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CHAPTER 1IV. BUDGETING AND PLANNING

Initial Funding: Use of Agency Reserve

There ﬁvas no directive from ixigher authority spelling out
funding_ sources and re sponsibili‘ties, as be‘tween CIA and the Air
,For_cAe,‘ for carrying out thé reconnaissance project. Acting on the
verbal approval of the President that funds from the CIA Contingen.cy
Rese-rve could be used, the Director of Central Intelligence initiaied ‘
n‘egotiations’ for felease of funds with vthe Bureau of the Budget. .

On 27 December 1954, Mr Bis;selll delivered to the Director
§f the Budget, Mr. Rowland R. Hughes, a.letter from Mr. Dulles

requesting release from the Reserve of $35 million for the procure-

v project, Mr, Bissell--explained' the nécessity to sign contracts i)rbmptly v
Qith. suppliers éné outlined the form of contract being negotiated and |
_ fhe pa;rt played by the Air Foréé in quking out the arrahgements.
Mr. Hughes saw no problem but wished to consult with the Chief of the
International Division; Mr ‘Robert M. Macy, who wé.s principal
liaison officer betWeen-the Bufeati of the Budget and CIA. Mr. Ma?:y
: ha.d a further discussion with Mr. B1ssell and Colonel Whlte, and-

" having satlsfled hnnself of the approprlateness of the use of the Re-

 serve for a type of procurement not hitherto unde rtaken_ by the CIA,
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he advised Mr. Hughes affirmativeiy in the méttér and the £unds'Wer-e .
made available on 29 December 1954.

The initial $35 million was almost'fu].ly committed to. the pro-
curement of airframes, phétographic and electronic eq'uipment, as
spelled out iﬁ the f’roject Qutline (Annex 10}, By the end of June 1955,
only six months later, commitments for Fiscal Year 1955 ;otaled

" more than $32 million ($800, 000 of which represer;ted constfuctiori,'
op;ra.tidn and maintenance at the test site for ‘W_hi?:h no allowance had
' ~ been made within the initigl $35 million). |

The provisions of Public Law 81-110, Section 8(b) were invoked
as a security precaution with regard to expenditures under. the princi-
p‘alcontracts' as well as the agreerﬁent with the Atomic Energy Com-
missior; for cbnstruction, operation and mainteﬁapce of_th‘e,tést sité. V
The first part of this péovision'extended to the Agency the authorify
tov.e‘xpvend funds without regard to law and fegulafioﬁs for Agency
functions. The second part ,extendéd to-‘ the Agency authority to 'expeﬂnd
funds for bbjects of’é. cﬁnfidential_, e;;;craofainary-,, or emefgency
nature, without review by the éenéral Accou-'nting Office, whéh so
| c‘:erti.fied‘by the Dire'civ:or.

Speaking about the use of the Agency Reservé for projecfs #uch
a.vS’AQUA'I.‘ONE; Mr. Bissell in lé65 remarked that the Agency should. | '

. | v . ;
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‘August 1955 left some uncertainties in the early bﬁdgetary exercises

dated 27 December 1954, wrote:

TOF SECRET

learn that the Reserve is a potent weapon.

"f you want to be narrow about it, youv can say it is
a potent weapon for advancing the interests of the Agency.
If you want, as I rather prefer, to speak as a citizen, it
is a potent weapon for getting something moving fast if the
national interests ever call for it... There were then
people around Washington who were willing to get things
moving fast, but there wasn't anybody else who could, and
more than once the Agency's Reserve made exactly this
kind of thing possible.' 1/

Air Force Support

The understanding from the beginning of the joint effort had
been that the Air Force would supply Government Furnished Equip-
ment (GFE), including forty jet engines, technical advice and per-

sonnel. The fact that the joint agreement was not signed uhtil
as to who would pay for what. Mr. Gardner, in a letter to Mr. Dulles

"] assure you that the Air Force is keenly interested
in this development from the point of view of its own mission
as well as yours, and to that end is furnishing the engines as
part of its contribution and w111 provide such other assxstance
as required.' 2/

S A R R R 5 A S

1/ From notes on Mr. Bissell's “Dihing In" Speech -Qf 12 Octobér 1965.‘

2/ Letter from Mr. Trevor Gardner, 27 December 1954, to the
Director of Central Intelligence {(Annex 19). : :
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Mr. Bissell had listed for a meeting with General Twining
on 7 March 1955 the contributions he believed the Air Force -Qould |
have to make, the more important of which were: (a) Continued help.
in the whole development and procurement process in the form of
judgment, services of many kinds, and equipment; {b) help in the
selection, testing and training of pilots; (c) the services of a number
of competent officers (say 10 to 20) to help in the actual conduct of
operations; (d) the. use of certain Air Force facilities abroad and
cover at fhose bases; and (e) supportvduring the o.pe‘rational phase
in many forms including transportaﬁon, iﬁtelligence, weather in-
formation, and housekeeping. "

The largest single item for which the Air Force had accepted
funding responsibility, the jet engines, pre.s“ented several problems, '
according to Col. Ritland: (1) The tptal cost .of $18 millfoﬁ was hard
to bury in the Air Fdrce budget; (2) the Air Force, as a result of
fﬁrnishing these engines for the U-2, Would. not be aBle to equip
one squadron with F-100's, tﬁué delaying the compl'etion‘of the
137-wing program; and (3) the total producfion of the J-57/P-31 series
of engines was due for delivery to Martin Aircraft fdr the USAF's
modified Canberra prograzﬁ (BLACK KNIGHT), and an explanation

would be required when they were delivered elsewhere. The task

4
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of making these explanétions and justifications fell to Mr, Gérdner

'a.n‘d, General Putt and was accomplished withéu_t serious reée’rcussions

through bri.efings of key officials in the Air Force and the cooperation

of Pratt & Whitney officers and eﬁgineers in the cover story on engine

. delivéry‘. | |
Early in January 1955 a complete 1isf of aircraft-as sociated.

GFE was furmshed by Lockheed and a list of photographlc GFE

(a;nountmg to approxlmately $1- 1/2. m1111on) was furnished by
'Perkinv—_Elméar. The aircraft hstlwas turned over by General Puttis
V'ofﬁce to Colonel Gerald F.V Keeling of the Deputy Chief of Staff,

Materiel's office, and he began work immediately ai‘ranging for

It was decided, principally for reasons of security, that t:he Agency
would procure the photographic GE‘E frc.;:m Air Fﬁrce depo_t stocks
‘through its normal channel (i.e., the Air Maritime Division/DDP‘
to Air Force Intelligence). ‘The amounts of this equipment ordered
by Perkin-Elmer appeared exce s‘sive an& after delivery of a large ‘
quantity to the .sub.czon’.t’ractor (Hycons, much of it h.a,‘d to bé returned
to Air Forc;a‘ stocks as unneeded ‘o.r unsu‘itable‘ for pioject cameras.
Instead of $1-1/2 million, the éroject budget 'a‘v,t‘ the_en&- of 'Juhé 1955 '
'shoﬁéd only $315, 000 ,‘commi"tted fof photographic GFE |

: - 5 .
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Althqugh there was no agreement in force until August 1955
Air Force support was forthcominé from the beginning of the year,
not only in the provision of GFE but in the areas of research and
deirelopment, aeromedical and weather planning, provision of per- |
sonnel, and the setting up of the test site. After the joih’; agreement
was signed, this support broadened and included the selection and
training of primary mission pilots and other éadres; logistical and
operational support of all kinds in the deployment of detach:x;.ents
to overseas bases and in the staging of missions; targeting require-
ments apd intelligencé; and supiaort for the system set up.fo handle
the intelligence obté,inéd. -Most of these lareas of support wﬁl be
detailedvin ;ut;sequent chapters.

The timely and successful accomplishmenf of the Air Force

contribution to the U-2 mission was engineered by the Headquarters

- USAF Project Officer, assisted by a small staff of Air Force offi-

cers, aéting in the name of the Air Staff. The position of Project
Officer was held in turn by: Colonel {now Brigadier General)
Russell A. Berg, 1955-56; Lt. Col. (now Brigadier General) Leo P..

Geary, 1957-1965; Colonel Clason B. Saunders (now retired),

©1965-67. The positive énd'aggr_essive approach of this small

staff (particularly du’rin_g General Geary's tenure) toward fulfilling.

6
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project support requiremehts and solving related problems, greatly

facilitated the accomplishment of the joint mission.

In preparing Status of Funds Reports in the early days, the

Pr'oject Comptroller, at Mr. Bissell's behest,

had attempted to include figures on the USAF share of project costs.
Finding this a cumbersome task, and almost meaningless in that in-
sufficient figures were available to him to give a reasonable estimate

of Air Force participation, he requested that the practice be dis-

continued, or else that the Air Force be requested to provide current

and factual cost information. advised against the latter

Central Intelligence Agency Act of 1949 (50

Withheld under statutory authority of the
U.S.C., section 403g)

since he felt the Air Force could very well request in turn that Agency

bcost data be furnished the Air Force and unless there was assurance
that such data would be rigidly controlled, he did not feel that it
should be released.

At that point the effort to document Air Force contributions
to the project in dollars along with Agency costs was discontinued.
One rough estimate was prepared from incomplete figures provided
by Lt. Col, Geary cove:ing the two year period July 1955 thréugh
July 1957, and showing total major mat‘evrials provided at $18, 527, 232
and operating éosts at $4, 016, 215 for a total of $22,543, 447, For |
purposes of a high level brief;ng by the Director at the end of

, : v ,
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March 1956, Mr; Bissell estimated total costs of the pr;)ject from
‘inception through FY 1957 (not broken down between Agency and
Air Force) to be $73 million for major materials and $25 million
operating costs, for a to';al_of $98 million. | (A break-down by
items of these two estimates is shown in Annex 20.)

Project Comptroller

In the first months of the project the Agency Comptroller's

concurrence or approval was obtained on contracts and other obli-

gating documents originating with the project, but by March 1956

the volume of work being generated was such that he could no longer

cope with it and he therefore recommended

to be official representative of the Comptroller's Office, to handle
the financial and related functions of Project AQUATONE,
Mr. Bissell concurred. in the appointmen‘t.ofl_—_—la.s Project

Comptroller and Certifying Officer, appropriate bond was set, and

Central Intelligence Agency Act of 1949 (50

Withheld under statutory authority of the
U.S.C., section 403g)

the delegation of authority issued on 12 May 1955 and circulated to

appropriate officials of the Agency.
At a later point in the history of the project, Gen. Cabell
raised the question whether contracts and other financial documents

requiring the Director's signature should not first be signed by the

~ Handle via BYEMAN
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Agency Comptroller, himself, rather than by a member of the

AQUATONE staff. Mr. Saunders, the Comptroller, said he had

complete confidence in the abilities o and other personnel

assigned from the Comptroller's office to the project staff. .

Mr. Bissell added that he was confident certification

was in all cases completely supportable by appropriate documenta-
tion and most conservatively given, as confirmed by the Agency

Auditor-in~Chief's review. It was agreed that no change would be

Central Intelligence Agency Act of 1949 (50

Withheld under statutory authority of the
U.S.C., section 403g)

necessary in the current arrangement.

The problems relating to budgeting for AQUATQNE {and
successor organizational entities) were complex enough due to the
many phases of the project where no previous experience availed
for guidance; but they were complicated by the constant change of
pace imposed by the international political situation, which became
the controlling factor in securing permission to operate.

First Budget Presentation: FY 1955-56

On 18 July 1955 the operational requirements for FY 1956
were presented to the CIA Comptroller along with a ta,buiation of .
commitments for FY 1955 (see Annex 21 for figures). In the prepa-

ration of these first estimates there were naturally items on which

9
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Withheld under statutory authority of the

Central Intelligence Agency Act of 1949 (50

U.S.C., section 403g)

costs would only b.e learned through experience. Included also were
éubstantiél add-on's not covereci in the originalAProject Outliné:
FY 1955 obligations of $2. 3 million and an additional $5.1 million
for FY 1956 representing the devélopment and _i)roduction of a
communication and navigation system for the U-2, a radar pho-
tographic system, photographic.processing., construction of a
domestic test site, and ground support at overseas bases.

These estimates were presented to the Bureau of the Budget,

represented by Mr. Macy, on 20 July 1955, and defended by

Mr. Bissell, Col. White, Mr. Saunders and for CIA.

The principal single item questioﬁed by Mr. Macy was the

$3. 5 million for development of a radar photography system. He
was aésured by Mr. Bissell that all possible precautions were being
take_n to preclude any duplication in development of project equipment,
é.ll of which was being closely coordinated with the Air Férce. The

original project proposal had indicated that research on the equip-

ment to be procured had been completed in large part; however, it

was obvious that in the drawing-board-to-operations type of project
which ev_olved there would be résearch and development co_sté, )

though some were difficult to separate.

10
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- Mr. Macy's greatest concern in approving.the FY 1956 budget

- was in regard to the over-all authority for the project. He noted

that the original conceptv had changed somewhat in the six months

of the project's vlife, aind he wanted to assure himself that those
responsible were not exceeding their authority, Mr, Bissell pointed
out that discussion had been held with the President not more than
fiv__g days before b'y Mr. Allen Dulles, and that the President was
'sj:ill most interested in and continued to sanction the undertaking.

The efforts of the Bureau of the Budget to keep thé project
within the bounds of the original concept did not end with this meeting,
but the .unwritten approval of the President proved to b¢ quite elastic,
by interpretation. Mr. Bissell said later:

"The ?residential approval had bieen obtained. .. on

really quite a perman ent basis, This approval endured for

a good many years and it was ultimately good for some-

thing over $300 million, and it would never have been

given if this had been known in advance,' 1/

" The $15. 8 million required for FY 1956 was éupplied from the‘
Regerve for Contingencies on 1 Aﬁgust 1956, ‘Asvthé year progressed,

it became clear that the needs had been underestimated since addi-

tional firm requirements of $3. 6 million developed (due mainly to

1/ From notes on Mr. Bissell's ""Dining In! Speech, 12 October 1965.

11
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unanticipated research and development of electronic equipment).

‘These additional funds were made available through re-evaluation

and reprogramming of regular operations already budgeted for.

FY 1957

In November 1955, the funding of the project for FY 1957 was
the subject of a meeting between the DCI and Secretary of the Air
Force Donald A. Qﬁarles. Messr>s. Bissell and Gardner were also
pr'esent. The practical question to be settled was whether the
direct costs of the project for FY 1957, estimated at $15 million,
should be included in the CIA ‘budget or in the Air Force budget.
Before agreement could be reached on this question, howeVef,
other basic issues had to be considered.

In briefing the Director before the meeting, Mr. Bissell
recommended strongly that, if present administrative arrangements
for the project were to continue for another . year, either funds be
includéd in the CIA budget or the turn—over. of full controi of the

project to the Air Force be set in motion immediately. He sub-

mitted several considerations in favor of continuing present arrange-

ments: The difficulties which the Air Force would experience in

continuing secure procurement methods, in making use of the

-~ predominantly civilian maintenance and support organization in

12
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beiﬁg,' and in preserving the ''plausible denial conéept once the

project had become the responsibility of SAC or another operational

USAF command, He felt the status quo should be maintained long

enough to prove or disprove the AQUATONE capability and allow for

the emergence of a sound, over-all plan for peacetime overflights.

If responsibility changed hands at the beginning of the next fiscal

year, this would occur just as overflight operations were getting

underway with consequent disruption of command channels and

organizational arrangements, and delay in completing the primary

mission.

As to the Agency's problem of getting money from the Bureau

‘of the Budget and Congress, Mr. Bissell emphasiZed three points:

"First: It should be made absolutely clear to the
Director of the Budget that...the issue is not merely a
financial one of which Agency shall budget for a required
expenditure but is basically one of organization and ultimate .
responsibility, If the Bureau of the Budget recommends
Air Force financing it is in fact making a recommendation
about the character of and the responsibility for this proj-
ect. The issue should be discussed in these terms. :

: "Second: It should be kept in mind at all times by .
all concerned that we are making a choice between ’
(a) burying X dollars for CIA in the Air Force budget,
and (b) adding the same X dollars to the Air Force budg-
et. Whatever the outcome, the Congress is going to be
asked to vote X dollars in the Air Force budget. More~
over X dollars is far too big to get by on any vbasi‘s '

13
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without explanation to someone. I am unable to see why
security is served by explaining the purpose to which the

X dollars will be put to the whole Armed Services and Appro-
priations Committees instead of to the smaller number of
Congressmen and Senators who pass on the CIA budget.

"Third: No matter how the accounts are set up, this
project should be supported before the Bureau and before
Congress by the Air Force and the CIA jointly and their
joint support should be in such terms as to make it unmis-
takably clear that they are agreed on the urgency of the
requirement, the size of the budget, and the organizational
arrangements under which the project is being carried on
If this is done, I believe there is little bearing on purely
political grounds between one choice of financing and
another." 1/

The meeting with Mr. Quarles resulted in agreement that CIA should
be responsible for the project budget through FY 1957.

| At the beginning of'FY 1957, operations by the first field detach-
ment over Soviet Russia and the Satellites began withbexcellent results,
but due to protests feceived by the State Depa‘rtment from the Soviet,
Czech and Polish Governménts, overflights of primary targets had tc;
be suépended. ~For the remainder of the year, restricted op-era‘tions B
continued and two more detachments were readied and one deployed
to. Turkey. Witb the slower pace of operations thué- imposed, expendi- '

tﬁrés for FY 1957 were kept within the budget of $15 million, (The .

1/ TS-142628, 1l November 1955, Memo to the DCI from Project
T Director, Subject: Meeting with Messrs. Quarles and Gardner.

14
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orliginai amount budgeted had been avppr'c;ved' at $18. 3 million but
this had been reduced by $3. 3 million at the Project Director's
urging.) |
FY 1958

By January 1957, with a new fiscal year approaching, future
plans for the project were still uncertain, Aggncy Eud_gét éstimat‘es
had only been made for the first half of FY 1958, and a &até for‘turn;
ove\"r of responsibility to the Air Force had not been established.
Efforts to lift the political.restriction .on primary missions had
not succeeded; on the other hand, higher authority had not called for

outright cancellation of the program. Many alternate plans were

more economical way..

In April 1957 Mr. Bissell wrote the Dir_ectc;r and Députy_ Director
of CIA a mehmorandum pointing out the increaéingb urgency for reaching
a decision on whether the U-2 capability was to be maintaihed‘in civi-
lian hands beyond_ the end of the current p}ic;tc‘)gr‘aphic season, and_if
so, on what scale and in what form. The e#isting o;-ganizatioﬁ had
been geared to a relatively brief, .intensiyé operéfcion. Faced with
protracted inactivity and uncertainty,‘ and withi repeated postpdn‘éinent

15
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" of decision, its morale and effectiveness were already impaired,

" He felt it essential t'o §0nvert the organization to one fle éigned to
maintain a standby capability for occasional and limited use, or else
begin to phase it out of existence. He concluded:

"a. It would be feasible to reorganize and to develop -
a new cover for AQUATONE with the mission of maintaining
a substantial U-2 capability throughout the effective life of
the aircraft in such a way as to support continued operations
at a low rate if permitted and bursts of intensive operations
if and when required. It is tentatively proposed that the re-
organized project would have one detachment readied for
carrier operations, one stationed in the Far East, probably
at Okinawa, and one operating and ready to operate in Europe
but probably stationed in the ZI and tralned and equipped for
extreme mobility.

"b. The extension of AQUATONE in this fashion would
permit a significant reduction of manpower, amounting per-
haps to a quarter to a third of present strength. It could
probably be financed through FY 1958 within the limits of the pre-
sent amounts budgeted for AQUATONE but would preclude the
turnback of any surplus funds from the AQUATONE FY 1957
budget because the FY 1958 budget provides for only 6 months'
operation at roughly present strength., Some financial provi-.
sion would be required in the FY 1959 budget but an annual rate
probably no more than half that budgeted for the current fiscal

year.' 1/
Finally, on 6 May 1957, a meeting was arranged with the
President, to urge a definite decision on the project's future. (See

Annex 22 for position papers prepared for that mee'ting.) -The Agency

1/ TS8-164213, 19 April 1957. Memo for DCI, DDCI from Project Director.
16
P OP SEERET

Ham!!e via BYEMAN'
Gsntml System




C05492893

H
¢
v
h
H
¢
’;d
53]
H

énd Air Force pa.rtici;;ants came away from the White House ﬁ;eeﬁng
with different ideas of_ the President's intent., On 29 -May i:he Air Force
and Agency participants met again to reach an agreed int.erpreta.tion‘of
the decisioné rendered at the 6 May m;eeting; As a vrésult of the second
meeting, it was agreed between the two é.g_encies' repre sexfcatives thatv.
thre President and tﬁe Secretary of State, for political .réason.s, wished
the proj.ec.t to remain under civilian direction. In addition, Presidential
approval had been given for staging a series 6f overﬂights from Pakistén
: (érovided appréval of that country could be bbtained) during. the vcurrent’
"~ photographic sea.éon. :
On 19 July 1957 General Cabell met with Gaimrals Bergquist, LeMay,
._ and Lewis to argue the case for ‘civilian controll. and, fortified by the
agréed interpretation of Presidential desires, » wa s ablg to prevail over
General LeMay's rec§mmendation that all reconnaissan;::e',' including over- .
~ flight and peripheral Elint missions, be put under SAC control. Plans
fox; operations made subsequent to this meeting are outiinéd in Annéx 23,
The forkecast then was for a.nothei year of opera.tions; thich would
carry into FY 1959, and with this mandate the FY 1958 and 1.9_59 bubipst
estimates required reorientation, The FY 1958 requi‘rements h@d been

set at $10.8 million on the assumption that the project would operate at

17 IR
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full strength during the first half of the fiscal year only, but the-
eventual obligations amounted to $18.9 million. This represented

an over-run of more than $2 million on CHALICE (AQUATONE re-
named in April 1958) and the initiation of three ne.aw‘projects: CORONA,
CHA_MPION, and GUSTO (satellite and follow-on manned reg:onnaissa.ﬁce
aircraft). Fﬁnds in fhe amount of $7 million to cover the irﬁtial costs

of CORONA were transferred from the Agency Reseﬁve. - Also in

April 1958‘,' Mr. Bissell's orgé.nizational and functional seope.withiﬁ _

"the Office of the Director was broadened to include besides the special

projects: (a). the e#erci:se of general supervision of all research and
dévelopment activities of the _Agency,‘ and (b) a éonﬁnﬁing seafch for
freéh approaches to the 'Agency"s‘tasks‘. His title was changed to
"Special Assmtant to the Director for Planning é,nd Develoi)men’c” and
the Project Staff became the Development Pro;ects Staff, Annex 24
cqnta.ins the Headquarters Notice setting forth thg terms of reference. ‘
FY 1959 |

In May 1958, faced with the problem of draw1ng together budge£
estlmates for the next presentation, Colonel Jack A, Gibbs, then
Deputy Project Director, wrote to Mr, Bissell:

"While tﬁe concept of CHALICE gperafi;)ns is not too

clear for the next year...we can still prepare a reasonable

18 sk
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budgetary document. On the other hand, GUSTO* is very:

foggy both as to technical feasibility and future mode of
operations. Accordingly, nothing has yet been placed on

paper in meaningful form and until we know a little more

about the technical possibilities, little more than an esti- '
mated cost of opening Watertown and some development -

and production estimates can be rightfully entered on paper.' 1/

It was not until the middle of August 1958 that budget figures
(even then not firm) received the Director's approval. In submitting
the estimates to the Director, Mr. Bissell said, by way of background:

"During the past year the activities for which I have
been responsible as the Director of Project AQUATONE have
- multiplied. Certain new tasks were handled as subprojects
of AQUATONE without formal approval by you as separate
projects, and with no separate funding or accounting. Others
were handled in an ad hoc manner as new projects but with
approval by you of c;;lme sums initially provided therefor,
It appears desirable in the current fiscal year to handle these
several tasks as separate projects. The purpose of this memo-
randum is to set forth the estimated operating budget for each
such project for FY 1959, to request approval of the projects,
and to recommend appropriate funding action. " Z'._/

{The full text of this memorandum with a descripticn of the tasks to

be performed under each of the speciai p:;ojects is in Annex 25.)

Only $5.9 million had been 1nc1uded in the a.pproved Congres-

smnal budget for CHALICE on the assumptlon that U-2 operatmns

% Code name of feasibility study of U~2 successor aircraft.

1/ DPS-0413, 9 May 1958. Memorandum for Project Director from
Col. J. A. Gibbs, Subject: FY 1959 Budget.

2/ DPS-3074, 12 August 1958, Memo for DCI from R. M. Bissell, Jr.
| o |
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woulci be closed out at the end of December 1958, Extension of this
activity for another season with detachments operating on a limited
basis from Turkey and Japan and a small unit carrying out develop-
ment and testing at Edwards Air Force Base, California, and acti-
vation of a British unit within Detachment B, at Adana, raised the
eséimates to more than double that figure, Requirements vfor all
projects were estimated roughly at $16 million and a recommendation
was made to withdraw funds from the Agency Reserve to cover thé
additional $10, 250,000 required. It was also noted that if the feasi-
bility study on the U-2 _'sgccessor aircraft proved successful and a
decision were made by the advisory panel at their meeting in Septem-
bgr, a quite substantial financial requirement would devélop later in
Fiscal Year 1959. (Delay in this decision put the first lérge outlay
for the successor program forward. into FY 1960.)

When the Bureau of the Budget was considering the FY 1959
estimates, Mr Macy questioned the continuation of the U-2 activities
and said he had the impression that the Agencyis prégram would be
terminated and the Dep‘artment of Defense would take over. Col. William
Burke, who replaced Col.. Gibbs a;s Depufy Project Director on 1 June |
1958,' in reply to Mr. Macy's question, said the extension of the project.

20 |
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was a reflection of the capability of the U-2 to survive and that

present intelligence community estimates were that it would be

useful until about January 19_60_. ‘He pointed out that a SAC U-Z unit

opera.tmg outsuie the Western Hemlsphere would 3eopa.rdlze CHALICE
security. Mr, Macy said he would H.ke, for the record, a statement
outlining CHALICE past, pre Sent, and future plans. Such a pape‘r was
prepared b.y Col. Burke and cleared through Mr, Bigéeli a.né '

Ge.n.v Cabell, It contained the following péragraphs:

"The original assignment for employment of the special
aircraft for overflight activities was made to this Agency.
This was based on the covert nature of the proposed over-
flight activities. At that time it was the intelligence estimate
that the Soviets would have the capability to intercept the
special aircraft by the fall of 1957. Since it would then not
be possible to continue these operations on a covert basis,
the plan was for all aircraft, equipment and military person~
nel to revert to the Air Force.

""As the fall of 1957 approached, actual operating experi-

ence caused revisions to intelligence estimates extending the
‘useful life of the special aircraft for overflight beyond that
date.  The present estimate is that the Soviets will not have -
‘an effective intercept capability until January 1960, In view

~of the continued life span of the special aircraft and the fact
that the majority of the targets in the USSR had not been cov-
ered, it was agreed to extend the program under the direction
of this Agency, the termination of which to be dictated by the
situation.  This was decided at a White House meeting attended
by high level representatives of the agencies involved..

"This Agenéy'is prepared to turn over CHALICE assets
to the Air Force at such time as the validity of the facts

21 . ,
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dictating the original assignment to this Agency have
expired,' 1/ '

(A year later, when Col. Burke was preparing to brief the Bureau
of the Budget on FY>196-0 plans, Mr. Bissell warned him to brief the
BOB people fully, but not to allow anyv give and take on the question
of management of CHALICE.)

In thg middle of FY 1959 (on 18 February 1959) the lonﬂg-(‘iebated'
proposal for the qofxsolidation of all Agency air activities (which had ‘
the strong backing of General Cabell) fook effect with the .amalgama-
tion of the Development Projects Staff (CH_ALICE and other projects),
the Air Mariti.me Division of DD/P,. and the Aircraft Maintenance:
and Support Division of the Office of Logistics, into a single com-

' ponén’c—-— the Development Projects Division, DD/P. (See Notice‘ No.
le-l?.O-Z,' Annex 26), Mr. Bissell, mean;While, had been made
Deputy Directof for Plans effective 1 January 1959 but continued to _
carry the title and authority of ""Project Director” of‘CHALICE and
the. other DPD spe;ial projects. Col. William Burke \&as named
Acting Chief, DPD, with Mr. James A. Cunnin’ghé.fn as Assistant

Chief.

1/ CHAL-0309, 2 Sept 1958, Memo for Mr. Robert H. Macy, from
Deputy Director, DPS/DCI :

Y
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At the end of FY 1959 actual obligations incurred by DPD were:

CHALICE $12 million
GUSTO 6.3 million
'CORONA (incl. $4.1 DOD) 8.1 million
Other ' 1 million

$27. 4 million

Air Section (budgeted separately) 4.6 million
' o $32 million

Fiscal Year 1960

The first budget submission by DPD as a new member of the

Clandestine Services (DD/P) got off to a poor start. Upon receiving the

estimates for FY 1960 Mr. Bissell, after a preliminary review, imme-

' diately wrote to Col. Burke to ""register his alarm at the tendencies .

therein apparent!'. After studying the figures at length, he returned

them to DPD to be reworked with specific instructions on the line items

which must be cut.

"The DPD submissions are in the worst shape they have
been in for some years. In major part...it reflects what I
regard as extremely bad past accounting practices with re-
spect to air assets...brought about by accounting for costs
for assets and operations through at least four or five dif-
ferent components of the Agency..." 1/

He reciuested that the following cuts be made:

1/ DD/P-4-6650, 20 Aug1959. Memo to AC/DPD, from DD/P,
Subject: FY 1960 Budget.
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Reduce by:
Domestic construction $200, 000‘ _
Government salaries 200, 000

(These were $300, 000 higher

than FY 1959 plus $480, 000

in flight pay)
Operating cost Eastman Facility 300,000
Travel and Base Maintenance

and Operations 300,000
CORONA Contingency ($1 M) 200, 000
S.E.1. Contingency 200,000
Air Section Development 200,000

‘These cuts added up to $1 million from CHALICE and $600, 000 from
other activities, and reduced the total budget request to $122. 5 million.
After directing these cuts, the DD/P went on to say:

"] am absolutely determined that such items as increasing
personnel and administrative costs at Headquarters, running
low priority backlogs through the Eastman facility, survey trips
and excessive delegations at meetings, and the storage of obso-
lete aircraft shall not be allowed either to cause a cancerous
growth in the total DPD budget or to displace more promising
and important activities. We have accomplished what we have in
the past largely by being small and hardworking. I realize that
the absorption of the Air Section and certain divisional responsi-

~ bilities not only add to the permanent workload of your Division
but give rise at this juncture while the change is taking place to
"enormous confusion and a heavy temporary load of extra work,
I am convinced, however, that with good management you can-
exercise effective cost control and it is absolutely essential that
you do so. ' 1/

. 1/ DD/P-4-6650, 20 Aug 1959, Memo to AC/DPD from DD/P,
' Subject: FY 1960 Budget. '
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After resubmission,v thé FY 1960 bﬁdgét was a%;.)proved o.n
1 September. 1959 for planning purposes, ! but a list of excepted items
requiringv clarificafion' or :justificati'on wvas f.orwarded to C§1. .Bﬁrke_‘
for action with a reminder to hirﬁ {and his branch chiefs) that program
appi-ovals not oﬁljr authorized the o‘bligation of funds, btit_also réqui»red _
’ché monitoring of the rate of obligation so as to rézné.in within the
fo'cais ailoWed for the yea.r.
An effort was made by the DDY/P in VNov‘ember 1959 to b,ring-f.;he. -
| budgetéry affairs of the DPD more"néarly into line with standard Clan-
destine Services practices. All acti*}itie‘s‘ cv>‘fv the bPD were brought |
together into a list of ""Activity Programs' which was meant to parallel ‘
the DD/P area di‘visi_ovns' prgsentatiofzé of a.‘nnu>a1 "I'O‘perational Pro-~
gra'ms. " (See Annex 27 for the DD/P's expla’na.tioﬂof tilé new.appréval |
pr‘oc‘edu‘re.) The very nature of DPD’s‘ buSir;e‘ss, ho.wevér, with its
hev:av‘y emp.ha.sis on industrial procurément, and a budget which ﬁeve'r
brerxiained static, but in a constant stafe of cﬁaﬁge, madé it very}diffi-;
| cu1£ %:o fit DPD and its activities into the mold of a DD/P division
(although the effort continued until F.e‘b rﬁary 19 62‘; when Mr.b Bisée‘vll .. »
1éft the post of DD/P (and the Agency), and DPD was reorganized under

the Deputy Director for Research (DD/FR)).
25
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Total obligations for FY 1960 amounted to approximately

“$118 million (a saving of about $4 million from the requested $122 million);

Defense Department financing of OXCART represented $75 million 61’ the =

" total, and $43 million came from Agency funds.

Flscal Year 1961

Pla,nnmg and budgetmg for DPD'S FY 1961 activities took place in
the backwash of the May Day 1960 1nc1dent and subsequent pub11c1ty The
Director approved mazntammg the IDEALIST capa.blllty on a limited .

scale at least through the summer of 1961, The U-2 was grounded until

September 1960 when Detachment G became operational and Deta_ch_ment'c
| phased out. Hopes were pinned on the follow-on vehicle to take over

' the reconnaissance program by 1962. The satellite reconnaissance pro-

gram was ‘continuing; full policy clearance had been given.the‘ P2V

- program based in Taiwan; and air activities in the Far East were gen-

B erally on the increase (e g. . STBARNUM, the Tibetan operatxon)

Approval for a joint U-2 program thh the Chmese Na.tzonahsts was re-
ceived at the end of 1960 and a detach_ment was deployed to Taiwan in
December. Requi-rements for U-2 coverage of ‘Cuba began and eentiz_med-

through the fiscal year, Plans wei‘e iﬁade for a long-range replacement

' program for obsolete aircraft in ‘the Agency lnventory (on the Air Support '

_ % N_ew crypto for CHALICE.
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side) although the accent was on more use of MATS and other USAF ,
- air support in the interest ofa e‘conomy". |
The initial submission of the FY 1961 Operatioxﬁal Program drew
the following reaction from the DD/P (Mr. Bissell): |

l "I cannot in good conscience recommend that the Director
approve the DPD budget for FY 196l...We are assuming that our
inventory of U-2 aircraft is cut from 13 in FY 1960 to 7 in FY 1961,
' that the number of pilots is reduced by about one-third, that the
total personnel are reduced by about one-sixth, and that opera-
tions conducted are at a reduced rate. Yet the numbers your
' Division has presented show only a 20% reduction in the cost of
materiel and an actual increase of $400, 000 in overhead other
than headquarters. I can predict with certainty that the DCI
' would not approve these figures...I would like responsible sec-
tion heads to show cause for these extraordinary estimates...
- If we cannot cut the costs for FY 1961 below $8. 5 million, I will
l ' recommend that the project be terminated at an indicated savings
, of some 200 personnel.. We have reached a phase in this activity
' where we must simply find ways to achieve at least a 15% reduc-

tion in costs when we are reducing our capability by 45%.'" 1/
The figures were reworked, sent forward and app?oved by thé
Director on 16 July 1960 with the pi‘oviso that evei-y effort should‘be
| made to reduce the IDEALIS.T budget further and that a report should be
~ made o_n. such efforts by 1 January 1961, The FY 1961 appi'oved DPD |
budget totaled $30.85 million in Agency funds plus $65 m.illion of DOD

funding for OXCART. The DOD funding was later increased‘ to

1/ CHAL-1082-60, 8 July 1960. Memo to AC/DPD from DD/P.
Subject: FY 1961 Operational Program. -
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$85 million, and actual obligations at the end of FY 1961 totaled

$119. 9. million.

In January 1961, was nominated vby the CIA

Comptroller to repiace who had resigned from the

Agency.

Fiscal Year 1962

The DPD concept of IDEALIST operations for FY 1962 anticipated

Central Intelligence Agency Act of 1949 (50

Withheld under statutory authority of the.
U.S.C., section 403g)

' the continued exploitation of the operationalvcapa.bili-ty of the U-2 aircraft
and associated special equipment, requiring permanent operating detach-
ments in the ZI and at overseas bases, equipped and manned to accom-

plish photographic and electronic reconnaissance. Detachment G at-

srta,ge to forward bases avnywhere in the world azzmd. als.o to continue the
development program as new equipmént was required. Ove‘rseas ba.s'és
‘at Adana (very limited) .and at Tao Yuan, Taiwan, were éxpeétéd to be
maintained. |
The FY 1962 Congressional Budget submission estimated' require-
t.x’x‘ents for _avll DPD projgcts to be:
Special Projects (principally IDEALIST, :
OXCART, and CORONA)($50M from DOD) $71.82M
Air Support - _ 9. 1M

Special Requirements : ‘ ‘ 1,47TM
TOTAL - $82.40M
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These figures represented a $14 million reduction from the previous

year's requirements for special projects ana a $1. 4 million increase

in Air Support (principally for. Far East pfograrn:s). ‘-Actual. obligations
at the end of FY 19v62 show%ve& a total of $85 million, ‘of which DOD funds
r.epr‘esented $67. 5 million. | | |

Fiscal Year 1963

' the U-2, The development of the OXCART vehicle and related equip~ .
" ment would continue at an accelerated pace with t_hat pro-grani being

given top priority by highest authofii:y. A CORONA follow-on program '

The outlook for Fis'cal Year 1é63 was that exploitation of the U-2
intellig.ehce gathering éapabilities would continue and probably increase,
Planning was for a minimum of seven operational, I—?5-eciuipped air- _
craft, allowing for continuing test pfograxns as well as overflight
operations. The aircraft utilization rate for FY 1963 was. estiméted

at a total of 457 sdrties for a total of 1676 flying' hours_of all types in

was also pfojected.
Increases in budget estimates %:ovéred: o
a.. Administration'and 'éupport: Increaées in average
v emplo?mént, periodic pay increases, increased :tra‘.vel.v
b. Development: Increas'ed':resea.rch and devélopfn‘eﬁt,

mainly in support of the Scientific Engineei‘ing Institute (a

29
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proprietary‘company set up to do research and testiﬁ_g for
DPD).
¢c. Air Support: Increased employment, tfavel,' transporta-
tion, aircré.ft maintenance, and‘_procurement of aircraft, and
modernization of facilities.
d. Air Proprietaries: .Development of indigenous air pro-
prietaries in East Africa, Middle East and South America, .
The only forecast reduction was. in construétion for specigl projects
‘ whi.ch was expected to taper off, |
Midway into FY 1963 aﬁ activity program was é,pproved for
setting up an Electronic Data Processing Branch in OSA Operations Divi-
sion with the mission of providing planning data for OXCART and
IDEALIST missions, ephemeris plottii‘ag.for satellite projects and such
other future programsv'gs might be developed. . |
Also midway through FY 1963, the Nafional Reconnaissance Office*
having come into being, the-budgetary procedures for the CIA portion
of tﬁe National Reconﬁaissance Piograﬁ were finally iroﬂed out ana an
ag’reem.ent signed in April 1963, The‘-Di:;'ector of Program B (covering
those CIA projects falling ﬁnder the controi of the Director, Nationai

Reconnaissance Office (D/NRO) was to