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Mr. Chairman and Members of the Committee: 

We are pleased to discuss with you our review of the 

appropriateness of the procedures used to lease defense property 

to foreign governments. We are in the process of finalizing a 

report to you on this subject. 

At the request of your Committee, we reviewed the implementa- 

tion of the defense property leasing authority contained in 10 

U.S.C. $ 2667. This included an analysis of the countries 

involved: the type, quantity, and value of property leased: and 

the terms and durations of the leases. It also included an an- 

alysis of the extent to which this authority has been used to cir- 
. 

cumvent congressional controls over arms transfers and military 

assistance. 



10 U.S.C. 4 2667 authorizes the Secretaries of the 

Military Departments to lease nonexcess property when it is 

detsrmined to be in tha public interest or will promote the 

national defense. This section originates from Public Law 80-364 

which was enacted in 1947. It was originally intended to aid the 

industrial facilities standby programs of the military services 

following World War II by authorizing the lease of defense plant 

production equipment, and real property to private commercial inter- 

ests and State and local governments. Current leases of defense 

property to foreign governments under authority of the statute 

include rent-free and nominal rent leases of major weapons systems. 

The law, as enacted, required the Secretary of War or the 

Navy to submit a report of all leases entered into under the 

provisions of the act to the Congress twice yearly. Subsequently 

in September 1951, Public Law 82-155 repealed the reporting re- 

quirements of Public Law 80-364 to reduce the volume of real 

estate transactions needed to be reviewed by the Congress. This 

also totally eliminated the reporting requirement for ieases of 

property such as military equipment to foreign governments. 

There remained no requirement for reporting the transfer of mili- 

tary equipment to foreign govsrnments through lease agreements 

to the Congress until a reporting provision was added as a free- 

standing section of the International Security and Development 

Cooperation Act of 1980 enacted December 16, 1980. This was 

done as an effort to prevent further transfers of major military 

equipment property items to foreign governments without congressional 

oversight. However, leases can continue to be used to provide 
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property on a rant free or nominal. rent basis to countries 

ineligible to receive such property under the Foreign Assistance 

Act. GAO believes that transfers of military equipment on this 

baais are tantamount to grant aid which should only be authorized 

under the Foreign Assistance Act. The alternative is to sell 

the equipment under the Arms Export Control Act if the provisions 

of that Act are otherwise met. 

Use of Section 2667 
. 

Over the years, military equipment has been transferred 

to foreign countries primarily on a grant basis under the Foreign 

Assistance Act or through sales made under the Arms Export Con- 
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trol Act and predecessor legislation. In recent years, sales 

have incraassad as the Congress has reduced the number of countries 

to which military equipment could be granted (e.g., from 31 in 

fiscal year 1974 to 4 in fiscal year 1981--Spain, Portugal, Sudan, 

and tha Philippines). 

As mentioned above, section 2667, originally intended to 

permit the lease of defense equipment to certain public and private 

sector interests in the United States, has also been used to transfer 

military equipment to foreign countries. This has been particularly 

so in recent years. IA 1980, military equipment valued at $48.4 

million was leased rent-free to Turkey, Honduras, and the Dominican 

Rapublic. Ln January 1981, 6 helicopters valued at $5.9 million 

were leased rent-free to El Salvador. 

The value of property included in leases initiated during the 

period 1960 through January 1981, amounted to about $168 million. 
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This property consists of such items as aircraft, ships, and weapons 

production equipment. A listing of the leases made to foreign 

governments between 1975 and January 1981 is included in Exhibit A. 

Leases have bean made to North Atlantic Treaty Organization 

and other western countries as test samples to facilitate foreign 

military sales and also to test the performance of preproduction 

property under unique conditions found in those countries. The United 

States appears to have benefited from these leases as much as the 

lessee government either by facilitating a sale or prospective sale 

of a U.S. manufactured defense item or by gaining valuable performance 

information on property not yet put into production. Leases made 

for these purposes are not of great concern because they do not 

appear to conflict with the intent of the Arms Control requirements. 

However, most of the equipment has been leased rent free or at nominal 

rent to countries with weak economies to improve their defense 

capability which is tantamount to the grant aid assistance provided 

by the Foreign Assistance Act. A schedule showing the amount of 

property leased on a rent free/rent payable lease basis between 

1975 and January 1981 is included as Exhibit B. 

APPARENT AVOIDANCE OF 
APMS TRANSFER STATUTES 

The Arms Export Control Act property value thresholds for 

reporting transfers of pr-operty valued at over $1 million to the 

Congress, and the Foreign Assistance Act restrictions on countries 

eligible to receive grant aid military assistance have been avoided 

when property is leased using 10 USC $ 2667. The adoption of the 
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Arms Export Control Act dollar threshold in the recent legfslation 

will prevent further avddance of the reporting requirements in 

the Arms Export Control Act: however, the country eligibility 

restrictions contained in the Foreign Assistance Act can continue 

to be avoided. A publicized recent example of this is the rent 

fres lease of the six UH-1H "Huey" type helicopters to the Govern- 

ment of El Salvador to improve its defense capabilities. Another 

example is the rent free lease of defense property manufacturing 

equipment valued at $3 million to Turkey in October 1980. Other 

examples of this kind will be included in our report. 

INABPROPRXATE VALUATION 
OF LEASED PROPERTY 

Most often the value of leased property is based on an acquisi- 

tion cost that is often several years old and not equivalent to 

the cost for replacing the property or similar property should 

it not be returned. Property eligible for lease must be non- 

excess and is therefore, expected to be returned to U.S. inventories 

and used again at a later date. An appropriate method for valuing 

this property that is consistent with the provisions pertaining 

to the sale of property expected to be replaced is contained in 

section 21 (a) (2) of the Arms Export Control Act. This provision 

states that in the case of a defense article intended to be replaced 

at the time such sales agreement is entered into, the estimated 

cost of replacement of such article, including the contract or 

production costs less any depreciation in the value will constitute 
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its selling price. Air Force and Army officials have said 

that they believe reaplacemmt cost to be the most appropriate 

value to place on leased property but have not done so because 

of the lack of instruction on how leased property is to 

be valued. 

Property values based on acquisition costs much lower 

than values based on replacement costs could result in some 

leased property not being reported to the Congress. To 

comply with the recent requirement to report the lease of prop- 

erty valued over established dollar thresholds, the leased 

property value should be based on the estimated replacement 

costs. 

THE NEED FOR ACCOUNTABILITY 
AND CONTROL OVER LEASED PROPERTY 

There is no procedure or instruction that has been estab- 

lished by any of the Military Departments or the Defense Depart- 

ment that requires leases to be managed to ensure the lessee 

country complies with the terms and conditions contained in the 

lease agreements. As a result of this, the use, care and main- 

tenance of the property is not routinely verified during the 

time it is leased. Property managers within each Military 

Department often do not know how the lessee government is 

using the property or what care it is receiving. 

As a consequence of not having had an established standard 

policy for billing and collecting lease associated payments, 



officials cannot always datermine the status of lease payments. 

Officials said there is no present system or requirement to mon- 

itor lease-asso&atad payments to ensure that timely payment is 

made. 

Our final report will include recommendations concerning 

those matters which we believe will improve the congressional 

oversight on defense property leased to foreign governments. 
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E5MIBIT A EXHIBIT A 

Elsalvador 

IW llATE 

4 ea. WH-1H Helicupters l/16/81 

2 ea. UH-1H Helicopters l/14/81 

weapcms ~rcductiom Fquipnent 10/17/80 

lxlRATIoN 

1 F- 

1 yr. 

10 yrs. 

5 yrs. 

None 

LESSOR 

Al-by 

AW 

Navy 

VALUE 

$3,7oO,ooo 

FWWOSE 

Military 
Assistance 

El Salvador 

Daninican 
Republic 

+Awkey 

Iberim 
Atlantic 

-f?/ 

Netherlands 

BelgiUTl 

Israel 

LEAS~mmREIGNm~ 1975TIilKWHJANJARY1981 

ATA- 10/15/80 
-213, Yard Oiler 
-215, Yard Oiler 
ATA-208, Auxiliary Ocean Tug 
FleetOmanTug 
HarborTug 

Fixtures and Associated 
Eiquipnent 

2 ea. AN/BRR-3(A), Suhmrine 
RdioBmdcast Receivers 

72 ea. TER-9A, F-16 Triple 
Ejection Bala Racks 

F-16 Radar Test Ben& 

Destroyer (DW822) 

Bestrwyer (DD-842) 

10/7/80 

g/22/80 

9/15/m 

6/30/=’ 

6/17/80 

6/5/m 

6/5/80 

5 yrs. None 

5 yrs. Navy 

3mos. Air Force 

5y=* $14,017 Air Force 

5lIvs. $41,051 Air Force 

5 yrs. None Navy 

5 yrs. PJavy 
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$2,238,470 

$3,~,ooo 

$2,893,232 

Military 
Assistance 

Military 
Assistance 

Military 
Assistance 

$ 564,994 Military 
Assistance 

$ 22,920 

$ 90,ooo 

$ 129,456 

$ 612,104 

$8,416,666 

$7,858,562 

Guid Pm Quo 

Test/ 
Evaluation 

Military 
Assistance 

Test/ 
Evaluation 

Military 
Assistance 

Military 
Assistance 
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Korea 2 ea.C-47AircraftErgines l/15/80 4nvs. $257 Air Force $12,ooo 

Switzerland 
12/17/79 

Turkey 

AN/TRS-2 Platoon Early 
-ng syatm 

M48A5TankandAssociated 
Esuipnent U/6/79 

1 yr. 

5 yrs. 

2 ms. 

$10,155 

$224,030 $407,331 

Switzerland 

Sinsapore 

Pakistan 6 ea. T-37B Jet Aircraft 10/10/79 2 yrs. $191,088 

Turkey 

Norway 

ARS-25 Auxiliary Repair Ship 

84 ea. TER-9A, F-16 Triple 
EjectionBaribRacks 

70 ea. TER-9A, F-16 Triple 
Ejection~RacJw 

g/20/79 

g/25/79 

5 yrs. 

3yrs.2m23 

5 yrs. 

None 

,. $6,810 Air Force $151,032 

Demmrk 

Japan 

Philippines 

m-Y 

Spain 

Canada 

ITEMS RATE DURATICN LESSOR VALUE PurnE 

UH-6OA Blackhawk Helicopter 
(leased to Sikorsky Co. for 
Swiss use) 

10/26/79 $2,112 
per flicjht 
hour 

$4,477,332 

2 ea. AIM-9P Missile 
GuidanceccxltrQ1sections 10/19/79 3mx. $224 Air 

Force 

Air 
Force 

Navy 

$ 24,000 

$ 997,266 

$2,515,481 

g/7/79 $19,686 Air Force $125,860 

AirTransportableHydrant 
RefuelingSys~em 

AFDL-10, Floating Dry Lbc?c 

NAVSTARGlobalPositionitq 
system 

1 Im. 

5 yrs. 

lyr- 

$220 Air Force 

None Navy 

$ 29,300 
8/27/79 

8/22/79 $639,150 

8/20/79 Air Force $ 500,ooo 

4 ea. P-3A, Jet Aircraft 6/22/79 3yrs. 4 nm. $2,%2,333 Navy $13,232,%4 

AN/SSR-landOE82A 
Camxmicaticms@lectmnics 
system9 4/13/79 1 yr. 
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Navy $103,cmO 

Milj.tary 
Assistance 

Test/ 
Evaluation 

Military 
Assistance 

Test/ 
Evaluation 

Test/ 
Evaluation 

Military 
Assistance 

Military 
Assistance 

Military 
Assistance 

Military 
Assifkance 

Test/ 
Evaluation 

Military 
Assistance 

QuidPm 

Military 
Assistan& 

Test/ 
Eval.uation 



FURPOSE ITEBS rxYrE INRATION 

Ml98 Pmkckype 155 m Hcadtzer 4/29/79 81103. 

AN/PSC-3 Satellite 
CarmicationsTerminal 
asuipllent 3/g/79 

31ea.Tmdcs,1ea.AITim- 
latIc%13ea.cargo 
Trailers, 2 ea. Water 
Tanks and 10 ea. Radio 

2/28/79 

Air Transportable By&ant 
Refueling system 

2/a/79 

l/23/79 

5 ea. L?W 57/A and LAU 58/A 
'Missile Launchers and 

- &3sociat& Equiw l/12/79 

100 ea. TER-9A, F-16 Triple 
Eje&i.tmBa&Backs l/1/79 

1 yr. 

2rms. 

2 yrs. 

10 days 

1 m. 

3 yrs. 

Test/ 
Evaluation 

Quid Pro 
c?uo 

$ Netherlands 

Australia 

XH-65A Pkveridr Missile 
mm 

None Navy 

EnglaIId 

$485,060 

$ 48,ooO 

$ 29,300 

Military 
Assistance 

$10,211 

None 

$129 

New Zealand 
Military 
Assistance 

Navy 

Air Force 
JP 

Test/ 
Evaluation 

Canada 

* 12/15,'78 

$252 

$17,613 

$23,184 

Air Force 

Air Force 

Air Force 

$108,~ 

$179,800 

Military 
Assistance 

Military 
Assistance 

Test/ 
Evaluation 

lyr. lOlIDs. $26,218 

77ea.NikeHercx1le1~Warhead . -8 8/10/78 
Military 
A8SiSt~ 4yrs. 

4 yrs. 

4 yrs. 

$29,722 

$147,467 

$ 98,311 

$74,305 

Jordan 

Jordan 

3 ea. T-37B J&Aircraft 7f 22178 Air $ 498,633 
FOE% 

Military 
Assistance 

Air $ 332,422 Military 
Force Assistance 

2ea.T-37BJetAircraft 6flOf78 
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Saudi Arabia 

Ecuador 

Sweden 

Australia 2 ea. APU-128 Cuqmters 

Jordan 2 ea. T-37B Jet Aircraft 

Ierael 105 mn Artillery Anmunition 
Repair EsuiEment 

Ecuador Camunications@l&ronics 
EquiW 

Saudi Arabia 

M76 R&eye Missile System 
TestEquipilentandSpare 
Parts 

AN/m-39RadioTransmitthg 

WM-65A Maverick Miesile 
Helicopter Mamting 
nguipllent 

6 ea. Mlo4Al 155 rim Self- 
PrcplldHoRtiteer8, 
6ea.%48CargoCmrier8, 
andAssmiatedEQ&mmt 

RATE 

S/4/78 

4/S/78 

4/15/77 

2/4/77 

l/6/77 

12/x)/76 

11/10/76 

6/U/76 

S/27/76 

DURWICN 

lyr. 6 ms. 

5 yr8. 

2yrs.8~~. 

8110s. 

1 yr. 

lyr. 6mx 

5 yrf3. 

3ms. 

2yrs.8ms. 

$29,551 

$3,200 

$1,632 

$37,276 

$4,483 

$93,339 

LESSOR 

$235,600 

Navy $2O.o00 

Air Force $26,218 

Air Force $ 3,184 

Air 
Force 

$ 332,422 

$629,135 

Navy $74,370 

$410,923 

$2,777,592 

PWWCSE 

Military 
Assistance 

Military 
Assistance 

Test/ 
Evaluation 

Military 
Assistance 

Military 
Assistance 

Military 
Assistarlce 

Military 
Assistance 

Test/ 
Evduation 

Military 
Aesistance 
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Pakistan 

Israel 

ITEW 

17 ea. T-37B Jet Aircraft 

FALNC Artillery Fire 
Direct&n Control Caputer 
system 

Jordan 

Bolivia 

6 ea. T-37B Jet Aircraft 

Cammmications/Electronics 
mipnent 

@hisisaNAT0 c!ammdlocatedinLisbon, 

DWE 

U/12/75 

11/l/75 

g/7/75 

7/g/75 

Portugal. 

WRATICN 

4 yrs. 

2yrs. 6imc3. 

lyr. 6ms. 

10 yrs. 

lwrAL 
EWRPCSE I__ 

$893,520 Air $ 2,825,587 Military 
Force Assistatlce 

Am $ 

$167,742 Air $ 
F0rCe 

94,548 Military 
Assistance 

997,266 Military 
Assistance 

None Navy $ 14,000 Military 
Assistance 
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EXHIBIT B EXHIBIT B 

PROPERTY LEASED ON A 

RENT FREE/RENT PAYABLE BASIS 

Durfng the period 1975 - January 1981, the value of property 

leased for other than to obtain performance information and to 

facilitate a foreign military sale, on a rent free basis was about 

$58 million. The following table shows the value of leases of 

this type made each year calendar year 1975 - January 1981: 

1975 $ 109 $ 3,823 $ 3,932 
1976 704 2,778 3,482 
1977 0 336 336 
1978 20 1,141 1,161 
1979 3,203 15,687 18,890 
1980 48,386 3,304 51,690 
January 1981 5,938 0 5,938 

Total $58,360 $27,069 $85,429 

Rant free Rent payable Totals 

-----------------(OOO omitted)----------------- 
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