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COMPTROLLER GENER AL OF THE UNITED STATES
WASHINGTON, D.C. 10349

N REPLY

. " pLFER TO: B~156489
October 19, 1979

The lonorable Dan Daniel, Chairman :
Special Subcommittes on NWATO Standardization, ] G

Interoperability and Readiness ‘Q‘EORJOI
Committee on Armed Services

House of Represeatativespy pgt mako avallable to Bublio pesding -

Dear Mr. Chairmans Eﬁmmmﬁ} N

In connection with our, continuin assistafice .to the’ ,
Special Subcommittee, we'have exanined H.R, 5580, 96th—Cong~,
lat—SHessw), the "HATO Hutual Support Act of 192§F”ana wish
to offer our comment3s on the bill. We undervstahd that H.R,
5580 has been intrqduced as a ppssible substitute for H.R.
4623, about which we pzovided you with detalled commonla on
Octobar ¥1,.,1979 (n 156489)'? \x o -

In gendral, we consider H. R. ann to be a narked tm";w, €
provement over H.R. 4623 becaiSe its scope is much: narrowdy, peeo®
the authority to he confurred upc \the Departmept of. Dexenae° :
(DOD) is more close;y tailored tokwhat ir has claimed-it; Qeeds,
and the bill. contaipa improved controls’ over the: valua ot the
transactions-thatican occur. Neyerthelessysone. of our POL ~
carns expressed previouuly in connection’ wlth HiR. 4623 (and
HeRe: 21607 95th Cdnq., 2nd Sess. ), remain;. ﬁnd wea' therefole‘
recommend thaL the lasues we ratsed earlierihe, explored |
thoroughly‘with DODarqpresentatiues. In’ additton,xulnce the
autihority 'to'be granted by the billimay\significdntly: afféct ...
,~NATO readinass, Congrgss might want ‘to review. how the law’
has been inplemented qfter sone réasonable’ oerlod. Thercfore,
the Subcommittee may wish to limit the. duration of the: bill
to 3'to 5 years, so that a carefal assessment of its usu
could be made before ituis extended._ . N

. Saction 2 Oof the bi!l would exenpt acquis!tions under
the Lill, from various provisions of law. .VWe generally have
no- objec?ion to sich exemptions. However, qs we haye: pre~
viously npted, non already ‘has authority to: waive the pro-
visions oLy the Truth in Nﬁgotiation Act, l__uLS*C*_ZJQniil
and the requlrenent for Examination of Records by the Comp- .
troller. General, JO U.S.C, 2313; the Cost Accounting Standards
Board has ruled that contracts with fo;eign governments are
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not subject to the Board's ruleg: afnd vegulations (See 4
CCeF Ry 331,30(b)(5)). Particularly with respectito 10 U.S.(.
2373, ve questish the peed for an cxemption, HAs the law

now stands, DOD has to make an affirmative determination

that the waiver would be in the public interest and we see
no compelling need to remove such & requirenent,

. R \\ R vﬁ: .i‘ )
) With respect to the matter of apdit, vightsiphen the
contract is with a foreign government, ve have sapetriepced
sope difficulties in the past in obtaining Wudit access to
any and all) DOD Zecords relating to suech coﬁgracts. Accor—
dingly, we would find it helpful if. the:.Subcommitteec made
it perfectly clear to poD that the bill-is pot to,be con- - »
strued as in any vay impinging upon oux aundit' authority .
upder the Budget and Accounting Act, 1921, andfpther law, \ |
and the concomitant right of access to NOD recoxds. : 2
» ' Cow L \! Ct N l o

As written, no.uU.S, autbé%ityﬁwilL‘ﬁe ahlei&p audit con~ -
tracts yith NATO menbers, even where those partieg in zurn = - N
issue coniracts to private supplievs. Consequently, there
is no diréétimebhan;§m§for‘asaUrinQchat.ﬁ e pri¢g§fpdid. noos
are falr and reasonable, "It may be'prudent;; therefyure, -to 3

=

. require that,in connection with sugh acquisitions; the sup- b
plying coun{ry certify. that the priébs‘béidQ;paid$bygphe . |
UQSs“aregas,faVOrﬁblejégfthose paid:by.the;qupplying*qouﬁtvy
for identical items or. services, recognizingxthatithere i

may;he.price differentials due-to differing gpeéifféaﬂ&ons, S

delivery-schedules,; points of delivery and the like.. In ., "

the case of such differentjals, the U,8, should/be 2ntitled

to -have a:reasonable-accounting for and explanaiion-of sych

differentials. 'Ip addition, where the 'supplyipg countiry'is .

in turn contracting with aoprivatefhoncern,”thq+Uﬂs.hﬁhOUIG .

be able to call upon. the supplyihg country for;audits of :

such contracts, wherever appropriate. An audit’)arrangenment
such as is in effect for the F-16 program would'be.satis-
factory in our-view, " R a )

R NTR T L R 3
. In section»ﬁ(a),ﬂﬁhe authority is ‘limited té{forces o

"deployed in Europe and adjacent waters,! Becausg of the

possibility of NATO activities outside of this styict .

geographical area, the Subcommittec may wish to add the o

phrase, "* * * or deployed in any actions takern inaccor- ~i. ° -

dance vwith the North Atlantic Treaty." | : . N

.'?"" .' 2 - LT v ‘ ‘\‘\
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SeLLion 3(b) provides for a limited axtensxon of the
aurhoritv of the'pill to transactions in or involving \
Canada,  We bglieve the Subcommittiee should 1nQu1re of\DOD
why this is necessary, Does Canada have agreements with
other. NATO conntriau which nmay participate in activ.t‘ea
in cangda? If the Subcommittee concludes that the pro-!
vision is warranted, should it not be extendad to enbra&e

lso naval vessels? -‘ o C 1 ﬁ

Section 4. aets tovth the methods of paynwut fo" the
transactions under the hild, Again~ ve rofer, the Subcom~
mittee to our prior <oiments rqgarding issues oﬁ valunation

‘and, cost recovery. Th‘snﬁection does not providﬁ for, full

coat recovary in that itiis. silent with regard K¢ adnlnis~

trative qetvicea, gspet” uSP onargeS, ‘and other “ﬂf“nd@d

costs, . The,ﬁ;ms Export Cont¥ol 'Act '(22-0.S.C, ?ﬁl(e)l
provides. that prices charged foveign gowé?ﬁﬁéﬁts“fncIu
approrriate’ qnavges &o cover: theae costs, GAO’'has' consis-
 tentkly naint&lned that there' 5hould be full”'cost recovery
" for’ equipment\and services undex Foxeign: Nilitary Sales
‘(FHS) Lranaaclions and believen that\simixar'chargeﬂware
applicable to transfers contemplated upder this bilr‘ The

arms Export Control Act provides' that hsset use charga& | ‘.
ﬂnd nonracurring coits of research, development, angd pro-
duction' may be reduced or‘walved Tor. paqticular sales -,

that would significantly advance Unitea States” interests

in NATO Gtandardization or- forelgn qoqergpent ‘procurement

iny the United States. under: coproductgon arrangementa.sThe . o
Suhcommittee may wish'to oclarify whevner the’ transfews g:'; :
contemplated by the bill under consideration would, quali\y |

for such a cost waiver, ., Also, in view of .the more limited
nature'.of the transactions contemplateq by the- bill, ‘the |\
Subcommittee may wish to consider proviéing for recip- \\
rocal waiver of such charges, and of contraut adnlnisrratxon
charges. . _ , _ o ,L B ”: Fﬁ

P ubsection 4(1)(A)({1), in, conforming to provisions of"

the Arms. Ehport1ControJ Act, provides that’ ;eplacement pricps
may be reduced by any deprec1ation in” the value of supplies . -
sold. Considerin the nature of the transFers contemplated | M
by the, bill, CAC antic-pates that such depreciation would t
be rarely, if eveir applicable. If it were,. however, how oy

would it be determined? 5o o .w S

,, Iy Ay
e

Seation 6 provides thgt DOD - approprlations ¢an be B
replenished by receipts for transactions under-the bill As
discussed in nur October 11, 1979, letter DOD wou]d heed o

T
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.to modify its existing acoounting system. or develop new

aystem to assure proper crediting of receipts, especially
since payments through offsetting balances are contenplated.
We belleve that modification of exishing accounting 'systems
may be the best alternative, 'In any;case, DOD must assura
that adequatwe accounting syastems are in:.place before ipple-
menting provisions of the bill and should seek GAO approval
of the system. S ﬂ

Again, too, ve question what elepen’s within DOD wiil .
be respoiisible for inplementing the bill and for monitoring
the *rensactione? . , ; _ }
Section 7 setd apnual ceiling amounts for transactipns
under the bill. We Felieve this 15 a salutary prcvisiony.
We read this is to mean that total sales may not be offset
against total acquisitions in ordexr to stay within the ceil-.
inge. If this is correct, report language to that effect might
Le advisable. i

. ' ) 1[ \ o il

Section 9 requiree the: Secretary of“Defense te: preac&ibe
regulations for implementation of the bill, We believe iti
woulcl be appropriate for these regulations to detail the in—
ternal control procedures to be. employed.-

. ﬂpction liécon;ainBVdefinitione. We consider ‘the defi%i-
tion og "leogist %xsupporﬁ, supplies, and services" to be a |
substaptial imptovement over 4623, We suggest, however!,
that the term "ammupitiop" be changed to "conventional. ammun-
ition," so as to take adventage of-the definit&pn of that .
term set forth in POD Ditective 5160 65“ Novemtjer 26, 1975,

As : N

Lastly,;the Subconnitree may wish tn consider the inter—
relationshi s belbicen H.R./5580 and Section 11 Qf H/R.. 3173,
the. International: Qecuricu Assistance Act cf 1979, whicﬁ is -

'“lntendnn to fac*ITTate*chperetth cre*euservicing arrahgements

ahonq NATO mehﬁevs.

¢

J'_‘.

we truet the toregoing is of assistance to the 3pecia1
Sabconnirtee. i i
N ' l\i i ey gt
Sin”ereﬁy youra, -

(8% la’ A 'i " . A )'

| o )Z(J’]‘—"\/{ Rl
L of the. United States * i,
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