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COMPTROLLUI GENERAL OF THE UNITED STATFS

t1WQIIING1ON, D.C. 20343

It ~ ~ ~ ~ ~ ~ ~ ~ ~ 4ftL

IN IMP~LY
ptU" Ton B-156409

October 19, 1979

The Honorable Dan Daniel, Chairman
Special Subcommitteq on NATO Standardization, 4raor
Interoperability and Readiness

Committee on Armed Services
House of RepresegltativespQ n(hL UaJ'AoQ uLvtilnblo to publio rveduin;.s

Dear Mr. Chairman; V t? v e )
6t -~~~t

in connect'ion with our, corntirnuin assisa}iice to the
Special Subcommite'e, weothjve &lxarine 11R, 5500) f96h-en~wr,
1e-w&Pnts', the 'rfTO Mutual Support Act nof 197%W and wish
to offer our comments on the bil~, We undcrstaid that JbR.
5580 has been intrqcduced as a ppssible substitute for. IJ.R.
4623, about which wve provided you wIth detailed.,commrents on
October 11,,1979 (fl-156489)., O . ,

* -In\enera ;,.
In ge 6ralf we',co nider jii.58500 to'be a marked im-%.ij 

provement overH,R,,4623 beca,7se W&ts scope is much nArrowqr, goc'°
the authority to be 'conferred upo:ijth6,epptmept of Deroena
(DOD) is more clos4~y tailloreo to\ wIat h1 ba.s claimed it rjeds,
and the. bill conteipnjrproved co"ftt ls6ver the value oft\ the
transactionsfthat,~cani occur. N6everthe"les'ssoiibof our' cop-
corns ecpressedprQviousJ.y in connechtjonw' h th WnLo 4623 (Attd
H.R.¾12307{I!95th Ciiq Jg 2ndc Se055 renmii¾ ;4ndwetherefche
rhcorougldythat tqe .p~ues we ra'ted ear~liortie` explorede0

t ughlylwih DOD rpresentatis. In'acdit'.tonr\
authority 'tibe grantcd, by the bill\may'\significdatlyj afffect

ic, b4ATO reaninpssc ongress might want to r vie'w, how, the law
"a") has b oen i tplementee afty r some re6asonable'.period, TLnerebfore, e

the Subcommittee maywish to limit th)etduratiotn"of the-bill
to 3 to 5 years, so that a careful' ssessment of its UWs
could be made before itbjs extended.

S ction 2 of"tho bfji'l siouid eXempt acquisutions undev
t. h ebil~..rom varl¾ous provi"ions of laW0' I-le generally have
no objectdon to such exenptions, However, as we have pro-
viciusly flted, nOnb alrea'dy has authority to waive t.he proi-
visions oL\,:;the.Truth in Igqgotiation Act, 1&.A&SJaL2.3ktfl
and the re&'iirenent for Examination of Records by the Comp-
trollerGent\ral 1.0 U .S.C. 2311; the Cost Accounting Standards ¼
Board has ruled that contracts with foeign governmonts are.
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not subject to the Boards' rulevfald reguiations (See A
CP.R._n331,30(b)44U.p P~nrticulaily with r6spectv.to C .

~1 2J4'-,:- we cjuesti6ni the nc~ied for an' cxenp~tior., As thie law
now stands9 DOP has to make an af'irnatkve determination
that the waiver would be in the puflic interest and we see
.io compelling need to remove such ,requirnment.

wlth respect to the ter of pdt ien the
contract is with a fore.ign' government, Wq have eAperienced
sone difficulties in the pastAn obt.eMtniiguudit access to
any andn all DfOD1pocorrdc relating to sich co~tracts. Aacsr-
dingly, we wouald find it helpful. tf.'the.SubcQRnnlitt.ee made'
it perfectly clear to POP that the }6.. 6s pot tobe con-
strued as in any way impinging upon Oart auditt;Authority
under the Atp..sull-cratjaingAct, 1921 and other law,
and the conc6mitant right of access to DOD records.

Aswit~ten, no,". U.S. authority,,will 1k, aableA o audtst con-
tracts jlithNATO :ncb'ers, even where those ptrtte, in turn
issue cpnr,^6Cts.,to private supp!.iev's. Co:jsequent1,patdhere
is no dic heehanisi'fo assUrinq; that. e priiek PAid
ftre fair, and i-easonablt, It may be prudenh i.theteffoere, to
require.,that,,i4n connection with sunth acquisitiols the sup-
plying councryo ertify that-the priecs bding palbyithe
u,*;s are. as favor'ble anthose paid by the i.vpp$4npg courtry
fdr identical iteMs or: services, recogrsizfi'nghthat'?thbrv -
jnaib, be~p~rie diffd) entlials due to differing gpecificat;ons,
delii'vry.schedules4 jpointt8o£;delivbiey anc1nth9v like. Iat 1\>e*
the oasq of such diffetentjihls, the U.S .shou~gdbe antitled
to-have a6re8sonablc ucCCO;itihrg for and explana\ ionlof sfchI
differentials. Ir. addition, where the'supplyiAg bountzy\.is
in turn contracting wi'th apriviate lconcern, thK\. U. S.rgihduid
be able to call upon the buppiyictI'country forf;pudits of
such contracts, wherever appropriate. An auditatrangement
such as is in affect for the F-16 prograi would&be,,satis-
factory in out view.

In section 3(a), the authorit9 is limited ta forces '
"deployed in Europe and6adjacent waters."!' Because of the
possibility oi NATO activities outside of this strict
geographical area, the, Subcornritteo mav wish to add the
phrase, "* * * or deployed in any actions taken inaccor- I"
dance swith the North'.Atlantic Treaty."
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* eLtionr 3(b) provides for a limited extensi on of the
fut-hority, of the pill to transactions Xn or involving V
Canadi, We believe the Subcomnritt;,eehould iniwix2re Ef \IDOD
why this is necessary, DoesCanada have agteemenints with
othoer.NATO cuiintri'a which nay participate inactijv&t'JkeP
in Canrda? If the Subconmmittee cono1udes thit the pro-\
Visionl is watrranted, should it nsot be extendpvJ to dmbrae
also navral vesselh?

fSect-ion 4;'nets fnrt;h the methods of paynlst fo1 th&
transactions under the billj* AnLn: we rofet the SuWconr
mittee to. our prior s`rin ients rqgarding issues .'k valuatibn
and,cost recovexry. T4tvW'':ection' does not proved 'for', full
cost recovcry in that'it' Ss$'ant with regard t4 adlr4nis-
'E'ti-ve ,sexsrvices, As9et isi pharges- and other unfundid

coptats, .Tq~h&A.^mPsa Xxport Conrittj.l'Act (22 'tJ.S.C, 271(e)
provides thi~t prices. cha6er. foaeign goarernrntslnc uy.?e
appropriateo qnarges ,g cover} these costs. GAO hasi consis-
tently maintdllhed tahat thbre' hould be full-.cost recovery
for 'equipmentl nd services .und4r; FPr6ign'tlilitAry S116'rl"
(F14S) transac oions and believe'l that'\,simiaiat'charge(,azrre
applicable to ttrisferscontemplated 4pder th'is biU11% fl'it%
4trms Export Control Mcdt provides that' oseet use charges
and notirecurrihg costs of.research1 ,devpl6P1ent, andlxro--
duction' may be' reduced, orwaived'#6r pattlcilar 54105
thatl:would significantly advance United .States' itte'res't's
ita NATO Standardization or foteignt'qoyernment procurelnent,
in\thit United States under coproductLon'PtrrangementsK..,Tihe
Suicommittee may wish'to clarify whe'tfer thetran Vsfes ; ,
cornterplated by the bill under consdratloh woul'd'qtali.y
for such'a cost waiver.. Also, in vaiew\of.the moteJlimited
nat'ure',of the transactions contd'mplat~e by the bill, ,the \
Subcommittee may wish to consider pi-oviing for recip- Al
rocal. waiver of such charges, and of contract adninistration,
charges. ,.

$ubsectioni4(lA (A) (ii) incbilformlng%;to'provisons oft4,
the Arm'r Ex;port Control: Act, provides',that 'replaceernt' (rices
may E'5eiduced by. any depreciatton in'e vilue of supplies ?
sold. ,Considering the nature of the t'raiisfers contemplated '
by the. bill', CAO anticipates th'at such depreciation would <V

be rarely, if ever applicable. ,If it were, however,' how 7
would it be determined? . , ,,

Section 6 provides that. DOD'approprlations'can be : '-

replenished by receipt's for transactions under'ihŽ bi1ll. As
discussed in qur October 11, 1979e letter DOD would teed
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.to, rnodiy its existifrig accounting systocm.or develop a; Ned
system to assure proper crediting of receipts, especially
since payments through pffsetting balances are conteoijlated.
We believe that modification of existing accounting systeE1s
may be the best alternative, In anyj~case, DOD must asiure
that adequate accounting systems are in place before Iljple-
menting provisions of the bill and should seek GAO approval
of the system. M

Again,'too, wie question what elener,; within DOD wi14.
be responsible for implementing the bill and for monitoring
the transactions?

* Sectibn 7 sotbsannual ceiling amounts for transactiOns
under the bill. iWe Ebelieve this is a salutary provisiont
We read this is to mean that total sales may not be offset
against total acquisitions in order to stay within the ceil-
ings. If this is correct, report language tp that effect right
be advisable. 'l

Section 9'requires the Secretary otDefense tr,"prescribe
. regulations for implementation of the 'bill. We believe it-
wouldcbe appropriate for these regulations to detail the i-
terna1 control procedures to be employed.-

tlectiorn licontainscd1efinitions. We consider the difli-
tion lg (g<sthsupport, supplies, and services" to beah |
substalitia1 imptovementS over H.R.i 4623. We sugge'it, howwvet,
that the term "ammunitioiji be changed to "conventional.ammun-
ition," so as to take advajtage of the defititften of thatt
term, set forth in DOD Directive 5l6O.65i( Novemter 26, 1975,{

Lastlyr,, the Subconitfee may wish trl consider the inter-
relations'hie~betueen fl*45,5$3 and Section 11 QfH.R.. 3173,
the International 4Secur. c.y Assistance Act of 197iT wiTcIFTsh
IintendsA to faETiTrat_-cvperative crss -servicing arrangements
apong NATO mor'j *' .'

;WpIe trit the Foregoing is of assistance to the !ipecil
Subcom'Mittee.
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- -\\;.;- ALA' ng Comptroble'r General'','
of the Unift~d States *
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