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UNITED STATES GENERAL ACCOUNTING OFFICE 
WASHINGTON. D.C: 20548 
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OIVISION 0,. ,.INANCIAL. ANO 
GENERAL. M...,. ... GEM~'" STUOIES 

< 1~d,3G' 
7W/r'7~.,~:_ 

8-1.39835 

The Honorabl.: 'Atf':"'.&::c;:' ,:p 
t~e Sec:'etary .tHl..'<-l)e't:en\s·e: 

near Mr. 1e~retary: 

, JUL 13 1976 

The Cl-.ai ::nan of the Hous e .l..pp rop r:'.a t ie ns Ccr..::l~ ': tee ::'a~ a~ked t~::. t 
. h'" • , -,." '~e ... ~:~" ~~a",-orl ~"e ~,,' 1 cost ~~~ deterr.tl:\e WI. eC.1er r(;t'Sl.g;). c~ un ... 7:4e~ ~_ \J~_~.r.~ .... l., "5--. _: .. _ ..... __ 

of t:::aining and tec~nicat asSi5ta~~\~ ~e=-/:ce~ ':,,''!:\~ered "N":.t::l:':l t:J.e 
foreign countries by the Jepa~t~sn~ ot Der.an~~. 

The ~ajor purcha.se~ or t~ese serri~es is t~e Gove~~an: of I:'an. 
Contracts · .. ith Iraa for ~he sale of these serrices c'uric5 fL5cal ?ear 
19i6 totaled $93.4 ~il~ion. As a result of a rece~t review : che 
costs associ~ted with providi<tg U.S. tecanicat assistan~e and train­
ing to the Iranian A~ed Forces, auditors assigned to the Office of 
'the Deput:r Ass..!..st:ant Sec:-etary :)f 'Derex:s,e (AL!~it) re9ot'tec. that. 
roughlv.$2S.5 ClELion l:l costs 'N~h!.ch -.. ill be l-:'.cur,:,~d :'y tne tJ.;). . 
Gover~ent in fiscal year 1970 -.;ill not be recove'ted. In ~heir "?.~,[>ort 
on Review of Securi:!, Assl.sta:1ce Prograw i:l Ira:1 tl dated Febr:!ary 25, 
19i6, the' Defe;'lse aud~tor.s concluded c~at ~uch of the $23.5 ~illion 
.3hould be chargee co Iran and recor.nended that (1) a study be nade c:) 
insure that all costs of provUi:1g ser,rices to the Iranian .\:::;:ed Forces 
are identified and (2) rei~bursement for such costs be obtained. 
Although Defense officials concurred, they have not taken act:~n to 
car:,y out the recocnendations ~or could we find any indication that 
they [llanned to do so. 

The Office of the Chair:nan ha.5 requested that ',ie report t:iis 
~atter to you to iUlure that prom9t action ts taken to initiate the 
recorr:menced stud,' so that 

~-re •. Jursable costs in~urred in p:07iding technical 
assistance and training in Iran during fiscal year 
1976, which were not included in the fiscal year 
1976 sales c6ntraccs with Iran, are identified 
and recoveree and 

FQ!SD-75-6l. 
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--alL esti=ated costs of 9rovidi~~ technical assista~~e 
and training are identifie.:! and inc~,.'lci!'cl in ::'e fi~c 11 
year 197:' :',ales contracts cL\':rently u.:.df" ;;c.::;t:'.lt:'on 
· .. i:h !.ran. 

SCOP:; OF ?.EVI!i-i 

We reviewed pertinent leiislation atid·-O.:fense reiu~ations; t~ter­
viewed resDonsible officials; reviewed billi~g and c:)llec:ion pr~­
cedures; a~d reviewed the ·~udi: objectives, scooe of work, and ~ork 
pcrfo=ed by the Defense auJi tors in !.ran. We did our ' .. or~ pri=aril:: 
at Headquarters, Depart:nent or !Je.L~ns'e. 

3AC!<GROlJ');l) 

A foreign country purchasing ~ili~~rv equi?men~ ~:c~ :he Gni:ad 
States aav also nurchase t~e services oi U. S. :nilita:-y ,md c!.·r:'l :'an 
technici.a;'s, who' pruvide technical assistanc~ ser-ric':s a.nd tra:'::. 
member" of that count:-,' s ar:ned forces 'to ope:ate, :::aintain, and 
suppor the equipment purchased. 

Defense provides technical assistance and train~ng to fore~g:1. 
gover:1:nent; on the basi~ of ,authcrity~:-a:1.ted in the :oreigc :!i1:':ary 
Sales Ac::' of,L968 (22 U.S.C. 275~). The ace. prov:.ces chat :~e !'resi­
dent ~8Y sell se,:vices o~ che De9art:::ent'of Defense c~ any fr:'e~~~y 
COlntry O~ i;it~~at:'on,\l o.r6anizaciun i: i: 3.gree.5 :::> p~;l :-lot 1-=5.:: c:ta:-:. 
the valu~ thereof in U.S. doLLars. 

~is~al vear'L976 sales involvid~ technical assise.ance and train-
1.1g to th'! r;anian Ar:ned ?orces involved 13 cases t.o:aii:lg 393.':: 
million. :he sale~ contracts covered a l5-mont~ period'endi~i Septem­
ber 20, L976, 

Department of. Defense :otT.f 1513 is used as the :or:::al conc:=act 
bet~een t~e unitad Stat~5 and for~i5~ goverr.ments f~~ sale5 0: Defen5e 
services. All sales are subjecl to the rol1olving contractuaL condici:ons. 

--Prices shall be at the total cost" to t~e U.S. GOI..-er:'.:;',ent. 

-~The U.S. Government will dttempt to notify the ==.eign 
'government of price increases which will aff~ct the 
total estimated contract price by Clore t~an La ?e"cent; 
but failure to so advise does not alter the f~reign 
gover:1.\11ent's obligat:'on to rei:nburse t!1e U.3. GO';e:-nrlen:: 
for the total cost incurred. 
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.... The fo!'ei~n go':et'.~.:nent ag=ees to -:e!.::lDut'se ~ne e . .5. 
Gover:: .. ::lent if the f:"nal cost exceeds· the, amount :sc:i­
mated in the sales agree~;nt. 

'. 

:>efense officials :ta::e noc: initiac:ed the 5t:lciy, :-ecvr.::nended b~' 
Defense audi::::n:'s,. to insure that: all costs :"nc1..l!:':'ed or t:'e U.S. GoYern­
=ent in providing technical assistance and training to the Iranian 
Ar::led Forces are identified and that they a:'e being rec':lVe!:'ed. 

~e rev~e~ed the ~ork of, t~e De~ense auditors 3~d Sel!eve t~~: 
the=e is suf~i:i~~c bas~5 to ~ar=ant !~9Lementa:~cn ot :~eir ~ecom­
mendation. 

The' auditors ider-.tifLed !:'oul?;:tl:r $23.5 =illion in ';05ts , .. ;n1.cn 'Nill 
be :..ncurred as a result of provi=ing technical assistance and r.:-aining 
in Iran d:lri:::g fiscal :,ear 1976 but 'Nhic?"! had not; lieen :'ncLuded i:l 
sales cont:'ac:::s ~ith I=an. 

r~J€ aue!cors told· us that the!r rev!ew ~as not direct;d at dete:­
~in~~g ~he ?=ecise amoun: of costs omitted tro~ ~he sales 'co~tract3 
a~d t~at t~e 3:3.5 ~ilL~on was a ~ou~h esti~ace. 7hey :h~:etore 
:-ec~t:r:lencec :::> (1) ·the Ch!..::!, U.5. ~lil:;~'ftar:t !-!is.5iun ·~·i:':t ::te Ira:-.ian 
A==-y and U. S. ~IiUtar:" Ass:'stance Advisory Group '.:0 !:an and (:n the 
~ef~nse Sec~=ity A53i5~ance Agency t~at ~ef2nse ~i35ions a~~ organiza­
tions in Ira~ ~e st:ldi,~, to insure t~at Jefense Nas ~ully ide~tifyi~g, 
~nc :equest:':-.g re:"mcursC!:".ent for, all costs associated with [>J:oviding 
tec~~;cal assis::arlce and t:-ai:1ing ser~/ices t::> the !:anian Ar.:1ed Forces. 

The repo:'t.the Defens~ a~ditors iss~ed indicated chat the C~ief of 
theli.S. :1il.i.tary ~[iss:'on ~it?"! the Iranian A:::-:'..~' and U.S. ~(ili..tary 
~.tci·'isorr G-ro'.!? to Iran 3.5,:eed .. ..;i~h thgir reccm:r.endar:ions and ::;,at: t:!e 
Defense Secu=!ty Assistance Agency ~oncur=ed i~ principle.. Defanse 
5ec:l~t:y Assistance Agency officials, howe~e:-, said t:tat, although the 
Agency was res?orisible ~~r ins~ring that all costs incurred in provid­
ing technical assistanc~ 'and training in Iran are recovered, they had 
not init~atec t~e stUdy the Defense auditors hac recc~~ended. Further, 
we did'not ii:d any evidenc~ that thay intend!d to ~ake the stu~y. 
Since the st~~y has not: bee~ initiated, u~ i~tioL had ~een taken to 
seek rl .. nbu';:'se::Jent for .:ny of the £Lieal year 1976 COStS th-=. auditon 
~ad identif~~d or to inCLude suc~ costs in fiscal f~a= 1977 ag=ee~e~ts. 

. ~efe~se .j:tors repor~ed ~hat the total aut~ori~ed strengch of 
~:le 2!j U.~. '..!:1.:cs and ·:>t"5anlzat:lons ne~anentlv a,ssi.,s:1ec in Iran ,:~·as 
2,370 ;>enon:el, of ',;~ich' 2,065 pers~nnel ',;ere' ass:g:1ed t? organiza­
tions en~age~- in p=oviding eit~er techni~aL assistance a~d t~aini~g to 
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the Iranian A~ed Forces or support t::> u.S. training personnel a~d 
advisot"3. rhe auditors revie· ... e.: :l'::'ganizati:Jns ha"ing L ,~22 of these 
oersc.nnel. Of the 1,922 personnel, t:t~:1 iden:ifiec :09 personnel ~.;h'.:.se 

?ay and allowa~ces of $7.3 =i11ion had not been i:1clucec i:1 sales 
contracts as costs to ~e rei:nbursed ~v Iran to the U.S. Go·rer._-:lent. 
Defense auditors said that oav and ali..o~.;ances ror the :'emai:1;:1g 1, :-~3 
personnel had 'bp.~n inclUded'. i; c~r:~racts :,i~h Iran. for rei~,bur~e!:len:. 
The ~ersonne1 omltt~d were ldentl:1.ed as ~e1.ng a.ss~g~ed pr~ca=ll/ to 
the U.S • .5up~ort Activit::, U.S. Ar::ly ~!edical De~a:t::ler:.:: Ac:i:,ity, 
Army Communi::. a tiot1s Command- Eu-':ope, :·[i1:.. ta =r Ai rl if: Cornrna;1c, and t; • .5. 
.~et'ican Forces Radio and Tele'lision Se·!."Vice and as ?ro'riding eit:ter 
direct or indirect support to the ~creiGn :nilitary saleS pr::>i=am. 

Similarly, the auditors esti;:",a'C.ed th~t Defense ·,'Quld not ree::>,'er 
about $20.7 million in other costs incu:,red i:1 fiscal year L975 ~o 
support the technical assi.stance and tr,ai:1i~g ?ro~:-et~ i",·'!=a:1. :or 
example, the ~uditors re~or:ed t~at Defense had not included ~JOUt 
$19.5 million in o~e=at!..nb cos'cs ::he :'!iLitary Aidift: Command had 
incurred' to SUODort t:,e Iranian Gove~ment in comouti:tg rei!:lbursable 
costs. Accor.:ii~g to Defense auditors, these o~er~:i:tg costs consisted 
of the COSt of.' ::lain:aihing the c(m:nand' s facil~ty b iran ar:.d the cos::: 
of transporting to Iran petsonnel-su?~ort i:.e:::s, such as c.Jrrn:..s,sa:-y 
and medical items. 

CONCLUSiON 

The audit::>rs raised valid que5tions' about the :ecovery of costS 
the U. S. Goverr'.lnen t incurred in I ran, and the recoIT'o':!,:.nded 5 t:.!dy :0 

identify unrecovered c::>sts L~ warra:1ted. The study should also 
identify any pertinent controls and procedures chat need i~p~ovement. 

, The fiscal year 1976 contract.; 'with Irai"'.. expire,on S~pte6ber:39, 
.. 1976, and the fisca~ !lear 1977 contracts '..;i:;h Iran a::-e bei~icon­
sidered. The:-efore 6efense .sh6uld promptly initiate th~ st~dy t~· 
identify all costs assocl.ated Nith prr)'liding technical. as.sistance and 
training to the Iranian government and, consistent with th~ ;>rovisions 
of the Foreign )[ilitary Sales Act and the De~art::lent of. Defense.'.:or.:1 ;~, 

1313, seek reimbursement for such costs. ' 

' .. 

, • • • ; '. ~ 4 •• ~ ~. : .. , .~ 

\ole no ted; wi. th respec t to the' tecove ry 0 f cos ts' tip .;'t6 and incl,ud-', 
ing final billing, ,that the Depart=ent of Defense FQl':';';l, . .l5 LJ provides 
that adjust::ients may be made 'to esti:nated costs',;heJ\!,;t~e:,.,,~,re, n.oD~· ,';" 
commensurate with actual costs inc:l:-r.ed. ThereforeJa~~··cos!:5uF(a!::., ." 
are not recovered can and should be 5ubsequentl!' bill,ed. ''!''!ie tQng~r 
the delay in com~leting the study and billi~g rr3n f::>r unrecovered 
costs, the more difficult it will ~e to rec~ver these C05tS. 

..~..:.... 

, .. ,. 
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RECO~!HE~JAT'IO~S 

·tJe reco::-mend :hat ,/0':' direo,ct the Director, Defense Secu,'i.ty 
Assistance Agency, ta; 

--Iriiti~te and complete the 5tU~y :he De£ense audi:ot's 
reco~ended beiore the fiscal year 1976 contracts 
exp~t'e, to ldenti:y 'he costs ~nich had ~ot Je~n 
included in contracts with Iran or bilLed and which 
should. be reimbursed to the (J.E. Govel:7'.ment. 

--Atte~pt to ~~cover f~om ~ne Gu7sr~~ent Ot Iran the 
a~ount det=~:~ed to b~ ~ei~bu=sable. 

• .. IncLude in futu",:e for~i.5n ::'.iltta-::; sales c.on~ .. ract3 
any a1ditional esti~ated cos~s identi~ieu ~uri~g t~e 
study as being associated with provid~~g technical 
assist~nce and t~aini~5 se~ric=5 ~o !:an. 

\',e also recorr.mend t!1at the proceciu::es and criteria us~d ·for· 
identifying costs that should be :ei:bursed by Iran ~e reevaluated, 
to lnsu::e that all CO,,::3 the u.s. Gove:-:lme"t i:1c'.n:red ::1 p:ovidi:1g 
tec~nical assistance and t=ai~i~g Ln I:an are recov~rc~. 

-, 

As y6u know, section 236 of the Lai~sl3tL'le ~eori3nization Act of 
1970 'requires the nt!ad of a ::aderaL a~e:1c:r Lo su-omit ,a · .. n:it::en .>t:a:e­
ment on actions taken on our recommendations to the ~OUSe and Senata 
Corrmittees on Gov.er:l!:lent Cperati'.?r)s :tot later t:lan 60 days aiter the 
date of the ::eoort and to the House a~d Senata Comciittees on Aoorooria­
ti;ns with tne- agencv' s first l'equesc fo'!: appropdatbns ::lade ~~.r;e· tr.an 
60 days af~er th;· da~~ of the repcr~. 

;. 

We wou1d appreciate being info~ed of actions ta~en or ?lan~ed 
wit:t ":::gard to our t'ecc~et;1Jations a~d ot a~ou!':ts of t::c9veries of 
costs not now included in co"·_racts '"ith l::a,n. \';e' will ~e ilad to 
discuss tbese ~atters ~ith fOU or with your repiesen:atives. 

We are sending copies of this ::e?ort today to the Direc.tor, Pfi:'ce 
of Manage::1ent andSud£e!:; 'the Chai:::ne~ ,of. .fh.e 'i1,?u,s~ and Senate Ccm;;;it­
tees on Gover.'::"nent Ope'radons, Ap,propi::'ati~n:., and Armed Services; and 
t11e Di-:-ector) Defense Security A.5sisr:a::,c·e Agency. 

' . 

• "', t " .... ' ..... ..... 

Si.nc~-=rely· youts 1 
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),(=~?-..v'r 
P. L. Scantlebu:y . 
Director 
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