the purchasing country to fill selected
military procurement requirements, (See
p. 24.} 3

--Economic impact of transfer to foreign
manufacturers of U.S., technology. (See
p. 25.) \

--Extent U.S. military capabilities and
force readiness suffer from increased sales
of major U.S. weapons system:. (Sce p. 27.)

-~Implications of providing log.stical sup-
port for defense articles sold to foreign
countries. (See p. 28,)

-—~Recovery of full cost of militéry grods and

services sold to foreign countries. (See
p. 29.)
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--Congressional attempts to obtain increased

oversight of foreign military sales. (See
p. 31.)

GAO, in reviewing Defense activities, has
identified opportunities for improving the

foreign military assistance and sales program.
(See app. I.)
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CHAPTER 1

IwTRODUCTION
Over the past decade, increased congressional and public

attention has been focused on the rather dramatic increases
in the volume of the U.S. foreign military sales (FMS)
program-~from $1 billion in fiscal year 1967 to almost $10
billion in 1975. This rapid growth, due partly to a reduc-
tion in military assistance, has sparked consid=rable con-
troversy over the program's operation and direction. Al-
though the executive branch has continuously given the
Congress details of the program's operation and explanations
of 1ts growth, concern and dissatisfaction over many issues
continue.

Moral and political arguments appear to dominate the
debate over the U.S. role in international arms trade,
Members of Congress are concerned that rapid growth of U.S,.
arms transfers abroad has taken place without adeguate con-
sideration being given to the potentially destabilizing ef-
fects of such transfers. Among these expressed concerns are
the potential effects on the stimulation of regional arms
races; encouragement of certain counti ies' tendercies *o
place too much emphasis on military considerations at the
expense of social-humanitarian concerns; and identification
of the United States with regimes vhich, for one reason or
another, appear to adopt extreme repressive practices.

BACKGROUND OF FMS

The United States has provided billions of dsllars in
military assistance to friendly foreign countries since the
end of World War II on the premise that the security and
economic well-being of friendly countries is essential to
U.S. security. This principle was inherent in the Marshall
plan and Truman doctrine. Collective security was also the
cornerstune of the Nixon doctrine enunciated in late 1969
which proclaired that:

"We shall furnish military and economic assistance
when requested and as appropriate. But we shall
look to the nation directly threitened Lo assume
the primary responsibility of pr«viding the man-
power for its defense."

The Congress, over the year<, has 2nacted more than
30 pieces of military assistance legislation to achieve
these goals. The Mutual Defense assistonce Act of 1949,
Mutual Security Act of 1951, Mutual Security Act of 1954,
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Foreign Assistance Act of 1961, and Foreign Military; Sales
Act of 1968 are legislative ..ilestones repcesenting increased
congressional concern. Se:cion 51(a) of ti1: Foreign Assist-
ance Act of 1974 further amplifies congreszional concern

over arms transfers, stating in part that:

"It is the sens« of Concress that the recent
growth in intcrnational transfers of conven-
tional arms to developing nations - (1) is a
cause for grave concer» for the United States
and other nations in that in particular areas
. of the world it increases the danger of poten-
tial violence among nations, and diverts scarce
world resources from more peaceful uses; and
(2) could be controlled progressively through
negotiations and agreements among suppliers
- and recipient nations."

The Foreign Military Sales Act of 1968 consolidated and
revised provisione of the Foreign Assistance Act on reimburs-
able military exports and consolidated all legislation deal-
ing with military sales by tune U.S. Government. Such con-
solidation was necessary to frovide both the admin.strative
mechanism and the general le¢islative authority tc meet the
growing demands of the expanding FMS program.

The principal objective of the act is to:

"k % % facilitate the common defense Ly enterinj
into international arrangement<s with friendly
countries which further the ubjective of apply-
ing agreed resources of eich country to programs
and proijects of cooperative exchange of data,
research, development, production, procurement,
and logistics support to achieve specific na-
tional defense recuirements and objectives of
mutual concern.”

To this end, the act authorizes the U.S. Governmant to sell
defense art#cles and services to friendly countries thai are
able to pay to equip their military forces without undue
burden to their economies in furthering the security objec-
tives of the United States and consistent with the objec-
tives of the United Nations. The FMS program is therefore
an important instrument of U.S. foreicn policy. There are

other important benefits which accrue to the United Stat.s.

--Closer relations, cooperation, and partnership with
other nations is engendered.
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--Standardization of equipment and training i3 increaced,
reseatch and developnent costs can be snated, unit
caosts to the U.3., military services are reduc.ed,
and forward materia support is facilitated, and
U.5. military producticn bases are kept active.

-~U.>. employment ig incr-eased and the uU.5. balance of
payments is atided.

The Foreign Militery Sales Act, however, places certain
constraints on the program, such as:

-~liilitary sales ave agproved onl. when they are con-
sistent with U.S. foreian policy.

--The s&les should strengthen U.5. security and promote
world peace.

~-~The purchasing country can only transfer purchased
items with U.S. consent.

~-All sales are in U.S. dollars.

--Consideration is given to proper balance among sales,
grant military assistzice, and economic assistance.

~-~-The United States will evaluate the cales 1. t on
soc.al and economic development programs and SX~
isting or incipient arms races.

~-~The Government's role in sales vill be reduced as
soon as aad to the maximum exteat practicable and
such transactions returned to commercial channels.

--Sales will be made only for interncl security,
legitimate .lf-defense, o:r regional or collective
1y ngements consistent with the U.N. Charter or
.equested Ly the United Nations to wmaintain or
restore international peace and security.

Military export sales are divided into FMS ard com-
mercial sales. FMS are goverament-to-government sales.

Within the executive branch, numerous dep- s and
agencies (e.g.,, wnational Security Council, Agenc; - inter-
national Development, and Departments of C merce .+ Treas-
ury) have varied responsibilities concernir +h pro-
gram. Hcwever, aside from the President, s 1 il

determination, the principal responsibii.icie. establ ished by
the legislation were assigned to the Secretaries of State
and Defense.
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The Secretary of State i3 responsible for supervising
and directing military ecxport sa'es, includina determining
whether there will be a nale 21:d the amount thereof. He
insures that sales arc¢ integ.oated with octher U.S, inter-
national activities and are consistent with U.S. foreign
policy. The FMS ptogtam has been a useful and highly ef-
fective instrument of toteiqgn policy for the State Depart=
rent. for example, the State Department has used it as a
means to obtain a mote flexible response from Israel in
the Middle Easuy negotiations,

The Defense Department views the FMS proaram p:imarily
as an effective tool ot loteign policy and corplementary to
its defense role and nattonal security mission. FMS also
supports the militaty goal ot collective security, ptovides
th2 fnited States with a !tt1st line of defense outside its
immediate territory, and enhances U.S. ability to respond
to perceived threats. Th» Scctetary of Defense is responsi=-
ble fur determining milttaty and ittem reauirerents; procur-
ing military cquipment to pevmit integration with U,S,
military progtams; supetvining foreign military personnel
training; and establishing priorities in procuring, deliver-
ing, and allocatinqg militaty cavipment., The Assistant
Secretary of Defense, Intetnaticnal Security Affairs, c%s
for the Secretary of Delense and is his principal representa-
tive and spokesman on I'M3 wmatters. The Defense Security
Assistance Agency (DSAA) i3 tecponsible for directing and
supervising program administration and implementation. Ap-
proved FMS orders ate implemented by the militaty departments.

The increased emphasis on sales of vilitary hardware and
services in the act teflects the ability of more countries
to purchase some, i. not all, of their defense tecuirements.
With most of the world's nations lacking defense induste ies
of-their own, militaty cqu.pment and related serviros must
ve obtained from the more industrialized nations on a cash,
creait, or gqant basig. According to the State Depattment,
if such sources wete (o dry up for one rteacon ot another,
few nations would judne themselves cawpable of 1nsuting inter-
national oréer or 0. maintaining the integrity of thneit
territories,

SIZE OF FMS PROGRAM

e et o n e — -~ -

A very basic and dramatic shift in the composition of
the U.S. military assistance grant-aid program and sales

#orders has occurred since 1962. Ir 1962 the military assist-

‘ance grant-aid program was about $100 million more than

government~to-government military sales orders:; however, by
1969 sales orders wete mote than three “imes larger taan
the military assistance grant~aid progra=x jince the
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inplementation of the torcign Military Sales Act, sales
orders have continucd to grow, as table 1 shows., Durina
1974, sales ordere increas d almost 150 percent cver those
of 1973, 1In 197% otders {c¢l1l1 12 percent from 1474 levels
hut wrre still about eight times the average sales of the
late . 260s. The ptoposed  iccal year 1976 sales orders
~of vver $8.° billion show that this trend is levelling
of{. Sales ordet projections for fiscal year 1477 reflect
a downward trend to 56.9 billion. .

Table .

Compatr iron_of FMS Crders with

Military Assistance Grant=Ald Progranm

T Tunadjusted for inflation and
armagient sophlstication factors)
Military
Total government- assistonce
Fiscal to=-govetrnrent grant-aid
: year nales orders progtam
(GO0 omitted)
1966 $ 1,627,136 $970,602
12367 Y78,742 875,724
1964 798,558 596,270
1969 1,551,231 453,04¢
1870 962,593 381,743
1971 1,676,818 755,011
1972 3,201,192 545,882
1973 4,308,437 590,168
1974 10,808,926 784,902
1975 9,510,727 584,118
1976 a/4,206,700 a/422,800

a/Proposed.
Source: Depatrtment of Defense.

In the eavly 1950, the United States and the United
Kingdom were the dominant suppliets of major weapons systems,
From 1964 to 1973, ninc nations accounted for about 97 rer-
cent of world military expurtts--United States, 51 percent;
Soviet Union, 27 peitcenty United Kingdom, France, and China,
10 percent; and Czechoslovakia, Poland, Canada, and West
Germany, 8.5 percent.  llowever, according to the Stockholm
International Peace Researcih Institute Yearbook for 1975,
the Soviet Union from 195%0-1974 was "the laraest supplier
of weapons to the thitd wortld” outstripping the United
States by 12 percenty in 1974 this margin wes incteased to

5
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50 percent. Soviet arms were directed at a few countries
with Syria receiving over 50 percent of the arms during 1974.
Tnese trends all point toward the growth in size and com-
plexity of tne international military trade.

—— e = s

Although cumulative sales orders have grown dramatically
since 1971, cumulative deliveries have not kept pace. The
result is that cumulative sales orders in the pipeline, that
is, undelivered or-
ders, nhave increased
greatly since 1971. O st e s o e
From 1966 to 1971 ” “
undelivered oraers .
averaged $5.3 billion, LR . comviatat
whereas tne pipeline oRota:
had grown in 1972 to
$7 pillion, in 1973
to 810 pillion, in
1u74 to 518 billion,
and in 1975 to 524
pillion. 1In short
undelivered orders
in 1975 amounted to
over tour times the
2qount of undeliv-
erea orders in 1971.
Since 1974 undeliv-
ered orders actually
exceeded deliveries.
Tne large amount Of LI YT PP L P L m:. ru1ers 191y 1973 1are 1973
undelivered orders \ s e
is due to the increasing number of ordirs being processed and
the nature of the items ordercd, such a5 sophisticated air
craft, artillery, and tanks. As a result, deliveries are made
3 to 5 years after orders are placed.

CumyL atist
LNDELES ] RED
ORDERS

CusMit ATIVE
CELIVEMILY
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FOCUS OF PROGRAM BY REGION AND COUNTRY

Until recently, Europe and Asia were the major focus
of U.S. arms sales with more than 70 percent of U.S. arms
exports going to nations bordering the Soviet Union, its
allies, and China.

An historical perspective of FMS orders by country is
provided in appendix II. The United States now finds jts
biggest customers in the Middle East--Iran, Saudi Arabia,
and Israel. Of the $9.5 billion in t1M5 orders placed in
1975, more than $5.2 billion were with Mideast countries--
with $2.6 billion from Iran, $1.4 billion from Saudi Arabia,
and $0.9 billion from Israel. ({Sece table 2.)

Table 2

FMS To Top 10 Countries in 1975

Countries Orders Deliveries

(000 omitted)

Iran $2,567,903 $944,650
Saudi Arabia 1,373,862 316,070
Israel ’ a/868,650 686,533
Belgium b/737,937 5,569
The Netherlands b/686,387 29,552
Norway 9/458,931 23,150
Kuwait 370,496 7,563
Denmark b/367,742 25,337
Morocco T 294,876 2,725

a/Excludes $100 million of nonreimbursable financing pursuant
to sec. 31(b) of the Foreign Military Sales Act, as amended
by Public Law 933-559. "

b/Includes Sé.l biliion for F-16 ai.nraft for which memoranda
of understanding have been signed but letters of offer 1ot
yet finalized.

Source: Department of Defense.

If the pattern of the past decade continues, most of the

\ increased cales of arms will be to third-world nations be-

icause:

@ --East-West tensions have ebbed in Central Europe, the

\ areas of real potential conflict have shifted to the

\ third world.

a\ : - ;
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-~Since world War II, the creation of 75 new nations
has meant the formation of a comparable number of new
armies, all interested in buying the latest military
equipment.,

~--Improved economic conditions in some third-world
nations have directly contributed Lo increased sales.

Nowhere is the 1ncrease in sales more apparent than in the
Persian Gulf, where nations are buying defense articles and
serviccu, as table 3 illustrates,

U.S. Military Arms Sales Orders
in _the Persian Gulf

Fiscal Saudli
year Iran " Arabia Kuwait  Oman
° {milltions)
1972 S 524 S 337 S(a) $ -
1973 2,114 626 (a) -
1974 3,317 2,539 30 -
1975 2,568 1,374 370 1.6

a/Less than $55,000.
Source:s Department of Defense.

There are, however, limitations on the absorptive capacity
of third-world nations and these limitations will undoubtedly
affect future purchases of these nations that have already
procured large amounts of defense equipment which will be
delivered during the next 3 to 5 years.

Other third-world nations with valuable and scarce na-
tural resources will also enter the soles market. It is also
evident that many naiions want not only the eauipment but also
the follow-on support and assistance which, when linked with
technolegy and production line skills, could lead to in-
digenous arms industries. This could make them independent
of the rumerous U.S. services--training programs, maintenance
support, and spare parts--that arc providcd in the total U.S.
sales package. For example, what is prohably the world's
largest helicopter-training facility has been constructed in
central Iran. It is ztafled with U.S. personnel who, with
their families, form a colony of 5,000,

8
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SCOPE AND DIRECTION OF FMS PROGRAM

The FMS program not only excend- to equipment cales but
includes training and various support requircments and serv-
ices.

In the competitive world of FMS, some military items
are considered more desirable than others. Table 4 shows
the sales of selected major U.S. items in the last 3 years
and points up a significant lev2l of sales and sophigtication
of the equipmenc. Of greater .-oncern is the destination of
this eguiprent, the greatest concentration of deliveries was
to the Middle East. In the past 2 years, Iran alone has
ordered more than $6.5 billion in U.S. arms.

Table 4

Major U.S. Items Ordered Under FMS

Fiscal year

Item 1973 1974 1375

A-4 aircraft 50 82 61
F-5 aircraft e 117 59 72
Submar ines 1lu 17 4
Destrovers 17 31 13
Armored personnel

carriers 539 3,458 735
Tanks - 1,177 21
Hawk missiies 1,490 100 31.
TOW missiles 12,868 =3 7e0 4,724

Source: Department of Defense.\

FOREIGN MILITARY CREDIT SALES

Since 1955 the Defense Depar'tment has extented to 52
countrics more than $3.4 billion in direct credit and has
guaranteed more tham $2.% billion in loans for military
purchases from the United States. ,The Export-Import Bank
of the United States (Eximbank) has »rovided more than $2.6
billion in direct credit and guaranteces since 1463,

A rajor purpose of providing foreign military credit
assistance 1is to help economically less developed countries
make the transition from grant aid to sales, It has long
been the position of the Congress that the "nited States
should help friendly nations acquire a greater degree of
self-sufficiency. To this end, many believe that credit
assistance 1is necessary if grant aid is to be completely
phased out as many Congressmen desire.

e
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Sections 23 and 24 of the Foreign Military Sales Act
authorize the President :zo finance procurements of defense
articles and defense services or to guarantee private fi-.
nancing for friendly foreign countries and international
organizations. The President is also charged with establish-
ing standards and criteria for credit and guarantce trans-
actions in accordance with U.S5. foreign, national sccurity,
and financial policies.

Three basic types of credit assistance are avalilable
from U.S. resources to support credit sales.

~-Private guaranteed c.edit. Financing is arranged \
between nongovernmcnt U.S. lenders and foreign pur-
chasers, with the U.S. Government guaranteciing
repayment of tre loan to the lender. The Govern-
ment charges a fee for this service of one=-quarter
— - of 1 percent. To cover possible nonpayment to U.S.
lenders, the Foreign Military Sales Ac. requires
the Government to establish a cash reserve of 10
percent of the amount of all guaranteed loans.

--Eximbank credit. Covers credit financing of defense
articles and services to developed countrics cnly.
\ Section 32 of the act specifically prohibits the
Bank from using its resources for military sales to
less developed countries.

--FMS direct credit. The Government directly [ {nances
the procurement of cefense articles for credit sales,
under authority and with funds appropriated annually
by the Congress. There is no legal prohibition
against using these funds for credit to developed
countries. However, Government policy confines this
type of credit financing to eligible economically
less developed countries. Int=zrest is charged at a
rate equivalent to the current average interost rate
on the last day of the month preceding financing that
the Government pays on outstanding marketable obliga-

\ tions of comparable maturity, unless the President

\ certifies to the Congress that the national interest

requires a lesser rate of interest.

% Congressional concern over Jossible excesses in credit
i financing has resulted in the following restrictions on
\ foreign military credit sales.
t
1. Regional ceilings of credit sales have been estab-
lished for African countries, South Korea, und India.

\n
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2. No funds authorized under the act shall be used to
guarantee, extend credit, or participate in an ex-
tension of credit for any sale of sophisticated
weapons systems, such as missile systems and jet
aircraft for military purposes, to any underdevecloped
country other than Greece, Turkey, Iran, Israel, the
Republic of China, the PFhilippines, and Korea--unless
the President finds that sdch financing is important
to U.S. national security and reports such determina-
tion to the Congress within 30 days.

3. An annual ceiling is imposed by the Congrecs on all
credits and guarantees extended under the act.

According to the State and Defense Departments' guide-
lines, each credit or guarantee transaction is reviewea ac-
cording to the purchasing countrv's financial condition and
need for credit, U.S. economic or military assistance pro-
grams in the country and region, and other proposed arms
purchases by the country. 7Further, the suitability »f the
items desired by the armed forces of the purchasing country
.is also considered, especially the level of weavons sophis-
tication and the principal source of credit financing. The
Arms Conttol and Disarmament Agency (ACDA) also revicws the
propriety of the transfer from an ar.s control standpcint.

SCOPE OF REVIEW

This report attempts to focus on the major FMS issues
and summarizes our recent reports on the wmilitary assistance
grant-aid and sales programs.

We visited Taiwan, the Ph.ilippines, Indonesia, and
Australia during August and Septeimber 1975 and held discus-
sions with U.S5. and host-government officials invclved with
the FMS program and with U.S. technical repvesentatives and
Defense contractors. We reviewed military sales records,
reports, and files in each country visited. We also held
discussions with State and Defense officials in Washington,
D.C., and military officials at the unified command in
Hawaili.

REST DOCUMENT AVAILABLE
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CHAPTER 2

MAJOR ARMS TRAWNSFER CONCERNS

ARMS SALES DECISIONMAKERS

The fundawental reason for security assistance and
military sales, accerding to a recent Department of State
announcemecnt, is the growing realization that the United
States cannot isolate itself from the mainstream of major
forces and events abroad.

The State Department contends that, in developing and
implementing policy, the U.S. Government has developed in
recent years a structured review process that operates within
the framework of the Foreign Asszistance and Foreign Military
5alesg Acts,

The normal review channel for military equipment trans-
fers involving appropriated funds is the Security Assistance
Program Review Committee chaired by the Under Secretary of
State for Security Assistance and consisting of representa-
tives from State, Defense, Treasury, Office of Management and
Budget, National Security Council, Agency for International
Development, and Arms Cortifoul and Disarmament Agency. This
Committee annually reviews both tire level and the rontent of

each country's program.

The review procedures vary depending on type of case.
According to the State Department, all major cases must be
approved by senior State officials. Within State, cases are
revicwed by the regional bureaus invoilved and by the Bureau of
Politico-Military Affairs. Very important cases may involve
the President or the Secretary of \State in making decisions.

Although the Departments of 3tate and Defense review
pending requests and make detailed\consultations, the Defense
Department does not make policy on whether there shall be an
FMS program in a partlcular country or on program Size and
content. |

]

Policy considerations

According to the State Department, a military supply re-
lationship with a foreign country involves various considera-
tions. The basic issue is to make the Lest possible sys-
tematic judgment for total U.S5. interests, just as other U.S.
international political judgments are male. According to
State, security relationsnips are an ele.aent of foreign policy
and arc neither more nor less subject to uncertainties than
any other tool of policy. Like any other toocl, it could
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theoretically be dispensed with but, in an age when the
fJnited States needs to utilize its capabilities to the maxi-

mum,

it would be pointless to forgo using any tool *hat, when

wisely used, promises substantial benefit at an acceptable
cost and risk.

Political considerations of FMS the State Department

assesses include:

~-Wwhat role the country plays in its surroundings, what
interests it has in common with the United States,
and where U.S. interests diverge.

--Whether the transactions will do more to further U.S.
objectives on balance than other economic or political
measurcs.

-~The position of influence the sales might help to
support, including the potential restraint that can
be applied in conflict situations.

--Whether a particular sale will set a precedent which
could lead to further requests fo: arms or for similar
reguests from other countries.

--The current internal stability of the recipient coun-
try, its capacity to maintain the stability, and its
attitude toward human rights.

--The possible adverse impact on U.S. relations with a
friendly government of not making the sale,

~--The options available to the recipient country., Will
a refusal result in the country's turning to other
sources of supply? What sources? What will be the
political, military, and economic implications of
this? If a country has options that it will un-
hesitatingly employ, would our refusal to sell mean
theiforfeiting of opportunities to develop or main-
tain parellel interests and objectives?

Economic considerations to be assessed are:

--Whether the proposed sale is consistent with the
recipient country's development goals or with the
U.S. economic assistance program, if there is one,

--Whether the sale might struis the country's ubility
to manage its debt obligation or ertail operations
and maintenance costs that migat make excessive claims
on future budgets.
i
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-~The economic benefits to the United States from the
sale or coproduction of arms, especially to the oil-
rich States. As significant as these benefits may
be, however, they remain secondary and certainly
would never decide an issue,

Finally, military aspects to be considered are:

-~The threat the military capability is supposed to
counter or deter, U.5. agreement on the nature of
the threat, and relation to U.5. security. During
a period when the United States and some other major
powers are transferring some security responsibili-
ties, the State Department believes an understanding
of the security concerns of smaller countries is
needed, Their concerns may seem exaqggerated to the
Unitea States but are very real to them.

-~How the proposed transfer affects the regional mili-
ta'y balance, regional wilitary tensions, or the
. mllitary buildup plans of another country.

-~Whether the recipient country is capable of absorbing
and vsing the arms effectively.

—-~What other military interests--for example, U.S. over-
flight rights or access to facilities--would be sup-
ported by the transaction.

-~The impact on U.S. readiness. Since the Arab-Israeli
War of Octoher 1273, the United States has had to
assess the imvact of sales on the readiness ptsture
of its own forces. .

--whether a substantial physical dependence on U.S.
sources of supply could enable the United States to
better control conflict under some circumstances.

In contrast, a December 1Y, 1975, report to the House
Committee on International Relations submitted by Congressman
Pierre S. au Pont on a special study mission during May 1975
to examine U.S. arms sales to Persian Gulf countries stated
that the United States lacks a cohesive sales policy and that
the arms ~ales policy is a “non-policy"--an ad hoc response
to individual arms requests rather than a well-formulated
plan designed to protect* U.S. security interests. In view
of the more than $5 billion in arms sales to these countries
in fiscal year 1975, this study recommended that:
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“The United States, in decermining its arms sales
polircy, should impose selt-restraint in * * * the
overall level of U.S. arms sales, the percentage
of each national defense market the United States
enjoys, the sophistication of the weaponry the
United States is prepared to sell.”

GOVERNMENT-TO-GOVERNMENT VERSUS INDUSTRY-
TO-FOREIGN-GOVERNHENT SALES

Current issues

Military export sales are either FMS or commercial sales.
FMS are government-to-government transactions. For these
sales, the Defense Department either sells equipment directly
from its own stocks or purchases equipment from U.S. firms
for subsequent sale to foreign buyers. For commercial sales,
the U.S. firm sells directly to the foreign buyer.

Advocates of a closely controlled FMS program argue that
such sales are an important foreign policy tool which reduces
U.S. arms costs and stimulates the U.S. economy through in-
creased exports. Therefore, these advocates arque that it
may be desirable to retajn a central government role in mili-
tary sales instead of leaving the active sales role with com-
mercial firms controlled primarily through the export licens-
ing mechanism.

On the cther hand, there are some who state that the
rapidly expanding FMS program requires U.S. military logis-
tical support capabilities. Using I'MS for items not in the
U.S. military inventory will increass future logistical sup-
port problems. However, some type of restriction over what
will be sold and supported under FMS may be necessary.

The Defense Department preference is to use commercial
channels ar much as possible. Neyertheless, according to
the Defense Department, some twc-thirds to three-fourths of
all U.Ss. nilitary exports actuaily pass through government-
to-governiient channels for one >r more of the following
reasons:

1. Major weapons systems involve substential amounts of
Government-furnished equipmeni. Since the U.S.
Government 1s not authorized to sell military equip-
ment to private parties, such :quipment can only be
sold to foreign governments or international organi-

, zations. This Government-furn:shed equipment like-

! wise cannot be sold to U.S. prime manufacturers for
incorporation in weapons systens and sale to foreign
buyers. The Defense LCepartment's practice, there-
fore, is to use the FM. channel.
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2. For some gspecial situations, the U.S5. Government
wishes to exercise the control that it bpelieves is
more easily achieved with the FMS channel.

3. Classified equipment, which must in any event be
delivered through government channels, is often
easier to sell through the government channel.

4. Sales made under supply support arrangements aad
similar logistics sales arrangements are handled
: through the FMS channel as the only practicable wey
of permitting the armed forces ot friends and allies
to “buy into" the U.S. logistics system aad to obtain
support under the same procedure as U.S. units.

"The Foreign Military Sales Act, as amended, requires the
Government to reduce its sales, credit sales, and guarantees
and services as soon as possible and to the maximum extent
practicable. The stated policy preference of both the execu-
tive and the legislative branches is for commercial sales. .
The U.S. Government's role in internaticnal arms sales is one
important domestic issue currently being debated. During our
review, the Congress was considering revising the act not only
to remove the language restricting the Government's role but
also to specifically preclude commercial sales of 325 million
or more of major defense equipment.

Published military gquidelines include provisions, in con-
formity with the Foraign Military Sal:s Act, which encourage
foreign countries to purchase from U.5. commercial sources
rather than from the Department of Defense whenever prac-
ticable,

The military departments, however, have made limited
progress in carrying out congressional desires ia this area.
cfforts to force foreign buyers to purchase. from commercial
sources might cause them to look to third countries for more
of their needs and would likely result in reduced U.S. arms
sales. For example, military officials in Australia and
Indonesia said they would probably turn to third countries
in many instances. In view of the intensive efforts being
made oy German, French, and British arrs dealers, it seems
- likely that a reduced FMS program would reduce U.5. arms

i sales without a corresponding reduction in overall arms
purchases.

i . .
For~ign customers' vievs

1

} The foreign military officials we talked with during our
August tu September 1975 visgits in Taiwan, the Philivpines,
Indonesia, and Australia e ‘pressed strong preferences for
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FMS because they believed the Department of Defensze umbrella
resulted in . .wer prices, petter tollow-on support, nore con-
trol over centractor performance, and simplified adminiztra-
tive procedutres.

L,arger FMS customers, such as Australia and Taiwan, have
established procurement missiors in washington, 0.C, Offi-
cials from these countries acknowledaed that, although mis-
sions have some experience in making commercial purchases,
they are used primarily to facilitatce FMS dealings. Neither
Indonesia nor the Philippines have a procurement mission in
the United States and have no plans to establish one. They
believe their volure of purchases was not adequate to warrant
opening procurement missions. :

"

B recu n o

o curr iCiaxa in e4dc
of these four c¢ ries, especially Indonesia, was the lack of
procurement expertise needed to deal directly with U.S. <om-
mercial sources. These officials generally believe that if
the decision to shift to commercial sales is to be efizctively
carried out, many UG.S. allies will need more assistance in
making the transition than is now available.
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INTERNATTONAL CONTROL OF ARMS SALES

Many proposals for restraining internatiunal traffic in
conventional arms on a regional or worldwide basis have been
made since World War II. These proposals have enviseged the
use of nne or more of three gencral methods (J) recistration
of internationagl arms transfers by the United Nations or some
otrher international agency, (2) arrangements among supplier
countries to restrict shipments of arms to certain areas, and
{3) arrangements among recipient countries to limit imports
of armaments. »

There is, however, no international consensus on the
types of controls which might be adonted or even on the need
for controsls. Conventional arms do not present the same
threats to mankinu as those poscd oy nuclear weapons, so they
do not generate an overriding mutual interest in avoiding or
controlling their use. Also, neither suppliers nor recipients
want to forgo the perceived utility of such weapons in the
daily promotion of their own particular national objectives.
Control is further complicated by the proliferation of supply
sources and the ygrowing economic importance of arms exports
for supplier countries. As a result, according to the State
Department, no one country can control the arms flow to any
signiticant degree. At the U.N. General Assempbly in 1971 and
1972 and at the April 1975 Conference of the Committ=e on
Disarmament in Geneva, the United States urged all govern-
ments to focus greater attention on this issue. However,
according to the State Department:
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--Developing countries do not want controls on the
conventional arms they see as essential to their
security.

--Suppliers see arms exports as benceficial to their
economic and political interests.

-=-U.S. denial of conventional arms transfers can cost
a good deal in good will, confidence, and security
influence.

The mushrooming traffic in U.S5. arms sales caused more
than 100 Members of Congress to write a joint letter to Secre-
tary of State Kissinger in late 1975 complaining that "the
intense competition between the .S, and Western European
countries * * * js clearly out of hand." 1In regponse te this
and other congressional concern, the Secretary of State is
launching a full-scale study on possible U.S. initiatives to
limit exports in conventional arms sales, particularly to
Persian Gulf nations, by international aqreement. In reply-
ing to the Congressmen, Secretary Xissinger was not optimis-
tic about prospects for a limitation ayreement., He stated
that the:

“U.S. has repeatedly urged consideration of the
problem at the Conference of the Committce on Dis-
armament in Geneva in April 1975, I regret to re-
port that other members of the CCL have so ([ar
shown very little interest.”

Role of the Arms Control and
Disarmament Agency

ACDA was established by the Congress in 1961 to provide
the President, the Secretary of State, and the Congress with
recommendations on the scope and dircction ol the U.S5. commit-
ment to minimize the threat of war through reduction and con-
trol of arms/ ACDA officials have stated that the agency is
part of the Government process of formulating and implement-
ing U.S. arms supply rolicies. ACDA secks to consider flully
the extent to which a proposed arms transfer might {1l) con-
tribute to an arius race, (2) increase the possinility of out-
break or escalation of corllict, or (5} prcjudice the docveliop-
ment of 9ilateral or multilateral arms coantrol arrangemepcs,

~ ACDA is & member of the Security Assistance Program Re-
view Committee, which advises the Seccretary of State on an-

@nual programs and aultiyear plans for military assistance

orogram grant aid and FMS credit sales. It is recyularly con-

sulted on applications for commercial export licenses that
have potential arms control interest and in certain cases it
3
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has also been consulted on p-oposed 'S cash sales. It is
engaged in discussions with the Departments of State and De-
fense to improve existing consultation procedures. According
to ACDA officials, mechanlcal recipes or hurcaucratic ruvle-
making won't work by themselves--the factors of the decision-
making process and the larcer dimensions of the arms control

- problem must be understood so that a constructive contribu-

tion to the process itself can be made.

On November 29, 1975, Public Law 94-14]1 wis enacted to
strengthen ACDA's role in national policymakinc. The legis-
lation reguires that the ACDA director's opinicn be considered
pursuant to issuing licenses for export of military goods
under commercial sales. The legislation turther reguires
that any Government agency proposing a subgtantial weapons
program provide ACDA with information on the scope and pur-
pose. ACDA will then make recommendations to the National
Security Council and other relevant agencies and, on request,
advise congressional committees.

BALANCE OF PAYMENTS

Balance of payments is one economic concern raised in
addressing the pros and cons of the arms Sales program. The
April 1975 Survey of Curreut Business analyzed the effect of
military transactions on the 1974 U.S. balance of paymants.

It stated that transfers under U.S. military agency sales
contracts were a record $3 hillion in 1974, compared with

$2.4 billion in 1973. (Sce table 5.) Almost Y7 percent of
the 1974 figqure represented the transfer of goods and services
under tne FMS program.

puring the past 10 years, the dollar valuc and geographic
pattern of the program have changed dramatically. In 1965
military transfers totaled $0.8 billion, with more than
60 percent going to Western European countries. By 1971 the
value of these trauasfers amounted to $1.9 billion, as other
countries increased rheir participation in the FMS program,
After a sharp d:clire in 1972, military transfers doubled to
$2.4 billion in 14973 and reached $3 billion in 1974, Western
Europe's rurchases, however, dropped to 34 percent, while
Middle Eastern purcha£as rose to 50 percent, due partly to
increased Israeli .purchases associated with the Middle East
conflict in 1973. Also several Middle Eastern petroleum-
preducing countries used part of their large dollar earnings
to increase purchases of U.S. military equipment and there
was a shift from grant aid to purchases under military sales
programs by several countries.
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Transfers Unles U.S. Walitory Ajency Sales .ontracts, by Major (vdntry

1474
1963 1¥6k  .z0i  l9ed  Ivey  lyly  I¥lt 191z luly cnatea
--------------------------- (Milllnng)-c-eeemmccermcmamcan. crvwrnass
Total S83C 5829 1,190 $1,392 31,512 $1,478 51,41¢ 51,14 §2,3%4 al,%60
auftern hurope 516 549 181 175 360 596 ¥ 2H 457 Ly Y
Horth Atlantic Treaty
Organiration (NATO) Lurope: 479 326 734 744 303 344 34y iy 580 94
Hel Jrums Luxemborrg 15 1} E] 4 ] i¢ 1 7 Y ]
Lewiark,Greenlend 4 ] 8 11 11 ] 10 13 $ 20
France Ty 26 i 32 18 ki 9 5 4 ?
wermany 253 3u2 LT PE] 292 144 SeY 211 I3l 149
uleece € H 4 7 12 21 32 2 44 tit
ftaly 52 SU 32 69 63 44 KR 15 . ic
Nether l.nds 7 17 15 22 g 1G n 1% iy 1]
Notway 3 1y 22 33 33 29 16 15 [ th
Tut key 1 1 2 1 13 4 2 4 I tuy
united ! 1ngdom 56 8 2133 .87 290 17% 112 %% [ 1
otner NaTO (note ¢} 10 11 37 46 42 35 3 11 |/ i3}
other and unallocated 37 23 43 27 57 52 4d 59 4 il
Lanada wd 40 52 39 15 35 7% 17 4 74
Latin Amer1 -ar Republics and
other western lemisphere 3t 22 27 63 29 41 113 54 %] 42
Auntialia, New Zealand, and
South Afr.ca 96 &7 132 L1y 103 168 51 59 1 2LN] 0
vther count Less 127 151 158 136 475 63e 422 547 1,414 1,i4%
fran 31 64 . 34 36 144 125 259 14y 147 604
Israel i6 4 3 53 izl 301 343 220 % 64l
Japan 3t 24 3d 31 18 25 L 41 3} 44
Jordan 11 18 it 22 47 35 18 5 ] Y
Jaudir Arablra 13 16 1? 97 22 ] 25 55 1419 280
Talwan H 2 Y 13 117 62 57 59 b 86
wihes and Jnallocated ? 23 4l 7 66 76 n 31 L) 122

a/breluminary,

n/Lons than $500,C00.

¢/In lades Ireland, Portugal/Azores, and transfers t)y the NATD lagencies.

a0utce:  U,S., Department of Comrerce, Bureau of Ecanomic Analysis, frorv iatormation made
available by operating agencies. \

Inflation also contributed to the higher dollar level of
deliveries, as the price of miliuarg hardware rose signifi-
cantly over the past few years. Mcreover, the nature of these
goods and services has changed. Technological developments
in electronic warfare, especially during the Vietnam War and
in the aftermath of the Middle East c¢onflict, produced a wide
array of new missile quidance systems, sophisticated aircraft
components, and cther weapons systems taat the United States
made available for sale to some foreign governments. The
availability of these systems attracted mnany buyers and also
resulted in the sale of associated hardware, For example,
many countries chose to purchase new, fu.ly equipped air-
craft rather than to install modern electroni: equipment on
their older planes.
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' I'or the sale of abo'.t 350 General Dynamics Corporation
F-16 fighter aircraft tc 4 NATO nations under a joint produc-
tion agreement concluded in June 1375, we made estimates of
the "first-order" balance-of-payments effects of the agreement
and ot the entire F-16 program assuming additional sales of
425 U.S.-produced aircraftt to third countries. First-order
cffects are a simple tabulation of the value of trade in

I'-16 aircraft without tracing the effects through the economy.

The planned General Dynamics production schedule is such
that the United States will be a net exporter of F-l%s for
the f[orcsceable future and the agreement with the four NATO
nations is estimated to result in net exports worth $1.25 bil-
lion thrcuan 14983. The estimates were made in constant 1975
dollars. To obtain the balance-of-payments impact of the
ciatire r-16 program, estimated third-country sales of 425
odditional U.S.,-produced planes were added to give a net ex-
port of about $4.1 pillion.

EMPLOYMENT

with unemployment at 8.5 percent in 1975, the effect of
M5 upon U.S. employment becomes a matter of concern. In an
article “Foreign Arms 3ales: 2 Sides To The Coin," published
in the January 1%76 issve of “Army" maqgazine, the former
Chicf of International Logistics at the Army Missile Command
observed that the exact relationship of FM5 to U.S. uncrploy-
ment is difficult to establish since many workers' jobs are
only partially dependent upon foreign sales. Former 3ecretary
of Defense James R. Schlesinger estimated that 100 jobs in
American industry are sustained for each million dollars in
FMS.

The article further states that the aerospace industry
is particularly sensitive to armaments sales. From June 1973
to June 14974, there was only a 1,000 employee reduction in
aerospace jndustry employment despite a general recession in
the U.S. cconomy. Had it not been for the production of air-
cralt and missiles for foreign buvyers, employment would no
doubt have becu sunstantially reduced.

For example, Northrop Aircraft Corporation employment
was uw 10 percent during 1973, with the F-5E International
fighter acceouanting for part of the increase. Bell Helicopter
Company employment also rose during 1973, with much of the
increase in engineering and technical personnel due to devel-
oping and producing troop carrier helicopters for Iran and

. 1ts purchases of other helicopters.
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The impact of the F-16 production on U.3. and European
employment is difficult to estimate because of the large
number and diversity of subcontractors and because the pro-
gram is still in its early stages. Each subcontractor will
have a difterent rate of lahor force use, which means that
the employment effects will be only roughly proportxonal to
the value of each subcontract.

General Dynamics est mates the total employment increace
at the pecak of F-16 prodaction in the early 1980s will be
about 65,000 for the Urited States and 20,000 for European
countries., Employmeur in its Ft. Worth plant will reach
12,000 in the early 1980s, according to this estimate.

REGIONAL IMPA'T

Arms prod.ction for FMS is dispersed throughout the
United State<, but is concentrated at relatively few produc-
tion sites within each region of the country. For example,
v1rtually all oroduction of the F-16 aircraft in the southwes
region (35 percent of total production) will take place in or
near Ft. Worth and Dallas.

Major incume and employment effects will be concentrated
in regions where F-16 aircraft and related production occurs.
Secondary clifects occur when the newly employed workers pur-
chase goods and services, some produced locally &nd others
purchased from other regions. By this mechanism, the local
effects are spread across the Nation, diminishing in intensity
in some rough proportion to distance from the sites of F-16
production and varying according to established patterns of
interregional trade.

\

COPRODUCTION AND LICENSING APRRAHGEMENTS

Many U.S. allies have placed increased 1importance on
expanding their military technical know-how and production
capabilities, thus reducing deperdence on third countries for
their military needs. Coproduction progiame and licensing
arrangements is one way to achieve this,

From 1960 through July 1975, 33 coproduction agreements
valued at $9.8 billion were signed. Agreements valued at
$2.1 billion are being considered. These agreements involve
the production of such diversified defense items as armored
‘personnel carriers, howitzers, tank3, rifles, machine guns,
ammunition, helicopters, anti-tank rockets, aircraft, and
vessels.

We also identified 387 industry-to-industry licensing
arrangements, 71 percent of which cover the production of
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aircraft parts. Other military items being produced in
foreign countries under licensing arrangements with U.S,
firms include aircraft, missiles, ammunition, armor, radar,
sonar, gyroscopes, and electrical parts.

Coproduction and licensing arrangements contain clauses
wnich restrict third-country transfer of U,S. defense items,
However, as 1a the case of direct sales of defense articles,
no formal procedures or mechanisms exist to insure that
transfers to tnird countries are not made without the prior
approval of the President. According to Defense and State
officials, U.S. Military Assistance Advisory Croups, defense
missions, and intelligence agencies do monitor end item use
and disposition to a degree. Controls over the disposition
of military items produced under license in foreign countries
is one of the concerns in this type of arrangement. Also,
changing political conditions sometimes make it necessary to
amend licence provisions.

Restrictions on third-country trar:f.r35 in subséc-
tion 3(a) of the Foreign Military Sale- Act are not applicable
to sales of U.S. Goverament defense services, which include
the sale of defense inforpation used for furnishing military
assistance. One conse.quence of the lack of statutory cover-
age of sales of Jefense information in the third-country
transfer restrictions of subsection 3({a) is that the United
States has no statutory centrol cver third-country transfers
of the defense articles produced by the purchasing country
using such defense information. However, the Defense Depart-
ment does place restrictions ir the conditions of the basic
sales agrecment.

Morcover, there is a large difference between the re-
strictions on third-country transfers of defense articles
contained in the Foreign HMilitary Sales Act and restrictions
on commercial sales included in the International Traffic in
Arms Requlations (22 C.F.R. 121 et\seq.). Under the nrovi-
sions of the Foreign_Military Sales Act, the President cannot
consent to the transfer unless the Un.ted States itself would
transfer the defense article to the'coantry. No such re-
straint exists on the granting of U.S approval to a transfer
under the Arms Regulations.

Several studies have been made on the impact of arms
sales on U.S. employ.sent. However, these studies focus on
reduced defenae expenditures, not ~peci.'ically on the employ-
ment impact of coproduction and licensing arrangements.,

|

If the assumption were made that fcreign countries would

buy directly from the United States were no coproduction al-
ternative available, coproduction and licensing arrangements
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couid result in a loss to U.S. labor. Conversely if no sales
of an itcm would be made were it not to e coproduced, co-
production would have a positive efiect tecause part of the
item would be produced in the United States.

If licensing ayreements are considered as an extension
of U.S. production capabilities, they could also be con-
sidered bhcneficial to the U.S. economy, since the U.S. firms
would be realizing license and royalty fees which contribute
to the profit margin of the firms, the U.S. tax base, and
the balarce of payments.

The following additional observations are made as a re=-
sult of a 1475 GAD survey on FMS in Taiwan, the Philippines,
Australia, and Indonesia.

--The programs often provide a questionable return in
assisting countries to develop incountry production
capabilities. Complex programs are more aptiy de-
scribed as co-assembly rather than coproduction opera-
tions. For example, incountry production goals for
the F-5E aircraft and T-53 engine in Taiwan were only
20 and l4 percent, respectively.

--Most coproduction programs will continue to rely on
the defense ccntractor in the foreseeable future for
extensive technical assistance, especially quality
control.

--Questionable controls over modifications to coproduced
articles may result in eventual supportability prob-
lems.

--Defense contractors contacted prefer direct sales over
coproduction arrangements but have given in to foreign
customer demands. -

OFFSET ARRANGEMENTS
i

Offset procurements refer to gquid pro quo arrangements
whereby the arms-selling country agrees to place offsetting
orders in the purchasing country to fill selected military
procurement requirements. Such arrangements are more desir-
able for selling courtries that have streong balance-of-
payments positions. Selling countries with balance-of-.
payments deficits are either unable or reluctant to follow
such practices., In the past, the United States has entered

ﬁ into offset arrangements with five countries.

\ In an April 1973 memorandum of understanding, the

Department of Defense agreed to establish the basis for
A
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associated offset arrangements on U.S. major weapons systems
and defense equipment purchased by Australia. “he following
principles and understandings were among those agreed on.

~=-The U.S. Department of Defense will commit itself to
a combined U.S. industry and Defense offset objective
of no more than 25 percent of the value of major
. Australlan orders.

~-The U.S. Department of Defense and the Australian
Department of Defense will look to those U.5. firms
benefiting substantially from an Australian order to
carry the initial and primary burden of offset imple-
mentation.

~-In the event that U.S. firms and subcuntractors are
unable to completely fulfill their offset objectives,
the Department of Defense will first offer Government-
furnished equipment to Australian industry as bid op-
portunities and, second, if the equipment turns out
to be unsuitable for either partner, select other
items of defense equipment and supplies which appear
to be competitively obtainable from Australian sources.

--U.5. Department of Defense procurement from Australian
sources will normally be competitive and subject to
two basic conditions: (1) that the items of procure-
ment fully catisfy U.S. Department of Defense require-
ments for performance, guality, and delivery and
{2) that they cost no more than would comparable U.S.
items or other foreign items eligible for award.

A June 1975 sale of eight P-3C aircraft for $113 million
wes the first major Australian purchase after the offset ar-
rangement was signed. To complete the sale, Lockheed Air-
craft Corporation agreed to a 30-percent offset undertaking.

Australia is currently making plans to purchase 2 patrol
frigates at an estimated cost of $300 million and 8 to
12 transport aircraft at a cost of up to $90 million. 1Its
French Mirage fighter aircraft will also need to be replaced
within a few yecars, and this is expected to cost $500 million.
Offset arrangements will be important in each of these sales.

TECHNOLOGY TRANSFERS

Technology, like the traditional economic factors of
production of land, labor, and capital, is a valuable economic
resource, ©One of the mechanisms by which technical progress
has contributed to U.S. economic growth is through its effect
on international trade. An important portion of U.S. exports
is in products of high and rapidly advancing technology.
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Only a few studies have been performed in the technology
transfer area. This situation is unfertunate, particularly
when compared with the demand for information by policvmakers
facing questions about processing international technology
transfers.

It is difficult to generalize on the subject of technol-
ogy transfers since any approach to the subject should inciude
a study of selected examples of technologies that have been
developed and transferred. Further, it appears desirable
that any study consider the impact attributable to technology
transfer on the U.S. economy and the national security.

A December 1974 rcport prepared for the National Aero-
nautics and Space Administration deals with the impact on the
U.S. economy attributable to the transfer of the technologies
of numerical control, semiconductor devices, and fracture
mechanics. While several indicators (balance of payments,
employment, etc.) could be used to measure impact only one
was considered in the study. The indicator selected was na-
tional income, which is the total value of the nation's final
products less indirect business taxes and transfers. As such,
it provides the most direct indication of the overall impact.

A general conclusion of the case studies was that there
had been no absolute harm associated with the transfers ex-
amined. In the cases of semiconductors and numerical con-
trolled machinery, the study showed that both industries con-
tinued to advance technically and have remained ahead of for-
eign coumpetitors, Further, quantitative evidence suggested
that the effect of transfer is to enlarge the world market,
with the result that U.S. manufacturers sell more. The study
found that fracture mechanics is theoretical and (being more
recer.t) le”t inadequate "tracks" to make any judgment on the
economic impact.

From a national security standébint, Defense Department
officials conclude that the transfer of significant technoiogy
is principally that involved in the design, development, pro-
duction, and operation of military and military-supporting
industrial equipment. According to Def:nse officials, it is,
moreover, the technology of the laboratcry and the know-how
born of experience rather than the knowl:dge arrived at by
theorizing,

According to Defense officials, to estimate the poten-
tial impact of an export of technclogy is mucl more difficult
than to assess the importance of exportinc a finished product.
Where a piece of hardware is concerned, the U.S. Government
usually has a fair chance of determining that it went to its
intended destination. Should diversion be detected, the value
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can be reduced by shutting off follow-on spares and refusing
to ship similar eguipment, The damage to U.S, security tends
to be limited if only because machines and equipment have a
finite utility and a finite useful life. This is not so with
technology. The United States cannot be assured of the uses
to which its end products will be put; the United States can-
not recall them, nor are they necessarily wasting assets.

A further complication is the fact that the transfer of
technology takes place in many ways and that the amount of
Significant information which can be transferred varies in
each case. At one end of the scale is simple visual inspec-
tion of, or access to, an item of hardware. At the other end
is the transfer of a partial or complete production facility.
Between these extrcemes are other means, such as oral communi-
cations, descriptive documents, engineering and manufacturing
drawings, training of personnel, technical and management
assistance, specialized tooling, and test equipment,.

According to Defense oifficials, any country with the
know-hcw, the resources, and the will to do so can, cver time,
acqu.re any weapon or military capability it chooses. There
is little the United States can do to prevent this, and to
make such an attempt would be wholly unrealistic. However,
the United States can, through export controls, retard the
attainment of military capabilities by hostile countries
which would be detrimental to U.S5. security. Thus dela, i=
the measure of success. So viewed, U.S. security trade con-
trols can be highly effective, particularly in production
capabilities.

U.S5. FORCE READINESS

One gux=tion frequently asked in the Cengress is to what
extent have our military capabilities and force readiness

systems., bDeferse Department tcestimony before a subcommittee
of the Senatle Ccmmittec on Appropriations in April 1975
pointed out 'that there had been some adverse impact on U.S.
Force readiness as a result of equipment drawdowns to assist
{riendly foreign nations. 1t was also stressed that meeting
foreign regquirements {rom current assets of U.S. units, or
from assets being produced to equip those units, is not De-
fense's normal way of doing business. Furthe ., equipment is
diverted from U.S, requircements only when such action is
determined to be in the best interests of the United States
in coping with an unusual situation. Defense officials also

@ ctated that “"Most sales are Lrom prouuction arranged specifi-

‘cally for the foreign buyer, and this production helps rather
{han hurts the equipping of U.S. Forces."

| \
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In a recent classified report to the Congress, we pointed
out that accelerated emergency support to South Vietnam and
Israel over the past several years adversely affected overall
U.5. readiness because (1) eguipment was taken from active
forces, (2) prepositicned and depot stocks were reduced below
desired levels, and (3) equipment in the possession of, or
earmarked for delivery to, Reserve comvonents was diverted or
withdrawn and transferred to these countries, Actions to al-
leviate shortages of critical items are underway, but it will
be a long time before certain 1%Yemr can be replaced, including
Army main battle tanks and armor=” personnel carr’'ers, Air
Force F-4 fighter aircraft, air munitions, electronic counter-
measure equipment, and Navy A-4 fighter aircraft.

A May 19, 1975, report of the Senate Committee on Armed
Services stated that:

"The Committee is concerned about the serious
drain on the inventories of U.S. Forces caused
by the transfer of major egu.pments to other na-
tions through the Foreign Military Sales program
since these transfers obviously reduce the combat
readiness of our forces to some degree and delay
planned force modernization."

The report also mentioned that the Army has estimated taat its
equipment shortfalls {rom foreign sales will not be made up
until the end of fiscal year 14%78,.

Strengthened congressional oversight of U.S. Armed Forces
readiness appears likely considering current interest and pro-
posals that would require the President t9» report formally to
the Congress on the impact of large FM3 on U.S. Force readi-
ness. v

FOLLOW-ON SUPPORT

The United States is committed, as a matter of policy,
to provide logistical support for defense articles furnished
to foreign countiies under FMS. The length of these commit-
ments depends on various factors, including foreign relations,
program plans, contractual agreements, and Dcfense's ability
to continue support.

United States commitments to support major defense arti-
cles through their normal expected life is accomplished
through Defense's international logistics system. The follow-
on logistical support over the life of an item can represent
a major portion of the total cost and is somctimes the prin-
cipal expense. The range of logistical support and services
is extremely broad and may cornsist of any logistical service
mutually agreed upon.
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Th: military departments are responsible for providing
the required support or 1Jr assuring that the support will
be available from other sources. 1o implement Defense
pelicy, each military department has developed its own pro-
grams and procedures. As FMS have increased, the demand on
the logistical systems have intensified.

Department of Defense interest in available logistical
support normally continues until the recipient country takes
action to caucse the support to be discontinued or it is no
longer in the U.S. interest to provide it. When Defense
decides tc terminate support, the customer 1s offered either
an extension of the support period or a life-of-type buy with
termination of norwmal support occurring as of the originally
specified termination date. If the customer refuses the life-
of-tvpe buy, advice on potential commercial sources will be
provided so that Jirect country-to-industry arrangements can
be made for support. This advice constitutes termination of
any further U.S. obligation to provicde support for the item.

It appears from our reviews of logistical support pro-
vided to foreign countrics that Defense does provide an ade-
quate support program. However, Defense has identified and
is evaluating some basic management problems associated with
the program.

An important issue related t> logistical support provided
to foreign countiies is the direct impact it has on U.S.
Forces. There are indications that the number of equipment
items for some weapons systems belonging to foreign countries
may eventuaally equal and exceed those in the U.S. Forces. The
Department ¢f Defense could then be obligated to commic a
larger share of its resources to support these items, which
could reduce both manpower and material resources available
to U.5. Forces,

RECOVERING COSTS OF SALES

\

An issue that has received much attention over the years
1s whether the U.S. ‘Government is recovering the full cost of
its involvement in FMS transactions. The Foreign Military
Sales Act mandates that the U.S5. Government recover "pot less
than the value there>f" for military -oods and services sold
to others. The quantum jumps experiernced in U.S. FMS activity
over recent years have understandably .aeightened interest in
cost recovery. Legislation pending at the time of our review
may change the standards for cost recovery.

"over the years, considerable audic attention has focused

on the adequacy of such cost recoupments and a number of GAO
reports have been issued to the Congress,
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Defense is responsible for administering the FM3 vrogram,
including pricing articles and services. The Secretiry of
Defense has long recognized his responsibility under the .
Foreign Military Sales Act to recover all costs associated
with military sales. Specific pricing guidelines have heen
established and improved over the years for charging all
direct and indirect costs to the purchaser--personal services;
defense articles issued from stock and from new procurement;
nacking, handling, crating, transportation, etc.; administra-
tive cherges; training of foreign nationals; and certain other

_costs associated with FMS.

Exceptions to these pricing policies can be granted by
the Agssistant Secretary of Defense (Comptroller) when such
price deviation 1is deemed to be in the best interest of the
United States.

According to bhefense officials, he has granted two ex-
ceptions on FMS transactions in the last 18 months. One ex-
ception resulted in the recovery of more costs and the other
in less corts thar those required by existing pricing direc-

. tives. On the latter case, Defense cofficials hastened to
point out that fair value was recovered.

Defense policy for recovering nonrecurring costs is to
insure that foreign government purchasers pay a fair share of
the nonrecurring costs not otherwise recovered by Defense from
the contractor. The Director of the Defense Security Assist-
ance Agency is charged with determining the amount of non-

-recurring (e.g., research and development) recoupment charges
to be applied to each FME case.

Defense policy further prcvides that the Director of
DSAA may waive the nonrecurring costs surcharge for selected
sales when such action is considered in the best interests of
the United States.

Cost elements included in pricing

-
Over the years, Defense and GAO have disagreed about
whi~h cost elements should be preperly included in FMS pricing

S0 ac to recover all costs associated with rhe sale of defense
‘ articles and services. Since the Foreign Miiitary Sales Act
t does not define “"value" in terns of which costs comprise an
i item's value, Defense has decided which cost elements comprise
V' the full costs of FMS items. We have taken exception to De~
i fense's decision to exclude certain costs in its FMS pricing.

From November 1969 to December 1975, we issued 10 reports
+0 the Congress and 1 report to the Secretary of Defense deal~
ving with inadequate recovery by Defense of all costs asso-
ciated with articles and services. The reparts criticized
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Defense for failing to include certain cost elements in the
p-ice of sales cases.

Major disagreement centered on (1) contract administra-
tion costs, {2) Government-owned asset cousts, (3) transporta-
tion costs, (4) foreign nationals training costs, and (5) non-
recurring iesearcin and development and production costs,

Discussions as to which costs should be included in FMS
pricing and how they might most appropriately be accounted foy,
has contributed to Defense refining its pricing policies and
should be continued. we believe that a continuing dialoque
will best serve to insure the effective implementation of the
legislative requirement that the U.S. Guvernment recover "not
less than the value thereof™ for military goods and services
scld to others.

LEGISLATION TO CONTROL GROWING ARMS SALES

To obts n greater oversight over FMS, the Congress passed
section 45(: ,{5) of the Foreign Assistance Act of 1974 to re~-
quire the President to notdfy the Congress of proposed sales
of defence articles or services exceeding $25 million. The
sectior gave the Congress 20 calendar days in which to dis-
approve the proposed sale and, if it took no action, the sale
was authorized.

Moreover, legislation pending in both Houses of Congress
at ‘ne time of our review would require that current controls
over Government sales be made applicable co commercial sales

and would require, with some exceptions, tha sales of
major defense equipment of $25 millicn or me be made on
a government-to-government basis. To insur -, the pnublic
is promptly and adequately informed in tai ‘cal a.ea,
the bills require that government-to-govern. ° .zles con-

tracts and all reguired executive branch repr.os on arms
sales be unclassified to the fullest extent consistent with
U.5. security. .

31

..!‘-



P

APPENDIX I APPENDIX I

.

OPPORTUNITIES IDENTIFIED BY GAO_FOR

IMPROVING THE MILITARY ASSISTANCE

GRANT-AID AND SALES PRCGRAMS

REIMBURSEMENT FOR FOREIGN MILITARY
STUDENT TRAINING. Report to Secretary
of Defense. December 1, 1973,
FGMSD-76-21.

During fiscal yvear 1973 the Air Force did not recover
from foreign governments at least $5.7 million in costis in-
currted in trawtning foreiun students primatily because the
Atr Fotce:

-~-D1d not chatJe foreigyn governments at current tuition
rates,

~--Usecd 2rroneods tultion tates in billing foteign
governments,

~--Di1d nct nclade aircrafe depreciation costs in
tuition taces used 1. stllines to foreign covernments.

Substantial costs ~1il rot ce recovered for courses con-
ducted tn tiscal year 1976 unless prowpt action is taken to
lnsure that cutrent tuition rates are used in billing foreign
governments. GAQO recommended tnut tnhe Secretary of the Alr
Force 1dentify and tecover amounts undercharged foreian
governterts.

ECUIPMEN, SHORTAGES: A RESULT CF
EMERGENCY SUPPURT OF U.5. ALLIES,
Report to the Jongress. Nc¢vember 19,
1975, LCD-7544l6.

i

The readiness posttion of the United States has been
adversely affected by the accelerated emergency support to
South Vietnam and Istael over the past several years bocause:

--Lguipment was taken from active forces.

--Equipment stocks in U.S, depots and prepositioned in
Evtope wete reduced below desired levels,

~--Eguipmerit in the possession of, or earmarked for de-
N live:ry to, Reseive components was diverted or with-
A drawn and transferred to these countries.
' )
L ]
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GAQ recommended that the Secretary of Defense improve
Defensce's logistics management structure to manage emetgency
logistics support to allies and improve contingency planning
for emeryency logistics support to allies. Plans should in-
clude at least :

--an inventory of major weapons systems in the country's
atmed services,

--the quantity and serviceable number of ecuipment items
in inventory,

-=-the level of inventory stocks normally maintained to
support the egquipment,

-~loss rates projected to occur under vaiious combat
conditions, and

~-the maintenance cagebility and expertise within the
. ally's military services.

GAO also recommencded that the Secretary

~-establish criteria to limit the ett»nt of degradation
that will be accepted by U.S. For: s in support of
contingency plans for allies, par icularly for items
in an existing critical stock position at the time of
the emergency and

--apprise appropriate congressional committees of the
Department of Defe..se's contingency plans including
the cffect such potential support could have on U.S.
Forces (both Active and Reserve cowponents).

ASSLSSMENT OF OVERSEAG ADVISORY EFFORTS

O ThE U.S. SECURITY ASSISTANCE PROGRAM. (note a)
Report to the Congress. October 31, 1975, ’
1D-76-1.

The United States reportedly spent $70 millicn in 1974
for military advisory assistance to 4% countries under the
Secutr ity Agsistance Program. GA( believes the advisory
groups' activities were piincipally to facilitate the §$8
billion FMS Frogram and to meet political objectives.

a/f classified staff study has been prepared which iacludes
classified information not in the report and a complete
presentation cof our observations and discussions in each
country visited.
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Consideration should be given to eliminating advisory
groups that have outlived their usefulness in administering
grant military assistance. Cost of groups, whose prime ac-
tivities are facilitating sales, should be recovered through
the sales program., Improved reporting of cost and staffing
of all advisoty effort is needed if the Congress is to have
effective over.ight over the Security Assistance Program.

USE AND FUTURE AVAILABILITY OF EXCESS
DEFENSE ARTICLLS IN THE MILITARY
ASSISTANCE PROGRAM. Report to the
House Committce on International
Relations. Septcmber 12, 1975,
ID-76-8.

Using excess defense articles in the Military Assistance
Program has declined from a peak of about $408 million at
anquisition cost in fiscal year 1970 to about $85 million in
1974 despite an available long supply inventory of about $12
billion at Junc¢ 30, 1974.

A reduction or termindtion of grant military aid creates
no specific ptoblem for Defense in disposing of excess de~
fense items. Since 1969 less than 2 percent of the total
availability of c¢xcess defense items has been used to satisfy
Military Assistance Program requirements. Alternatively,
Defense could sell the excesses to foreign countries, scrap
them, or retain them in inventory for possible future use.
NEED TO REEXAMINE SOME SUPPORT COSTS
WHICH THE U.S. PROVIDES TO NATO.  Report
to the Congress. August 25, 1975, ID-75-72.

The United States incurs several costs not specifically
identified to the Congress as NATO Yelated, including the
national costs of international and representational staffing,
direct NATO support, *and military assistance to some NATO
nations. |

GAU recommended that these costs e reduced or eliminated
through more equitable distribution of international staff
positions, sharing of support and militery assistance costs,
and consoiidation of duplicative activities.
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EXCESS DEFENSE ARTICLE VALUATION AND

TRANSFERS OF wAR RLSERVE MATERIALS TO
ALLIES. Report to Senator Edward M,

Kennedy. Juue 10, 1975, 1D-75-69.

This report reviews the validity and reasonableness of
Defense's assessment of the value of excess defense articles
transferred to foreign countries. A December 1973 amendmen®

-to the Foreign Assistance Act changed the meaning of value

for such articles from not less than 33-1/3 percent of the
acguisition cost o "actual value." This vastly increased
the amount of excess defense articles provided without charqge
to Foretgn Assistance Act approrriations.

The Foreign Assistance Act was amended again in December
1974 and reinstated the provision, as GAO had recommended,
that value shall not be less than 33--1/3 percent of the
acguisition cost. This change and the implementing action
taken by Defense will rosolve the problem of valuation
identified in GAO's earlier reports.

GAO recommendced that the Secretary of Defense arrange
for the Army to be reimbursed with Military Assistance Program
funds for all . noneicess items transferred to Thailand in
fiscal year 1974,

THE UNITED STATES SHOULD RECOVER FULL

" COSTS OF REIMBURSABLE SATELLITE LAUNCHES.

|

%

Report to the Congtress. May 6, 1975,
LCD-74-107.

Defeuses and NASA [National Aeronautics and Space Adminis-
tration] are providing satellite launches on a reimpursable
basis for other governments, international organizatiocons, and
commercial corporations.

GAD foLnd that prtocedures used to identify and allocate
costs of six launches did not result in recovery of the full
costs of these programs. NASA's estimates for two European
Space Research Organizatinn launches would have been increased
by about $1.9 million, an? Defense and NASA's billings for
two United Kingdom and two NATO launches would have been in-
creased by about $13.5 million, if computed on a full cost
basis.

GAO recommended that NASA and Defense:

--In aqgreemerts fot all future launches, adopt and en-~

\ force a pol.cy of recovering full costs in the absence

of fully decurented evidence, to justify a discount.

3\ o 35 .
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-~Require that cost estimates and billings for reimburs-
able launches be reviewed by internal .auditors to
insure they are in accord with agency policy and pro-
ceduires and Government laws and regulations.

THE CONGRESS NEEDS MORE INFORMATION ON
STOCKPILING PROGRAMS FOR ALLIES. Report
to the House and Senate Committees on
Appropt iations. April 21, 1975, ID-75~57.

Responsible congressional committees have not been given
complete information about the extent and purpose of the
program to stockpile war resetve materials for other coun-
tries. Piobably this has occurted bycause the allied war
reserve program was buried in the total Defense procurement
program, with no sepatate burdget identification of its own.

Committees were told that allied war recerve stocks
would not be segregated or designated specifically for the
allies., However, ammunition was held in separate accounts
as allied war reserve assets. About 12 percent of all allied
ammun .tion requirements were items for which the United States
had little or no requitements., Not all allied assets were
available for use by U.S. Forces hecause some items heing
stockpiled were not standard U.S. Foices items.

AIRLIFT OPERATIONS OF THE MILITARY AIR-

LIFT COMMAND DURING THE 1973 MIDDLE EAST
WAR. Report to the Congress. April 16,
1975, LCD-75-204. '

Although the performance of the U.S. airlift to Israel
during the 1973 Middle East war was successful, the Military
Airlift Command learned a number of lessons. These included
a need for

--in-flight aircraft-refueling capability,

--a logistics contingency plan for Middle East opera-
tions,

--improved management of airlift resources, and

~-improved command and control c¢lements and communica-
tions.

GAQ recommended that the Seccretary of Defense establich
a contingency operation plan for the Middle East that would
provide for cverall logistic support, including strategic
airlift to support U.S. interests in that area.
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Also, the Secretary of the Air Force should bill the
Government of Israel for all costs--funded and unfunded--
of the airlift services provided, inzluding depreciation
on a basis consistent with the methods established by the
Airlift Service Industrial Fund and industry practices.

Among matters the Congress may wish to ccasider is the
increased strategic airlift capacity available from improv-
ing the current operational readiness posture of the C-5
aircraft.

PILOT AND NAVIGATOR TRAINING RATES.
Report to the House Committee on Appropriations.
April 11, 1975, FPCD-75-151.

The serv.ces are not recovering all costs associated
with pilot training under the Foreign Military Sales Act.
In addition, the military services use different methods
in developing reimbursement rates,; resulting in a wide
variance in the reimbursements for training foreign pilots.
Navy prices are based on average costs incurred, while Air
Force prices consider only variable coscs. As a result,
the Navy charges $282,000 Yor undergraduate jet pilot train-
ing while the A.r Force charges only $81,000.

Flight training is the moct costly training the services
provide. In reviewing the Defense Appropriation reguest for
fiscal year 1976, the Committee may wish to pursue further
with the services the following matters.

1. Should the Air Force pilot training rate be further
reduced in view cf the surplus of trained pilots?

2. Should the Air Force retain its trained pilots and
navigators, thereby permitting reductions in current
and further training rates?

3. Should Marine' Corps end-strehgth be reduced in line
with training rate Leductions?

4. Should the services use the sare methodology in
computing charges for training foreign pilots?

REST DOCUMENT AVAILABLE
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MILITARY ASSISTANCE AND SALES TO
THE PERSIAN GULF STATES. Report to
the House Subcommittee on the Near
East and South Asia. December 31,
1974, 1b-75-37.

Sales agreements under the Foreign Military Sales pro-
gram to the Persian Gulf States from fiscal years 1967
through 1974 totaled $8.5 billion. This classified report
addresses U.S. military programs and third-country military
assistance in the Persian Gulf.

ISSULS RELATED TO 'J.S. MILITARY SALES
AND ASSISTANCE TO IRAN. Report to the
Congress (unclassified digest of a
classified report). October 21, 1974,
P-75-1ID-15.

Iran agreed to purchase more arms from the United States
in 1974 than did the rest of the entire world combined in
any other preceding year.

Despi:e the law requiring recovery of all costs to the
maximum extent possible, the United States is conducting
these sales at considerable cost.

Even though GAO found no firm contradictions with the
requirement of the Foreign Military Sales Act, it questions
the impact of such sales on the arms race, the extent and
character of the military requirement, and the legitimate
self-defense needs of the purcihasing country. The Congress
does not receive timely information on the volume and make-
up of cash sales or on the nature of the military capability
they provide.

GAQ suggested that Congress may wani to reguire the
executive branch to periodically furnish information on the
volume and nature of major cash sales that could materially
increase the milicary capability of the purchasing nation.

RECOVERY OF COSTS ON GOVERNMENT-OWNLD
PLANT AND FOUIPMENT. Report to the

\ Secretary of Defense. October 7, 1974,

! FGMS=75~5.
i
GAQ reiterated its previous recommendations to Defense
Qand also recommended that Defense initiate a study to deter-
mine the feasibility o charging a fair share of the cost
of Government-owned equipment used rent-free by contractors
in ptoducing equipment for non-Federal custoqers.

L
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In reply, the Assistant Secretary of Defense {Comp-
troller) stated that the problems indicated the need for
additional study of FMS pricing procedures. Defense made
a study and recommended that a 4-percent "asset use charge”
be applied to all FMS cases requiring the use of Government
facilities and equipment. The charge was to be applied as
a percentage of funded (direct) costs. It was also recom-
mended that provisions should be made for a waiver of the
asset use charge or an upwarc/downward adjustment of the
standard rate when deemed in best interest of the U.S.
Government.

These recommendations were implemented in June 1975.
Revised instructions provided that an "asset use charge" of
4 percent to cover the costs of depreciation, attrition, and
imputed interest on investment be applied to all *MS cases
which require the use of Defense assets located in other than
Government-owned, contractor-operated facilities.

REIMBURSEMENTS FROM FOREIGN GOVERNMENTS FOR
MILITARY PERSONNEL SERVICES PROVIDED UNDER
THE FOREIGN MILITARY SALES ACT. Report to
Representative Les Aspin. August 16, 1974,
ID-75-6.

Air Force personnel services reimbursed in connection
with military sales programs during fiscal years 1973 and
1974 totaled $28.8 million and involved an estimated 2,865
man-years. Twenty-six countries are involved, with Iran
and Germany making up more than half the total dollars.
Most services performed were for pi'ot training.

A\

In contrast to procedures followed by the Air Force in
crediting moneys received to its military personnel appro-
priation account, the Army deposits reimbursements for
similar services into the miscellaneous receipts account of
the U.S. Treasury. At the time of our review, efforts were
underway to resolve this iaconsistency by requiring each
military service to follow Air Force procedure.

DEPARTMENT OF DEFENSE STOCKPILING OF WAR
RESERVE MATERIALS FOR USE BY UNITED STATES
ALLIES. Report to the Senate Committee on
Foreign Relation:s. July 17, 1974, P-74-1D-68.

This study reports ¢a stockpiling of war reserve ma-
terials by Defense for possible future use by Asian allies.
The review concentrated on the program's scope, Defense's
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statutory authority for stockpiling these materials, and
authority under vhich they could be turned over to allied
forces.

Defense allocated $23 million of its reserve assets
to total allied requiremants for fiscal year 1973 and $494
million for fiscal year 1974. For fiscal year 1975, $529
million of the procurement request has been proposed for
allied requirements.

The President and Defense at present have statutory
auvthority to transfer reserve materials to allies if needed.
Authority to transfer U.S. defense stocks applies to any
defense item in the inventory, whether planned for future
use by allies or U.S. Forces.

SECURITY ASSISTANCE TO KOREA:
ACCOMPLISHMENTS AND CONSTRAINTS.
Report to the Congress. B-164264,
July 1, 1974,

In recent years, Korea has been one of the largest
recipients of U.S. military assistance, most of it for a
S5-year, $1.5 billion modernization program. 1In June 1974 we
reported to the Congress on the effectiveness of this assist-
ance.

Studies had indicated that Korea was financially cap-
able of assuming the cost of operating and maintaining
U.S.-provided equipment. We recommended that the Secretar-
ies of State and Defense develop a plan for Korea to assume
all operation and maintenance costs and identify a transition
period for converting equipment transfers from grant aid to
sales. We also made cercain proporals for congressional con-
sideration in future authorization and appropriation hearings.

HOW SHIP TRANSFERS TO OTHER COUNTRIES
ARE FINANCED. Report«to the Congress.
June 25, 1974, P-74-1D-49, '

buring the past 25 years, the United States has given
away, loaned, sold, or otherwise trensforred 3,900 ships of
various descriptions to 56 countries. &tbout 2,800 of these
are =till held by 49 countries.

Public Law 92-270 requires all expet.ses--including those
involved in nutfitting, repairing, and lcgistically support-
ing loaned snips-~to be paid by the recipient country or

a0 BEST DOCHMENT AVAILABLE
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from military assistance program funds. However, Defernse
excludes repairs and overhauls from its definition of costs
associated with such transfers.

Military Assistance Program documents submitted to the
Congress contain little or no identifiable information on
ship loans and leases. As a result, nonreimbursed costs
for ship transfers constitute "hidden" military assistance
costs not apparent to congressional committees.

STATUS OF EMERGENCY SECURITY
ASSISTANCE TO ISRAEL. Repcrt to
Representatives Runnels, Leggett,

and Dickinson. B-180356, May 20, 1974.

As a result of the 1973 Arab-Israeli War, the Emeragency
Security Asvistance Act of 1973 was passed to proviue Israel
with $2.2 billion in assistance to maintain a balance of
powe: 1in the Middle East.

In a classified report, we presented the status of the
funding and equipment deliveries under this act and of other
! U.S. assistance provided to Israel.

v

In addition to the above reports, during 1975 GAO ob-
-served a number of areas warranting improvement in the
military assistance and sales program area.

~-No formal procedures or mechanisms exist to insure
that third-country transfers of U.S. defense items
are not made without prior approval of the President.

~--There is a lack of statutory coverage on sales of
defense services which include the sale of defense
information. The United States has no statutory
\ control over third-country transfers of defense
\ articles produced by the purchasing country using
such defense information. There is no restraint
i on granting U.S. approval to third-country trans-
i fers under Mutual Security Act regqulations.

\ ~--Defense policies and procedures seem to provide an
[ . adequate international logistics support program in
security assistance to foreign countries; however,
ﬁ there are some basic management problems. Defense
is evaluating the situation and would like to
\ standardize operations and more precisely define
' procedures,
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~~-The F-16 aircraft multinational agreements with NATO
countries appeared to be legally sound, and they will
have a positive impact on the U.S. economy.

--Military Assistance Advisory Groups in some foreign
countries did not perform sufficient in-depth end-
item inspections to disclose unauthorized transfer
of grant military aid equipment. Plans should be
developed, on-a country-by-cocuntry basis, for even-
tual disposition of grant defense articles. In
addition, the United States has sold $29 billion worth
of defense articles to foreign countries. No formal

procedures exist to detect their transfer to third
countries without prior U.S5. Government approval.
Applicable legislation does not reguire end-use
inspection of defense articles sold to foreign

countries.

During 1975 we reviewed the legality of the $77 million
contract that Defense awarded to the Vinnell Corporation in
Cdlifornia to train Saudi Arabian infantry and one artillery
battalion of the Saudi Arabian national guard. We concluded
that the prohibitions on police training in section 660 of
tre Foreign Assistance Act of 1961, as amended, was not
arplicable to the contract.
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FOREIGN MILITARY SALES ORDERS (Continued) m
VALUE IN THOUSANDS OF DOLLARS
FY 1950- FY 1950-
FY 1965 FY 1966 FY 1967 FY 1968 FY 1969 Fy 1970 Fy 197 Fy 1972 FY 1973 FY 1974 FY 1975 FY 1975
Libya 739 541 15 524 2 339 1674 5 282 632 2 687 133 12 - 29 613
Luxembourg 1 282 457 88 1 113 101 85 24 638 2 25 2 834
Malaysia 47 563 509 1 608 1223 1 837 98 40 103 1429 1427 4 218 53 164
Hald - - - - 84 ) - 43 - - 148 285
Mexico 10 466 101 302 96 399 12 437 17% 893 411 153 13 944
Morocco 60 6 040 697 9 671 7 6431 . 2 439 2 278 7 557 2 462 8 %84 294 876 342 595
Nepal - - - - - - n - 60 2 - 73
Netherlands 61 144 24 027 25 038 6 404 4 529 7 5EO 7 662 29 226 35 538 18 207 686 387/ 905 723
New Zealand 37 6704 5 341 9 439 11 988| 29 850 5 387 7 681 3 631 3 3% 5 049 4 156 123 528
Ricaragua 2 042 B 87 103 2 82 674 92 133 385 5N 4177
Niger - - - o - - - - - 8 - 8
Nigeria 335 5 10 - 2 - - 2 409 696 4 350 4 370 12 276
Norway 33 260 12 913 38 355 56 878 24 107 9 €20 25 976 21 229 13 394 51 451 458 93/ 746 114
Oman : : : . _ . . : - - 1613 1613
Pakistan 34 650 1147, S 571 14 936 22 062 4 434 22 490 140 22 057 12 674 37 408 177 511
Panama 13 - - - 3 14 8 6 1618 1 878 258 3799
Paraguay 376 - - 1 - * - - 27 12 k2 454
Peru 25 089 2 664 3 338 1 220 930 2 200 1811 900 24 811 46 939 23 §39 133 300
Philippines 4 509 137 439 237 454 243 1107 468 703 5 593 31 336 45 844
Portugai 5 648 115 496 774 500 1 065 996 3 049 560 2183 2 456 17 843
gaudi ?rabia 2 140 494 8 652 49 324 4 645 4 213 44 878 95 954, 337 263 625 895| 2 539 408| 1 373 862| 7 224 588
anega - - - - - - . 6 . - - 6
Singapore - - 1 841 196 2 472 1 958 5 909, 7 639 12 658 1 480 33 154
South Africa 3 082 56 1 1 4 1 1 2 1 - - 3 149
Spain 33 816! 22 N¢ 122 94 g 707 12 €12 25 913 110 527 24 148 €0 851 15C 255 52 581 625 078
Sri Lanka 3 . - - 1 - - . - - . 4
Sweden 28 465 449 7T, 8 0tgf 106 265 885 1 43¢ 2 6 974 691 50 089
§w1§zer1and 47 432 1384 €02 24 950 19 877 4 835 479 1 29 295 9 366 29 2121 17 648
yria - - 1 - - : - . " - - 1
Tharland 12n 1 ¢ 10 3429 21 14¢ L3 16 974 1907 20 81y 11 422 77 094
TrintJdad/Tabago - - - - - 85 - - - - - 85
Tumisia 2 E3S - - - - - - - 2 168 737 452 6 240
Tyreey 541 804 2 133 2 LI 2624 1o Gl 212 784 17 iRe €8 904 312 817
United Kingdon 108 in 845 54 43 820 18 2% 15 875 £3 738 35 TS 123 Tes 110 274 28 €€7 30 437 o SIS 51§
Urujuay 2 335 5£ 27 33 26 ) 1 e 1 £33 1 55% 1T 2% 8 208 17 293
verezuela B} 12 10 627 G TE: 1138 1 1€t 777 A 43 45¢€ 28 124 4 854 33 L37 213 3€%
Vietnam H - - - ? - - ? 11%% H - 1167
Yeren - - - - - - - - - 2638 372 3 006
Yugoslavia AL 105 323 214 a2 [} 12 102 1218 [3 257 13121
Zare - LR T 1o 2.6 . 54 16 0. 286 755 Y 510 1 337 21 564
Internatianal
Organizations 147 333 16 985, 19 088 15 3N 9 235 39 410 17 7277 36 259 88 020 18 159 30 695 441 329
NOTL: Totads may not add due to rounding,
*Less than $500.
3/ FY 1975 dincludes $2.1 brllion for F-16 atriraft !Eelarw $7C6 € milligr, Derrark $3583.3 ~11Tror, ‘wetrerlands §671.3 mi1lion and borway $438.¢

rillton) for which nergranda of understanding have teen wigred but lotters ué otfer Rdve 1ot yot been finglized,

b/ Includes $1.5 btllion for which Lay ent was watved pursuant to the Fr 1374 1 ergonc, Securtty dssastence Tegielation,
o/ Excludes $100 myllinn of non-reirbursalie finencing pursuant to Section 31{b} of the Foreign ™ilitary Sales Act, as arended

Assistance Act of 1974, Cecerber 3C, 1574,

Source:

Department of Defense
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APPENDIX IIf

Service
administering
agreements
and couuntries
involved

Army:
Germany
Italy

Japan

The Netherlands

Norway
Republic of
China

Korea

NATO

The Philippiaes

Turkey
Iran

Air Force:
Italy
Japan
Republic of
China
NATO

Navy:
Germany
England
Italy
HATO

Spain

F-16 Program
{note a)

Total

SCHEDULE OF COPRODUCTION AGREEMENTS

MARCH 1960 THROUGH JuLY 1375

Item

UH-1ID helicopters

M113APC family

M60Al Tanks

M109 SP howitzer

ARGUS 10 radar system

HAWK missile system

NIKE HERCULES missile
system

ADCCS

4109 SP howitzer

4109 SP howitzer

General purpose vehicles

NE IH helicopter

M14 Rifle M60 Gun
7.62 Ammo

M16 Rifle

Ammunition

AN/PRC-77 radio

HAWK missile system

HELIP

M~72-LAW

M-16 Rifle

2.75 Rocket

M-47 Retro

F-104S aircraft
F-4 aircraft

F-5E aircraft
F-104G aircraft

CH-53G helicopters

F-4 aircraft

SIDEWINDER missile system
SEASPARROW missile system
SIDEWINDER missile system
DE Ships

APPENDIX III

Total Expected
agreement 0.s. Date of
value value agreement

{millions)

$ 228.4 5 96.6
157.9 48,5
67.0 42.0
30,2 23.2
23.0 6.0
230.1 96.8
189.4 74.7
33.1 12.7
18.1 14.7
16,3 12.2
122.2 80. 4
43.8 39.4
12.3 10.1
72,6 42,0
80.4 43,9
21.2 16.0
658.0 1408
1,049.0 734.0
31.4 10.9
29.4 2.8
1.5 ..5
53.0 43.0
3,167.4  :.616.
641.0 115.0
700.0 345.0
229.6 219.%
1,500,0 145.0
3,070.6 824.6
312.3 176.6
700.0 610.0
20.0 10.0
39.7 37,0
36.0 16.0
300.0 _ 125.0
1,408.0 965.6
2,116.0 -

$9,762.0 $3,406.4

May 30, 1965
Feb, 12, 1963
Oct. 3, 1964
Feb., 1, 1958
May 13, 1974
Oct. 13, 1967

Oct. 13, 1967
Tet. 13, 1967
May 3, 196.

Dec, 30, 1966

July 13, 1966
Aug. 13, 1969

June 23, 1967
Apr. 22, 1971
Jan. 6, 1972
Aug. 14, 1973
Mar. 1960
July 11, 1968
Jan., 20, 1964
say 17, 1974
Kay 29, 1972
June 16, 1970

Dec. 10, 1965
Apr. 4, 1969

Feb. 9, 1973
Dec. 17, 1960

June 27, 1968

-Fep. 9, 1965

Apr. 1, 1974
June 1968

Nov., 1964

s The F-16 coproduction program had not, as of August 15, 1975, been assigned to

a specifir service.

Source:
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APPENDIX IV APPENDIX IV

PRINCIPAI, OFFICIALS

RESPONSIBLE FOR ACTIVITIES

DISCUSSED IN THIS REPORT

Tenure of oftice

From T~
DEPARTMENT OF STATE
. SECRETARY OF STATE:
Henry A. Kissinger Sept, 19713 Present
William P. Rogers Jan. 1969 Sept. 1973

DEPARTMENT OF DEFENSE

SECRETARY OF DEFEINSE:

ponald H. Rumsfeld Nov,., 1975 Present
James R. Schlesinger July 1973 Nov. 1975
\ Wwilliam P. Clements (acting) May 1973 June 1973
Elliot L. Richardson Jan, 1973 May 1973
Melvin R.' Laird Jan. 1969 Jan., 1973

ASSISTANT SECRETARY OF DEFENSE
{International Security Affairs):

Amos A. Jordan (acting) bec, 1975 Present
Robert Ellsworth June 1974 bec. 19753
Amos A. Jordan Jan., 1974 May 1674
Robert C, Hill May 1973 Jan. 1974
Lawrence 5. Eagleburger

(acting) Jan. 1973 Apr. 1973

= Dr. G. Warren Kutter Mar.,- 1969 Jan. 1973
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