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Defense ~\ction To Reduce 
C h a r g e s For For e i g ~ ~/1 iIi ta ry 
T raj n in g \1\/ i /I Res u I tin The 
Loss Of Millions Of Doilars 

Department of Defense 

On Seote,11ber 28, 1976, the Dl;;panme'1t 9f 
DefenSE) reduc~o training chn(ges for fure:gll 
military students, GAO estimates that ;t \"111 
cost the United States at leas! S40.4 million 
in fiscal year 19 i7 . 

Recov~ry of full cost of providing training to 
.!on:ign stud~nts is required by law. GAO 
point~d out in a December iI!, 1976, report 
to the Congress (FGMSD·7G·91) that even 
odor to the decision to reduce t~ition rates, 
the Defense pricing system WelS not rE:o'Jering 
full COSts. G ... \O r",commended in the Decem. 
ber 7976 report that, in addition t9 rescindi"'g 
the crder to reduce tuitior. rates, tr.~ SeCip., 
ta:y of Defense sl,ou!d revi~e the pricing 
systems so thet all c1pclic?ol~ co,:s are recov­
t'red. GAO bEii~ve~ that theSE- recommenoa. 
tions ;;re s td I 'led id_ 
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COMPTROLl....S:R C;ENE:RAl. OF' THE UNITE:O STA1C:S 

WA.SHIIiG"TClN, D,C. ~o,.us 

The Honorable Clarence D. tong 
!louse of Represen ta t ives ' 

Dear Hr. Long: 

Your letter of October 19, 1976, raised several questions 
on the Department of Defense's action on September 28, 1976, 
to reduce tuition rates for training foreign military students. 

Defense gave us information which shows the effect of ·the 
tuition rate reductions on f.iscal year 1977 cost recoveries 
for foreign military training. Dat~ ~or subsequent periods 
was not available. ~ 

W€l analyzed and summar ized the infot:ma tion and made 
limi~ed t~sts to determine its accuracy. Because only 3 months 
of foreign t~~ining for fiscal year 1977 had been completed 
at the time of review, most of the information received was 
based on Defense's latest estimates. 

Following- are om: answers to the questions contained in 
your letter. and to othec-J,uestions raised dur ing conversations 
with your office ai1d the offices of the House and Senate Appro­
priations committees. 

Question 1. 'How much will the reduction in tra--ining charges 
for foreign military students cost the u.s. tax­
payers and which foreign countries will benefit? 

Re~ponse: 

The cost will be about $40.4 "-i11ion in fiscal year 1977. 
The countries tnat will benefit from the reduction in prices 
and the amount of reductions by each of the military services 
furnishing ths training are shown in appendix II. 

' ..... "' .. _ ... 
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Question 2. If the decision to reduce tuition ratas i: 
rescinded 1 are De fense pr i!!ing sys te:';1$ ,:deq\.!.;; r.~ _ 
to racover the full cost of providl~g t~3ini~~7 

Rp.soonse: 

~or several year~ Defense permitted each of the military 
sel.:'vices to in terpee!: the 1a\-/ as to \vhat extent the cos t~ 01.: 
training foreign students should be recovered. As a res~lt, 
different pricing systems were established by each of th~ 
military services. The Navy's syst.em was denigned to recover 
the full cost of training foraign st!ld':!nts. The Al::rny I s system 
provided tha t fore ~gn ,tu i tion !';'dtes WOllld include only t;:..~G 
estimated additional direct a~d indirect costs incur~ed to 
train foreign stUdents. The Air Porce's system e~clucled fix~d 
costs incurred to train stUdents and required that nnly the 
variable cost of training (those costs which vary in direct 
proportion to increases and decreases in student load) be 
charged foreign students. The Marine Corps provided training 
free, of charge. 

Ir, response to GAO and congressional concerns, Defense 
issued detailed pricing guidance on November 5, 1975, which 
resulted in substantial incceases in Army and Air Force tui­
tion tates aiic reductions in Navy tuition rates. As !;ointed 
out in our December 14,1976, report to the Congress entj,tli;~df 
"Millions of Dollars of Costs Incurred in Training Foreign 
Hili tary Students Have Not Been Recove red (II the pr icin9 guid­
ance was a decided improvement but it (1) did not require an 
equitable allocation of certain base operating costs to l::.1i­
tion rates and (2) pr~scribed cost factors for military and 
civilian retirement and other costs to be used in computing 
the tuition rates yJhich should have been mllch higher. With 
these revisions, the system I:lould !tore nearly recover full 
costs. 

Concerning the first point above, we did not compute the 
loss to the united staces resulting from the exclusion of cer­
tain base operations costs because of the time it Hould have 
taken to assEtmble cost data on all courses. We did, however, 
compare fiscal year 1977 tuition rates for selected Navy 
courses as computed 'rJy the Navy under its previous full cost 
pricing system to ttdtion rates o~veloped by the Navy using 
the November guidelines. The Navy's previous pricing system' 
provided for an equitable allocation of all base operations 
costs. As sho~m- in appendix IV, cost reductions fo:: Navy 
courses due to the November guidelines \.,etc= appreciable. 
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With reg~rd to ,the second point, the ccs~ to th~ United 
S~~t~s of not chacging higher ra:es i~ fisC31 year 1977 is 
at l::<ac::t $9.2 million. (See al!'O. II!.) This t3.r:lount is in 
addition to the $40.4 million l~ reductions resulting fr~m 
the September 28, 1976, gujcieli~Js. 

RcSoonse: 

Which Defe~se appro~riations will be used to 
finance the reduction in charges for training 
Cout.-Jeg? 

The military per~onnel appropriations will finance 
$13 millio,! of tl-te $40.4 mill ion in reduced t raining charge.:;. 
The operations ~nd maintenance appropriations will finance 
$8.4 million of the reduction. The remaining $19 million 
will, in effect, be financed by a reduction in "Miscellaneous 
Receipts" of th~ 1J::=:d.sury. 

As discussed in our December 14, 1976, report, Defense 
regulatio~s require that costs recovered for military retire­
ment pay a~d depreciation of assets be deposited in Miscella­
neous Receipts. Under the September 1976 pricing guidelines, 
the military services were instructed to e~'clua~ th.e cost of 
military retireli1ent pay and to significantly reduce tbe charge 
foe depleciation in computing rates, thus reducing amounts to 
be credited to ~iscellaneous Receipts. 

Appendix V showS a breakout of the $40.4 million in re­
duced charges by financing appropr ia tion or Hisce1laneous 
Receipta, and military R~rvice. 

Question-i. 

Response: 

Who li1ade the decision to reduce training charges 
for toreign military ~~rsonnel? 

We wen: told by D~fense officials that former Depl'~l:y 
Secre.tary (I': Defel'l.!-":. W~l.l. iam P. ~1ements, made. the decis ion. 

Quas t ion 5. Why was t.~e decis ion mane to reduce fore ign 
~raining charges? 

Response: 

In letters dated August 12, 1976 (see~f?p. VI), the Deputy 
Secretary of Defense notified the Chairmen .)f the House and 

3 

'--:.,;::, . .. ." ~. .... ....., .,. _ ... -.- .... --,..--'--,~~- ... ~---- I 

-' 



----~--.-------------------.. -~--~~ 

B""159835 

Senate Com~ittees on A~propriations th~t he had di:ucted 
changes in the November guidelines that weuld result in a 
20- to 30-gercent raduc~ion in tuition prices. 

He explained that he took this action because the sudden 
and substantial increase in tuition prices had a drastic im~ 
pact on foreign countries. Be said these countries had little 
or no time to IT~ke adjust~ents in their budgets for stud~~ts 
alree><iy scheduled fo.t:, training and that, in .most cases, this 
had required substClntial !:'eductions in theirl illput of student.s:. 

, i 
~he Deputy Secretary said that the November guidelines 

failed to recognize the miJ. i1.::ary ,pol i tical, and econonlic 
benefits to be gained by the united States in training foreign 
'students. 

To accomplis~'1 ~t:he· reduction, bro changes ~/ere r:ade to the 
November guiuelines. The first change elimina~ed p~rsonnel 
costs pertaining to leave, holiday, agd retir.emcnt from th~ 
computation of tuition rates. The second cnanae clscontinued 
the practice of recouping depreciation-'on aircraft by charging 
an hourly use charge and applying a 1 percent rate to course 
coots to recoup aepteciation of other assets. bepreciation 
is no\y recouped by charging 4 percent of th( training coqrse 
cos ts. 

Both commi t tees strongly disagreed with the pos i tions 
out:lined in i:he DeS>uty Secretdry's leeter. (See app. VII.) 
They advised the Sec~etary that the November guidelines should 
remain in effect; that the Defense budget is not 'to be used to 
partially subsidiz~ the trai.ning of foreign students i' and tha.t 
Defense appropr ia tions will be reduced by amoun i:s equal to 
reimbursements lost thro~gh failure to make adequate and ap­
propriate charges for services rendered to foreign govecntt,ents 
by Defense . 

. Our analysis of student loads in the military services' 
training programs nei'the: confirms nor refutes the Deputy 
Secretary I s contention t..'1at there would be a S:'.lbstantial re­
duction in the input of foreign students as a result of in­
creased tuition rates. The Air Force, which receives over 
70 percent of the reimbursements for training foreign mili­
tary students', had no meaSurable change in the nUmber of 
foreign stUdents to be train~d after carrying out the Novem­
ber 5, 1975, pricj~g guidelines. The Navy had reductions in 
foceign student enroll;nl;!nt although the tuitior. ch'arges wete 
reduced substantially as a result of the Novem~er 1975 guide­
lines. On the ot~et hand, the Army, whose tuition rat~s 
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were lncreased sub3ta~t!al11, also had reductions in thd 
foc~ign stuc~nt enrollmer.t. 

QfHlStiolL§.. 'ilhac offec..: have the ne~'" pricing procedures had 
on c~st of training under the military assist­
ance progr.:.tm? 

R~s'Qor.se: . -
r:'isc.:al year 197.'1 tuitil1n rates for the military. assist­

ance program ~vere not computed using the September }976 pcic­
ing guidelines, nor were l:he tuition ra tes de te rmined us ing 
Defense's November 1975 pricing criteria. Instead, milit~ry 
assistance prcgram tuition rates were established using the 
old military service pricing 'systems discus3ed on page 2 of 
thisrepc~t and in chapter 2 of our Dece~ber 14, 1976, report 
to the Congress. ~s we noted, the krrny used an a~jitive 
pr ic ing sys tern; the Air r:'orce charged only the var. iable cos t 
of training; and the Navy recovered essan t ially t:hc~ full cost:. 
of training. 

Data was not taadily available to show ehe amount b~ 
which th.: fiscal yec;r 1977 military aesistance troining ~:>ro­
gram \.;Quld be subsidized as a result of t..l-:!e military services 
pricing policies. We do believe, however. that the under­
charges are probably subst~ntial. As we noted in our Decem­
ber 1976 report, under th~ Army and Air Force pricing systems, 
millions of dollars were not being recov~red. 

Pricing requirements for foreign military sal~s are 
similar to pricing requirements for training unjer the mili­
tary assistance program. All costs for the training of for­
eign students are to be rec07ered except the cost of U.s. 
milItary pe:sonnel are ~o be ~xcluded from tuition cates 
'..lnder the military assistan:::e prugram in accordance with the 
Forp.ign Assistance Act of 1961 an amend!?,] (22 U.S .C. 2311). 
Ne noted that in fiscal ~iear 1975, the Army failed to charge 
at least $5.8 million in costs to the foreign assLstance ,;p­
propriation because of deficiencies in its pricin; syste~. 

We were told that, effective October 1, 1977 (fiscal 
year'1978), military assistance prog~am tuition rates will 
be computed nsing the ~e!?temher pricing guidelines. Defense 
officials stated that cheir f.ls.cal year 1977 budget request 
dnd the Cimoun ts ayprop-'i.i'lced for mili ta r:y ass istance Ne re 
based on t.'1e old tuition rJ.tes and that if the mil i tary 
assis~ance proqra~ tuitLen rates were increased by using 
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either the ~ovember 1975 or September.1976 guidelines, a 
reduction in training would result. Defen~e offici~13 anid 
it waG decided not to ask the Congress toe a supplem~nt~l 
cppropriation to covar the increased costs. 

In our December 1976 report we c{ncluded that although 
the November 1975 guidelines greatly i:\l;ll:Ov'w:1 the f"..(ici.l1.g of 
training courses offered to tcreign stud~nt~, so~e chang~s 
should be made to the guideli.1es t.CJ insure that the full c':)st 
of training is reco~lertCd, as E;!xpressly requiJ:ed by the Arms. 
Export Control Act. He also c:oncluC:ed that Defenc;e was n<'t 
justified in modifying the November guidelines to ~ffect 
reductions in tuition rates . . 

We recommended that the Secretary of Defense rescind the 
revision to the November 1975 pricing guiQ~lir.es and that he 
change the gUidelin:s to require the military services to 
(1) allocate base ~peratio~s costs on the basis of missions, 
(2) specifically include the cost of school overhecld personnel, 
ar:J.d (:3) use factors \vhich \~ ill result in the full recov~ry c,f 
civilian and milicary retir.ement costs and the cost of civilion 
henlth be,lefits ana life insurance. 

We believe our conclusions and recommendations ar.: still 
valid. 

As your office asked, we did not request formal written 
comments from the Depart~ent of Defense but did informally 
discuss the contents of this reoort with Def~nce offici~ls. 
Where appropriatp., their comments are included. Also, as 
re~uested by your cffice, we are sending the report to ~~e 
Bouse Committee on Appropriations and to tte Senate Com~ittee 
on Appropriations, Subcow~ittee on Defense. 

Sincerely YOUi:S, 

Acrn-G ,fln.1...11-t.,.., 
~ {Comptroller General 

of the United States 
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AP!?ENi)IX I 

Ct..AfH!/.Ct::. o. t.ONG 
'il- o,''''''t\~, M.lllu't..'J,O 

2:0. R4'fJl4~ OUIL:h..a 
WAi;.4liIllTON .. Cf c. :.o,ts 

:C1 .. ~'~' 
eOM"'11'Tt:t:: 011 

API'nOPI\I \TION~ Qtongres5 of tfJe cclniteb ;§ttltt5 
l£ioUge of ~epte~entatilJe5 

iLi!:f;m~ittgtott. P.IC. 20515 

CUs~O#"ncts: 

'~.:()H,un .... uf 
/,,,,,,<,.,.. o~ ..... noo.. 

IHT"""""" T ....... r-Mu ... 5<..-<,...." ...... ~ ... lJI'! 

Elme~ B. Staat:s 
Comptra~Lar General 

" 

October ~9, 1976 

United 5t~\t:es G~I.l:.:'al. Accollneing OffiCe 
4~l G Street, ~.W. 
Washin8c~n, D.C. ~G5~8 

~Dear Mr. Staats: '. 

.!.!)O PtriT r;, .. ICC £';tr.,1L..!ItkO 

TOW.ON. M,Iu .. .,u..kO :'1!04 
lO' .... z~~1G 

I undet'stand that: .iespite the obJectivns onoth the Hous~ and 
Sf'!".dce Apptopriation's C.·mmittees the Departoent of ;)efen:3e C)n S~lJtem· 

ber 28, L9~'o, dj,r~ct:ed che milit.ary services to significantly reduce 
the Chllt";es paid by Eort'!i~n sover~nent;; Eo:: militarJ' c::aining ot 
(ordisn stude~tB. The l ;fecc of this und~rstatemenc of training 
c(,)sts is to c:o.'.:e:1l thu true cost of our forci.gn aid progrt.lt:1s, and 
I vie" it as one more instance of invisib~e foreign uid. 

I should be Lnteresr.ed in having CAe ~ete~ine ~ho ~Mde the 
decision to cut the tra~ning charges, why and how tnOl: decision 
was taken. how much it wllt cost the U.S. taxpayers, and who will 
receive the benefits of these substantial rate reductions. 

I und~r3t~nd that the ftnancial and G~neral Management Studies 
Division of GAO h3S bet:!n w'Jtking on the issue of Defense Department 
recovery ,Jf full personnl::l costs related to foreigr. r.lilic3t""/ sales 
and t .. ai.l~ng. I ~',uuld appreciate a separate report on Lt-e recent 
trainin~ charge reductions. 

CDL:b5b 

~o/arm regards, 

a~v~ 
• CU.R~CE D. LOMG .-------:;' •. - ,.---.... 

~/ ) 
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t ran 
Gerlllany 
~i:JlIdi l'l'Qbia 
1<11 • .'.1 \. ~ 
Norway 
lliqeria 
Ethiopia 
Dcnmilrk 
Spa in 
Kenyi' 
I l:a1 y 
Jordan 
r s «,'p.l 
CarH,~ ·l 
'rhil i land 
Australia 
On 19'ium . 
Ilcthcdando 
J Co [l iln 
~' rance 
li r ccce 
'l'tl 1\.'1:10 
Ouh::,aln 
't'urkQY 
Korct) 
OLhc( 

'I'utal 

1::$'1'1 NNl'gf) HEDUC'l'IONS IU 'l'llAIN INO CHAHGES 
----------~--------- ~------.-------

i!LE.2£££ 
~13,a06,061 

7,900;919 
4,1!)3,361 

211 / 'HIl 
l/~51,600 

255/ HO 
737,460 
624,170 

413,200 

2b,50D 
144/280 
~251900 

!))/940 

31 ,650 

___ ~.1!!.L~~~ 

POR FISCAL ~BhK 1977 
-~-----_\_-,---------

lJ'i FOHEIGN COIIN'l'HY 
------~------- .... -

~!!!~ 

$ 260,232 
1,50l,038 

697f9~t> 
324,300 

75;642 
7l7/75~L 

1, 0 (ll 
297 t 7'14 
196,670 

31,72'), 
1,340 
6,003 

63 i o,n 
107 , 155 
35,~.:.7 
39,446 
26,6n 

106,"192 
104,271 

12.79u 
33~6r,~ 

__ ~~L9.1! 

lig,y'y' 

$1 1 646/1137 
2Gb,OOO 
603,210 

1/ OlIO, n 5 
4 I 004 
3/6~4 

3, nil 
554,063 

10,200 
SO J 334 

10',,533 

20,736 
00,099 
75,776 
05; 0 6~ 
1,746 

38,623 

___ Q..L~~! 

tlg,( in~f.9.££§' 

$ 31,024 
4,949 

11,611 
10,317 
2,301 
6,432 

38 
9,363 

7 ,334 

2,543 
·1,512 

5,1,12 

3,160 
1, 73ll 
1,620 
2,992 
. 13 

9U 

!~9.!. 

$15,024,9!l4 
9,674,99 11 
St 506 ,lOU 
1,592,663 
1,334,567 

91.1:),550 
737,460 
662,0)0 
564,226 
443,'"00 
3:!6,~O'l 
1)7 I 744 
2tJ5,929 
230,049 
227/~40 
192,0613 
156,9H7 
131,051 
118,554 
116,050 
114,753 
108,551 
lU4,211 

03,169 
33,609 

__ ?'Q.~L§.~~ 

.E£f.££!l!: 

39.2 
23.9 
13.6 

J.!i 
). J 
2.4 
loU 
loG 
1.4 
1.t 
o. 1I 
O. 'I 
0.6 
0.6 
O.G 
O.S 
O •• 1 
O. J 
0.3 
O. J 
0.3 
0.3 
O. J 
(). 'l 
(J. l 

_l.:..~ 

l(JO.(] 
--,---

a/Includes ,04,507 [Ot Matinc Corps personnel DQsociotod ~Lth t,ainiog providQ~ 
- by the Navy. H 
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.i:,.Pl?£tlDI X II I A.!?P£4mrx II: 

RELATEU TQ FOBEIG~ TRAINI~G OURr~G FISCAL YEAR 1977 DUE 70 

DEFtC!E:~C!F.:S I~ THE :iOVE,'IllER 5, 1975, "Bre!il':; G:;r:JELt:;~ 

Desc::iotior. ..,. 
Military cetir.ement: 

Based on GAO com­
E=u~ed factor 

Based on Oet~nse 
factor 

!) if Eerence 

Civili3n benefits: 
Based on Civil Sen-­

ice COr.l:r.iss i':lr. 
factor 

Incli.lde<.1 by DeEense 

OlEfer .. nce 

~~ 

$13,154,043 

(8,597.3C6) 
~~ 

4,556,53; 

4,373, :50 
(1,371.403) 

3,001.847 

S 7,558,6134 

:1ar ine 
~ ~ ~ 

$2,590,104 Sl,~94,45i $63, ~5~ 

(l,HS,SIS) (1. 312,l43) ~ihlli} 

~£i 6il2.31~ .,. ...- '\ 

~ 

__ (SoL __ !.s) -1.~_J_ -----
----- -----

$ 971,28S, $ 662 1 314 ~:j,7::~ 

3 

~ 

..ll7,ri23,156 

tl!.,;d3,9~-.i) 

o,339;:jt:, 

';,3i3,::'50 
I L 371. ~()31 

3.00l,SX;-

$~,~';.l,~C7 
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APPENDIX IV APPENDIX IV 

FISC.~L YEAR 1977 

TUITION HATES FOR SELECTED TRAIN r:~G COUF.SES 

AS COMPUTED BY THE NAVY UNDER ITS FULL COST 

PRICLUG CRITERIA VERSOS TUITION RATES 

eSTABLISHED UNDER THE NOVEMBER 5, 1975, PRICI~G GUIDELINES 

Navy IS full November Percentage 
Course title cost criteria all ide 1 :!'·R-e"s decrea..§...Ei 

Aviation environNeni:al 
indoctrination $ 6,142 $ 4,687 24 

Avia tion instructor 
training 3,685 2,812 24 

Fli.ght 1'!structor 
tralning 2,457 1,875 24 

Primary (basic flight) 40,422 31,611 22 
Basic Naval flight 

officer 40,456 31,565 'j'j -.. 
Basic prop (multi-

engbe) 11,717 10,097 14 
Advanc·:d prop 

(mul':.iengine) 78,728 67,763 14 
Bas 1C lle1icopter 11;717 10,097 " ... 't 

Primary helicopter 11,439 9,997 13 
Basic jet: 121,227 114,133 6 
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APPENO!X V APPENDIX V 

eSTIW\T:;:O l\!·:OU:iT OF REDGCTIm;S I)i Rf,I:18UR5E:!~EUrS BY :Ht.ITA~Y t~, ___ .... ___ ........;. ______ • ____ _ 

A~PROPRIATIO~ OR MIsceLLA~EOUS BECEIP7S A£CCU~T 

APPLICABLP. TO FOREIGn MILITARY SALES TRAINING -.-
TO BB PROVIDED BY DEFENSE DURING FISCAL YEAR 1977 

Appropriation Miscellaneous 
Hilicary Military Operation and receipts of 
service oersonnel maintenance the Treasury r~o tal 

Air farce $ 9,458,296 $7,266,462 $13,842,403 $30,567,161 
Army 2,294,851 2,416,342 4,711,lS3 
Navy 1,2.58,057 1,161,669 2,594,407 5,014,133 
Mar ine 

Corps 37,855 2,569 75,5·iS 115,969 

Total $13,049,059 $8,430,700 $18,928,697 $40,408,456 
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THE DEPUTY SECRETARY OF DEFENS~ 
Washingtonl D.C. 20301 

Honora~le George H. Mahen 
Chairman, Committee an Appropriations 
Hause of Reor~sentatives 
Washington,~D.C. 20515 

" 

Dear Hr. Chaitman~ 

AUG 12 1976 

\ 

The House COMMittee on Appropriations Rephrt on the Department 
of Defense Appropriation Bill, 1976 indicated a CCilcern t:.hat 
the Air Force was neglecting to charge foreign countries the 
full cast of the training including a realistic share of th~ 
training base. The Senate Committee on Appropriations co~­
curred in this position. 

In view of these concerns, the Department of Defense (DOD) 
made a review of the pricing polic~ for charging foreign 
countries for training. A revised p.;-icing policy was issued 
on ~1overnber S, 1975. The revised policy required a char~e 
to the foreign student of a share of all cost at the tr~ining 
base, including su~h casts as ~alaries of instructor and 
training staff; supplies and mate=ials; aircraft POL and 
maintenance; a share of base overhead; and a charge for ~he 
use of base assets in~luding aIrcraft. 

This revised pricing policy which was made effective January 1, 
~976, resulted in substantial increases in mast Ai~ Farce and 
Army courses, for bath pilot and technical training. The mo~t 
substantial increases were in Army courses where the ~=evious 
policy had been to charge essentially "aut-of-pocket" costs. 

You can appreciate tha~ this sudden and substantial increase 
in prices had a drastic impact on the foreign countries wh~ 
were using our training programs. They had little or no 
time to make adjustments in their budgets for. students al­
ready scheduled into training. In mast cases, this has 
required substantial reductions in their inout of students. . ~ 

! have had several discussions with representatives of 
foreign governments with reference to the higher prices. 
Based an these discuseions as well as reco~mendations 
from severa! u.s. ambaasadors, the Chairman, Joint Chiefs 
,of Staff, and other DoD personnel, I have personally re­
viewed our ~]ovember 5, 1975, pricing policy. It is my C0Li'~ 
clus ion that it goes well beyond the in ten t 0 f your d irec·· 
tion since it fails to give any recognition to the military 
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and poli~ic~l benefits to be gained by the u.s. ==o~ such 
.. S' b f!' • 1" d ....... '1' trBlnlng. ucn ene_lts lnc uaa lmprcve reglona~ s~aCl.l:a-

tion and the lcss~nin9 of our reguire~ents for ov~r3e~s rle­
played force~. In addition, training is freque~tly an inte­
gral part of B package arrange~ent i~volv~ng the sale of 
hardware ~Ihich i~ many instances results in reauced costs 
for the u.s. When the items are being procured for the DoD. 

Therefore, I have dire~ted that two ch~ngas which are.dis­
cussed below, be made to our training pricing policy~ These 
changes will result in a 20-30~ reduction in tuition prices 
established by the November 1975 pulley bllt bti1l substan­
tially higher than those under our prior policy. Examples 
of the difference bet~een the price of several courses using 
both methods are attached. Under this changed policy, we 
will establish a fair price and recoup full cost ror training 
which will not require any subsidy from DoD appropriations 
nor adversely impact the traini,ng of U.S. students . 

. 
The first ~hange involves the pricing of military and 
civilian pay. The November 5, 1975, policy requires that 
a foreign student bear a straight pro rata share of the cost 
of all direct and indirect base oarsonnel who di:e~tlv or 
indirectly support the training ~rogram. Salaries ar~ 
costed using base pay plus acceleration rates for leave, 
retirement, medical, etc. In certain instances. the foreian 
student is absorbed into the training program without the J 

necessity of increasing the base staffing. The U.S. in­
structors and/or other personnel associated with foreign 
military training are highly trained assets which we can 
use almost immediately in any contingency. The costs of 
keeping these personnel in a high state of readiness are 
borne by the foreign nation~. ,For example, instructor 
pilots will augment our tactical fighter force after minimum 
check-out time in the weapon system and aircraft maintenance 
personnel wil~ augment mobility forces 'as our forces surge 
prior to mob~liz~tion of Reserve Forces. I believe that 
our pricin~ should give some recognition to this fact. 
~hile this could be done by the review of each course to 
determine the student staff relationship and making a 
judgmental cecision on the exact amount of the staff costs 
to be charged, it would be dn eno~mous task and could re­
sult in widely varying rates for similar courses. To 
insure that all courses are pricee on a consistent basis 
and to reduce the pricing workload. I plan on a pricing 
system that 'will give each course an equal basis for cha:g­
ing the cost of personnel involved in training. The re­
vised.procedure will exclude the acceleration factors for 
leav\~, holidav and retirement from t.he computation wh~n 
costing direct and indirect base personnel: 
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APE-E~~DrX VI 

The second change involves the use of 000 as~ets. CUt 
present policy provides for the recoupment of depceciatiQ~ 
on aircraft by the u~e of an hourly use charge which 13 
predicated on the cost or the aircraft and its usefuL lif~ 
expressed in flying hours. Depreciation for all other ~a­
sets used in training is reco~ped by meann of application ct 
a r~te of 1% to the total course costs. Depreciation on an­
sets used in foreign military sales, other than training, is 
recouped by application of a rate of 4" Tn order to bring 
the training method of recouping depreciation into ~grceement 
with the method used on other Foreign Hilitary Sales, the 
hourly use charge and the 1% rate are being deleted from our 
pricing policy and replaced by a 4% tate on the total cost 
of training. 

I plan to issue this revised guidance to be effective 
October 1, 1976, for the FY 1977 progra~. In view of the 
Co~nittee's continuing interest in our pricing policy for 
training foreign stUdents, as evidenced in your report on 
the 1977 appro~:iations, I want to keep you informed of our 
plan~led actions. 

Sincerely, 

Bill Clements 

Enclosure 

GAO Note: The same letter was sent to Senator John L. 
McClellan, Chairman, Senate Committee on A9-

.propriations 
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Exam~les of Price Chanoes 
lln thouscinds) . 

Pre 
5 NoV' 1975 

Prices 
Pricing Policy 

5 Nov 1975 

Air Force ., 
," -

Army -

Navy 

OPT (GAO no te ) 

OH-l Instructor 
Pilot Course 

Improved Ha¥lk 
Mechanic Sys­
tem Repair 

Ammunit.ion Of­
ficers Course 

Jet UPT 
Electrician 

Hate Class. B 

$140.0 

4.4 

2.3 

1.2 

337.1 

3.5 

..... -

3.3.1 

10.9 

3.1 

301. 2 

3.5 

~~O ncte: OPT me~ns undergraduate pilot training. 
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Proposed 
Revision 

$151. 5 

9.7 

7.0 

2.3 

230.1 

2.8 
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APPE~lDIX VIr 
APPE~D!X \iI:t 

UNITED ST~TES SEN~TE 
COM~1!TTEB ON APPROPRrATIv~1S 

NASHI~lGTON, D.C 20510 

A.ugu~t 16, 1976 

The Honorable William P. Clements, Jr. 
Deputy Secretary of Defense 
Washington, D.C. 2Q301 

Dear Mr. Secretary: 

Thank you for your letter of August l~, 1976, regarding 
a proposed revision in the current prices being cha~ged 
foreign customers for training their personnel in the U.S. 
training establishment. 

As you know, last year both the Senate and House 
Approl'r ia tions COffi."T1i tte'es expressF:!d cancer n tha t the Serv­
ices (in particular the Air Force) were neglecting to charge 
foreign countries the full cast of this training, including 
a realistic share of the training base. 

Last year's conference ~eport on Department of D~fense 
appropriations (Souse Report 94-710) strongly emphasized the 
neec ~o charge a realistic price to foreign cou~tries for 
training, and it included the following statement: 

"The conferees agreed that applicable 
Defense regu~~tions should be revised to require 
that Foreign Military Sales charges for pilot 
training include realistic estimates of the full 
and proportionate cost of training support, ba~e 
operations support; and training organization 
overhead". 

Subsequent to issuance of that re'port, the Committee 
carefully reviewed the new pricing guidance issued by the 
Cepartment. The Committee's report on FY 1977 Department 
of Defense appropriations treated this as an item of special 
interest and stated the following: 

...... .. - . 

"On November 5, 1~75, the DOD published new 
pricing guidance for all FMS training, including 
pilot training. This guidance provides for the 
recovery of the full and proportionate cost of 
training support, base operations support and 
training organization' overhead. Th~ Defen#se De'· 
partment w~nt even further and developeG art hourly 
cost rate for each type of aircraft ut~~ized in 
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on J~nuar:y 16, 1976. DOD intends to revi~~ 
Instruc:ion 2140.1 to include the 9~idance pro­
yided on ~ove~bet 5, 1975/ and the ne~ aircratt 
hourly u~e ratcz. 

"The Committe~ reviewed the rates being 
chargee for pilot training to foreign govern­
ment3 under the new guidance, and believes 
that the pricing methodology and the resultant 
rates ate responsi'l~ ~o its direction. DOD 
is to be complimented for its actions in this 
area. 

"To insure that the charges for training 
continue to reflect the full cost of such 
training for that portion of tha student load 
that is PHS, the Committee insists that any 
alteration in the present pricin~ policies 
which would cause any significant change in 
the charge rates be submitted to the Commit­
tee for spproval prior to implementation. 
This policy is to be applied to all categoLies 
of FMS training." 

The Comr.litteo might further point out that, because of 
the actions caken by the Committee last year and our strong 
feelings on t~is matter, it gave careful scrutiny to the 
rates established on November 5, 1975, and carefully con­
sidered whether they were adequate. Upon review, it was 
determined that 000 had complied o/ith the Committeels di­
~~ccion, and had finally begun to charge proper and realis­
tic rates. 

It now appears that, as a result of complaints on the 
part of aue foreign customers that prices are too high, 000 
has decided to make downward adjustmencs to a pricing policy 
specifically approved by this Committee. According to your 
lettQr, the changes will result in a 20-30~ reduction in 
tuition prices specifically approved by this Committee and 
deemed to be a reasonDlhe incerpretation of the direction 
contained both in Set :t6 n~~ort.94-446 and Bouse Report 
94-710. 

The rationale offered in your lette, for a reduction 
in the.present pricing policy is identical to the rationale 
offered 'in 1.976 and explicitly rejected by both the Senate 
and the Bouse Appropriations Committees when they reviewed 
these charges. 'Frankly, the Committee is somewhat sur­
prised that the Department of Defense is even contemplating 
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the subsidy o! Foreign Milita~y Sales customecs when the 
Congress long ago explicitly rejected the arguments ad­
vanced in favor of such a subsidy. 

The Committee must advise you that it strongly objects 
to the proposed revision in pricing policy. This would 
completely upset the careful work accomplished last year 
and again this year by both the Senate and Bouse Appropri­
ations Committees and result in providing a tEree ride" 
to many count~ieG under many Foreign Military Sales cases. 
Such a free tide is t-otally unacceptable to the Committee. 

If the Department should implement the policy out­
lined in your lett~rr the Committee would have no recourse 
other than to repeat the action taKen last ye~r in reduc­
ing the 000 appropriations by the amount that should be 
collected from FMS sales as a reimbursement. 

I 

Please advise me of actions taken:. in this matter. 

With kind Legards, I am 

JLM:ljm 
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Sincerely, 

John L. McClellan 
Chairman 
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COpy 

Congress of the United States 
House of Reoresentatives 

Committee on ioorotiriations 
Washington,-b.c: 20515 

August 25, 1976 

Honorable William P. Cle~ent~, Jr. 
Deputy Secretary of Det~ns~ 
Washington, D.C. 20301 

Dear Mr. Secretary: 

Al?PEmnX vI I 

This is in response co your letter of August 12, 1976, 
in which you conveyed to the Committee a decision to sub­
stantially r~duce the charges 11ade !or training foreign 
nationals at U.S. defense installations. The sizable cost 
to the United states taxpayer is evider.ced by the fa~t that 
over $140 million would be lost in reimbursements fro~ the 
few exahlple3 contained in your letter. 

It is the considered opinion ot the Committee that 
the pricing policies which went into effect on November 5, 
1975, in responSE to direction from the Appropriations 
Cotn..llittees of the Rouse and Senate sho'J16 remain in effect. 
The Committee has recognized and continues to recognize that 
the Unitec States receives many military and political bene­
fits as a result of providing training for foreign countries. 
However, we also are aware of the fact that the foraign na­
tions benefit from such training. If they had to undertake 
this training on their own it would be either more expensive 
for them or the training would not provide the same level 
of professionalism. 

If the f0reign governments receiving 'training or other 
manpower ir.tensive services from the Department of Defense 
are unable to pa~r the full cost, the required supp~r t 
should then be sl)ught from the Congress through rone Mili­
tary Assistance 'Program, and the Department of Defense 
reimbursed accordingly. The Defense budget is not to be 
used to partially subsidize the Military Assistance P~o­
gram. 

I must also point out that the sudden and substantial 
increases in prices which you mention in your letter would. 
not have been necessary had the Air Force and Army been 
charging foreign customers at rates comparable to those 
charged by the Navy. The examples contained in your letter 
show how Navy reimbursement rates were actually reduced 
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as a result of the ~ovember Sf 1975, revised pricing 
policies. This is a further indication that the N07a~­
ber 5 ~ates are not excessive. I must also point out that 
the Committee h~d in previous years recommended incre~ses 
in these charges, but little o~ nothing was done by the 
Air Force BPd Army. Thus, in the case of Air Force pilQt 
training it became recessary for the Committee to reduce 
the request by an amount equal to one-half the amount the 
General Accounting Office determined should have be~n ob­
tained through appropriate charges to foreign governments. 

Your letter points aut, and the Committee fully ap­
preciates, that training is frequently an integral part 
of a package arrangement involving the Gale ~E hardware 
which in many instances results in reduced costs for the 
U.S. when the items are also being procured for the De­
part~ent of Defense. However, if the Department continu~s 
to provide training, logistics, and other manpower re- . 
lated activities in support of weapons sales at fat less 
than cost to \:'''),. U.S. Government, the American taxpaye .. , 
and the u.s. e~0nomy is lOSing the financial benefit from 
the hardware sale. As you are aware, GAO has ex?anded 
its review in this overall area of reimbursements to 
foreign military sales. 

T.he Committee does not support your recent decision 
on this matter and considers the ~uidelines in your Novem­
ber 1~75 directive to be more in line with cur direction. 
The ~ommittee intends to closely monitor the ~stimates fcr 
reimbursable collections contained in the FY 1978 budget 
when it is received. Xt is the Committe~'s intention to 
reduce requests foe direct funding by amounts equal to 
reimbursements lost through failure to make adequate ana 
appropriate charges for services rendeced by the Departm.nt 
of Defense to foreign governments. 

.. 
Sincerely, 

George Mahon 
Chairman 
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