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I. INTRODUCTION AND PHILOSOPHY OF USE {

Questions have arisen as to CIA's use of propriétary mechanisms
to help carry out the Agency's missions. In particular, concerﬁs
have been expressed about the Agency's financial and management control
over these entities and about the treatment of funds related to such
entities. A careful review of these entities has revealed that CIA's
proprietaries are appropriately limited and controlled with careful
consideration given to their use within the spirit and letter of the
law.

Proprietaries fall into two main categories:

1. Operating companies that actually do business as
would any private firm; and

2. Non-operating companies or entities that appear to

do business under commercial guise.

These entities may be legallf constituted as corporations, partner-
ships, or sole proprietorships; or they may have no éuch legal standing,
i.e., they may be "notional’ entities which have bank accounts and
backstopped addresses controlled by the Agency. Corporate proprietaries
are incorpofated in accordance with the statutory provisions of the
jurisdiction of incorporation, are subject to the same review as-any
corporate entity within that jurisdiction, file applicable state and/or
federal tax returns, and obtain the necessary licenses to conduct their
normal business. The purposes served by them are two—fpld: they provide

cover, attribution for funding, and administrative assistance to agents
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and covert activities; and they provide services not securely available
through normal commercial facilities. Because these igstrumentalities
are established as private orgaﬁizations, they must be established

and managed, to the extent possible, in accordance with practice and
requirements that are normal for the types of enterprises they give

the appearance of being.

Of the legally constituted entities, the Agency uses the corporate
form in most céses because of the advantages and flexibility of corporate
management control. These corporations are legally organized under the
laws of a state, country, or other jurisdiction and are either wholly
owned by CIA or controlled through majority stdck ownership. Services
of bona fide businessmen are enlisted as nominee officers, directors,
and stockholders.

The Agency generally has employed proprietaries when it was the
only way, or clearly the best way, to achieve an approved objectiﬁe.
Under Agency rules proprietaries are established or allowed to continue
in existence only so long as they contribute to accomplishment of the
Agencﬁ's mission and remain the most advantageoﬁs operational means of
achieving certain particular.and necessary objectives. Current policy
calls for limited use of operating proprietary mechanisms. The capa-
bility to use the mechanism is to be retained tthis the Agency terms
its "capability in being'), and smaller entities used.

A review of Agency files shows that the number of operating
proprietéries has been consciously pared by about 50 percent since the
mid 1960's. These reductions began as a result both of the Katzenbach
guidelines associated with the National Student Association affair in

1967 and the CIA's own IG survey in that same year. In addition, the

HYW 50835 DocId:F2423532 Page 7



need for proprietaries has declined as a result of a ggneral shift in
emphasis away'from covert action; transfer of Radio Frée Europe and
Radio Liberty to the Board of International Broadcasﬁing with funding
through-State Department; continuing liquidation of the assets of the
Air America complex as requirements for CIA support in Southeast Asia
have diminished; the sale of Southern Air Transport and the continuing
liquidation of assets of Intermountain Aviation with their exposure
in the press and thé decreased need for contingency air capabilities.
The evidence‘establishes that activities of all proprietaries,
directly or indirectly, support thé Agency's foreign intelligence collectio
or covert action missions. Some of these proprietaries are located
within the United States for reasons of operational or administrative
necessity, but their ultimate impact is overseas. Some of the question-
able domestic uses of these entities is dealt with in the sections of
the Report on ""Chaos" and related programs. And in one area, MHMUTUAL,
serious questions remain as to the propriety of using such a mechanism
to provide insurance and retirement benefits. This problem is detailed
later. {See Section VIII),

A, Operating Proprietaries

As discussed in greater.detail later, operating proprietaries
conduct business in ﬁhe commercial sphere, but they are not in direct
competititon with privately owned corporations to such a degree as to
deprive the private compénies of legitimate income. There is no doubt,
however, that they were and are in competition. The Agency has been
careful to limit the amount of commercial business engaged in by these
proprietaries to only that necessary to support the viability of the

commercial cover and keep it alive in the commercial world. Revenues
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have been used as partial offsets to operating costs. Aggregate
profits over the years have been relatively small. Oﬁfy two proprie-
taries have shown significant profits: the Air America complex in
fulfilling mostly Government contracts in Southeast Asia, and the
insurance compény handling trust funds and insurance (MHMUTUAL).

The air proprietary overview, infra Section IX., details the dilemmas
posed by size. Moreover, it sheds light on questions concerning
whether commercial wviability became more of a bronze god.than was
necessary to maintain adequate cover.

Operating proprietaries may be large or small in terms of capital-
ization and total assets, depending upon the functions they perform.
When the commercial purpose of an operating proprietary is incidental
to its CIA mission -- such as an export-import firm which engages in
commercial operations only to the extent necessary to provide cover
for a CIA officer in a foreign country -- a minimum capitalization,
usually in the neighborhood of $25,000 or less, is all that is required.
Examples of an operating proprietary in which commercial operations

are incidentdal to the Agency mission are:
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A foreign travel service company which operates in a Southeast

Asia country and provides cover for an agent targeted against

the local Communist Party. The company was established in 1973

with an initial investment of $5,900, '

Operating proprietaries whose commercial purposes are in themselves
essential to the CIA mission require much larger capitalization and
investment. They are staffed by Agenc? personnel plus cleared commer-
cial empioyees as required. Among the Agency's operating proprietaries
of this type are four management companies which provide commercial
assistance to other proprietaries and an audit firm which conducts
commercial audits of operating companies and those non-operating
proprietaries with substantial assets. The Agency's largest operating
proprietaries ére Air America, an insurance complex, and the ayiation
facility, Intermountain Aviation, Inc. The assets of Intermountain
have been sold, with operations ceasing-on- 28 February 1975; and:the-
corporation is in the process of being dissolved.
Air America, the Agency's largest proprietary, which is in the
process of liquidation, provided aircraft in support of Agency operations
" in Southeast Asia. This support has been under cover of a commercial

flying service in fulfillment of U.S. Govermment contracts. Corporate

Headquarters has been in Washington, D. C., with field Headquarters

ini i

The insurance complex provides a mechanism for the payment of
annuities and other benefits to sensitive agents and for self-insurance
of risks involved in covert operations which, for security reasons,
cannot be attributed to the U.S. Government or handled through private
firms. The complex was formed in 1962 as a clandestine commercial
support mechanism to provide death and disability benefits to agents

or their beneficiaries when security considerations precluded payments
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attributable t§ the U.S. Government. This function was broadened

to include self-insurance for many risks involved in covert operations,
inclgding property risks incurred by operational activitigs of Agency-
owned air and marine companies. From an early date, the complex has
administered agents' escrow accounts and life insurance, and provided
annuity and pension programs for selected agent personnel employed by
the Agency. These programs ére solely for the purpose of meeting the
Agency's obligations to agent-type personnel who have rendered services
over a substantial period of time and cannot be handled under normal
U.S. Government retirement programs. Individuals who qualify for the
CIA Retirement System or the Civil Service System are not handled
through the proprietary system. In addition, the complex has been
used to provide a limited amount of support to covert operations --
specifically, for the acquisition of operational real estate and as

a conduit for the funding of selected covert activities.

Intermountain Aviation, Inc., has the purpose of providing a
variety of nonattributable air support capabilities available for
quick deployment overseas to support Agency activities. The Agency
is in the process of disposing of its assets and terminating this
activity..

As of 1 July 1974 there were 71 operating proﬁrietary companies,
of which 21 are part of the Agency's proprietary insurance complex,

The combined net worth (assets minus liabilities) of these companies

is approximately| | Although some, such as those in the

insurance complex, are commercially self-supporting, most operating

proprietaries usually require budgetary support.
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B. Nonoperating Proprietaries

Nonoperating proprietaries vary in complexity aqcording to their
Agency task, are, for the most part, either corporaté shells or less
that facilitaté foreign operations, and clearly pose no competitive
threat to bona fide businesses. The most elaboraté are legally
licensed and established to conduct bona fide business. They have
nominee stockholders, directors, and officers and are generally
directed by one of four Agency proprietary management companies.

The company address may be a‘PQst Office Box, a legitimate address
provided by a cleared and ﬁiﬁéigg éompany official or attorney, or in
a few cases the address of a proprietary management company. They
maintain bank accounts, generate business correspondence, keep books
of account which can withstand commercial and tax audit, file State
and Federal tax returns, and perform normal business reporting to
regulatory authorities in order to backstop fully their Agency tasks.
They are ﬁoderately capitalized, generally around $5,000, and their
net worth at any one time varies according to the Agency task they
are performing. As of 31 December 1973, 38 of these companies had

a combined net worth of approximately $325,000. Of this amount,
almost $200,000 was operating capital for three companies which
provide cover for several Agency personnel. Examples of two non-
operating companies which are commercially managed, keep books of
account, and can withstand commercial and tax audit are:

A Florida corporation capitalized at $7,000 and whose legal
address is the office of a cleared and witting attorney.
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Requiring less elaborate commercial administration because of
the nature of Agency tasks performed are 31 legally incorporated
companies which are direétly managed by Agency Headquarters specialists
operating in alias as signatories to the company bank accounts. Each
of these companies generaliy have a capitalization of $5,000 or less
and are domiciled in the offices of cleared and witting attorneys.

No commercial books of account are kept, and in the event of a tax
audit the Agency has to brief the auditing authority. Depending on
use,’administration may be as simple as maintaining bank accounts and
filing annual franchise taxes or more extensive as reqguired when
obtaining Empldyee Identification numbefs, paying personnel, with-
_holding taxes and -Social Security, and filing tax returns. Examples

. of this type of Headquarters-managed proprietary corporation are:

Although not proprietary corporations, but proprietariés in the
sense of being Agency-owned and administered, are 64 ostensible sole-
proprietorships. The Agency establishes and registers these sole-

proprietorships in the name of fictitious persons and opens a bank

HW 50835 DocId:32423532 Page 13



account on ﬁhich Agency office;s in alias have signatory power.
Arrangements are made with cleared and witting.Busineésmen to
provide a domiciliary address for these entities at é law office
or telephone answering service. These entities, like the proprietary
corporation administered by Agency Headquarters specialists, provide-
cover, payrolling, and tax attribution for Agency personnel and are
similarly administered. |

Another type of entity used by the Agency and a proprietarf
only in the sense of being Agency-owned and administered is exempli-
fied by some 215 notional companies which are not legally registered
but have namés aﬁd bank accounts controlled by the Ageﬁcy. The Agency
arranges with cleared and witting attorneys or proprietors of telephone
answering services to provide a domiciliary address and to refer any
queries to the Agency specialists concerned. These notional entities
are used to provide status and operational cover for Agency personnel
involved in all types of high-risk intelligence operations. They are
also used as ostensible clients for purposes of funding Agency pro-
prietaries of bona fide American companies which provide

cover and payrolling of Agency personnel.

IT. STATUTORY AUTHORITY FOR PROPRIETARIES

The Agency's statutory authority to spend money for proprietary
corporations in sﬁpport of Agency operations derives from Section 8(b)
of the CIA Act of 1949. This Act states:

"The sums made available to the Agency may be expended without
regard to the provisions of law and regulations relating to
the expenditure of Government funds; and for objects of a
cdonfidential, extraordinary, or emergency nature, such
expenditures to be accounted for solely on the certificate

of the Director and every such certificate shall be deemed

a sufficient voucher for the amount therein certified.”
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The language contained in Section 8(b) is adequate authority to
exclude the operation of these proprietary corporations from the

law governing Government corporations in 31 U.S.C.A. 841 et. seq.
ﬁowever, the CIA Generél Counsel ruled in 1958 that the CIA should
comply with the princip1e§ in that Act to the extent‘boséibie,-and
this has been done. Attached as Appendix A is a classified Memorandum
of Law by the Agency's Office of General Counsel on CIA's authority to
acquire and dispose of a proprietary without reggrd to provisions of
the Federal Property and Administrative Services Act, which position
was upheld by the U.S. District Court in the Southern District of
Florida in dismissihg the suit Farmer vs. Southern Air Transport on

17 July 1975.

I1I. SPECIFIC CONTROLS

The formation and activities of proprietaries are controlled
through various mechanisms to assure their proper usé,'as discussed
. below. |

A. Agency Regulations and Policies

Headquarters Regulation 230-8 and Headquarters Handbook 230-1
prescribe the administrative procedures to be followed in the estab-
lishment, operation, and liquidation of proprietaries (see Appendix.B).
An Administrative Plan (specifying the operational purpose, admini-
strative and management procedures, and cost) and a Liquidation Plan
(specifying details of liquidation and disposition of funds when
liquidation is contemplated) must both be coordinated among components
concerned and approved at appropriate management levels. This regu-

latory control along with policy memoranda are intended to assure
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proper conduct by entities. Each Agency component involved is
responsible for compliance, and the Chief of the Cover and Commercial
Staff, the Director of Finance, and the Comptroller are particularly
wétchful in their areas of concern,

B. Project Reviews and Control

The controls and procedures applicable to each operating proprie-
tary are specified in a project outline and administrative plan
approved at the Deputy Director level. Normal control and administra-
tion is carried out by a project officer at Headquarters. Semi-annual
reviews are conducted to determine whether or not the operational
need still exists, and regular audits are performed to assure proper
management and financial accountability. Proprietaries are liquidated
as thelr usefulness ends; new ones are formed as needed.

C. Financial Controls/Operating Companies and Non-Operating
Companies Keeping Books o Accounts

Under Agency regulations, these proprietaries are established
and managed to appear to be consistent with normal commercial practiées
and requirements of the type of enterprise concerned. Specific require-~
ments for the general management and financial controls of each such
proprietary are provided in the administrative plan described above
which specifies the basic fraﬁework within which the instrumentality
is to operate; All facets of an administrative plan relating to
funding the proprietary and its financial management are subject to
the concurrence of designated representatives of the Director of
Finance and the Comptroller. A primary purpose of this. coordination

is to assure that the financial controls and procedures prescribed
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for the proprietary are compatible and consistent with normal practices
and requirements for the_type of instrumentality being established.
The Director of Finance representative is the Chief of the Commercial
Systems and Audit Division, a position normally occupied by a certi-
fied public accountant,
The initial and all subsequent passages of funds to such proprie-
" taries are from the current year Agency operating budget. Receipts
of funds by the proprietary are documented as appropriate ostensibly
to appear to be from a source usual to a commercial enterprise of
similar type, e.g., capital stock, paid in capital, income from
ostensiﬁle sales, etc.
The Agency treats all disbursements to such proprietaries as
current year budgetary expenditures and concurrently establishes as
a control mechanism a fully reserved investment account which is
reconciled periodically to reported net worth of the propfietary as
reflected in required financial statements received from each proprie-
tary. Each such statement is reviewed to reconcile the approved
financial activity of the proprietary to reported changes in net
worth before adjusting the Agency investment account to conform with
the reported net worth. |
All control documents evidencing Agency equity or interest in
the proprietary, e.g., executed stock certificates, irrevocable stock
powers, declaration of trust, etc., are held in safekeeping by the
Commercial Systems and Audit Division/OF provided that when such
documents need to be retained by the proprietary, a report will be
made to identify the documents retained, location, name of pustodian and

reason for the retention, and copies of the documents, if appropriate.
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The Chief of the Agency Audit Staff is responsible for the audit
of Agency proprietaries, utilizing Audit Staff personnel under a |
suitable cover arrangement or witting or unwitting public accounting
firms as is most appropriate to the requirements of a particular
proprietary. An example of the type of audit conducted appears at p. 103
Seetion VITIand concerns MHMUTUAL, the proprietary insurance-investment
complex.

D. Financial Controls/Non-Operating Companies Except Those
Keeping Books of Account

Entities in this category are financed if financing is required
through the establishment of bank checking accounts on which Agency
officers have signatory power in alias. All such accounts are maintained

. in the accounting records of the Agency as current asset accounts
subject to monthly reconciliation with statements of accounts issued
by the depository banks.

All passages of funds to these accounts add to the accountable
balance of the accounts. . No income is produced by these activities.
All disbursements from these accounts are charged as current expendi-
tures in liquidation of obligations of the operational activity on
behalf of which the entity was established.

Signatories are Agency officials who in each case execute a
declaration of trust acknowledging Government ownership of the account.
Payments are initiated only in response to request of an authorized
official responsible for the operational activity for which the
entity was established.

The Chief of the Agency's Audit Staff is responsible for the

audit of all accounts maintained for these entities.
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Balances of each of these accounts are monitored periodically
to assure that balances do not exceed a level warranted by the activity
for which the respective account was established. Balances excess
to current requirements and balances for entities which are dissolved
are retﬁrned to the Agency and in turn remitted to the U.S. Treasury
as Miscellaneous Receipts. (See discussion of Disposition of Funds
Returned from Proprietaries on p. 16.)

E. Treatment of Profits

The CIA General Counsel, in a 6 January 1958 memorandum, ruled
that ”income'of proprietaries, including profits, need not be considered
" miscellaneous receipts'to be covered into the Treasury but may be
used for proper corporate or company purpoées." This subject was
reviewed and the opinion reaffirmed by the General Counsel in July
1965. The policy of retaiﬁing profits has continued, although as
already noted only a very few of Agency proprietaries have ever been
profitable. The CIA's legal basis for retaining profits for the use
of the operating corporate entities is discussed below.
| Section 104 of the Gowvernment Corporations Control Act, 31 U.S.C.
849, provides that Congrgss‘shall enact necessary legislation to make
available for expenditure such corporate funds or other finmancial
resources or limiting the use thereof as the Congress may determine,
It is further provided that "this section shall not be construed as
preventing the Government corporations ffom carrying out and financing
their activities as authorized by existing law . . ." The legislative
history explaining this section of the act states that "in cases where

no other law required a congressional authorization of expenditures,
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the corporation, if it had means of financing other than annual appro-
priations, could continue to operate in the absence of any action by
Congrgss on its budget program.'" The statute creating a particular
Government corporation may provide specifically that the corporation
may use its profits in the conduct of its business. |

The Govermment Corporations Control Act certainly did not contem-
plate Government'corporations in the sense that the Agepcy must have
them, Neither is it feasiblg for Agency proprietaries to be created
by act of Congress or overseen precisely as provided for in the normal
Government corporation in the Act. Nevertheless, the Agency has felt
that the appropriate and reasonable policy would be to treat and control
them insofar as possible in accordance with the terms of that law.
Such being the case, the Agency believes there is no need to have more
restrictive rules applied to its corporations in the use of funds,
including profits, than are applied to Government Corporations under
thg'other Act or statutes. Thﬁs, the use by a proprietary of its

_.earnings to carry on its corpofate affairs without an offset against

Agency appropriations is considered a legitimate practice and does not
constitute an illegal augmentation of appropriations.

With rare exception, principally the large air and insurance

~proprietaries, operating proprietaries have not been self-sustaining

from bona fide income. Such income, including profits, as is received
is retained by the proprietaries consistent with the usual operating
practices of business enterprises.

The ﬁse of proprietaries’' profits, however, is controlled. by

annual reviews and audits within the Agency of the total capitél,
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investment, and profits situations of the corporations in the:context
of the operational objectives and the co&er needs of the corpofations.
In effect the‘annual project review is based upon an audit as searching
as that required for statutory Government corporations.

F. Disposition of Funds Returned from Proprietaries

Any proprietary with funds excess to its current or foreseeable‘
needs 1is required to return such funds to the Agency. Also, all funds
realized from the liquidation or termination of a proprietary are
returned to the Agency except in a limited number of situations when
transferred to another proprietary for "similar use.” On the basis
of an opinion of 3 February 1975 by the CIA General Counsel, the Agency
has revised its policy for the treatment of all returns of funds from
proprietaries; all such‘returns are to be remitted to the U.S. Treasury
as Miscellaneous Receipts. Prior to this change in policy, returns
had been treated as refunds of the previously recorded expenses up to
the amount of such expense for a particular proprietary with any excess
amounts returned to the Treasury as Miscellaneous Receipts(Appendix C) -

G. Disposal of Proprietaries

Air America, the Agency's largest proprietary, at its peak had

total assets of some (who

accounted for more than 90 percent of the people employed directly

by all proprietaries). It is in tﬁe process of being liquidated
because it is no longer required. The Air America complex included

a number of 6ther companies with the Pacific Corporation as the holding
company. The general plan for liquidation of Air America is for the
Pacific Corporation to sell off Air America, Inc. and Air Asia, Ltd.

( the Taipei maintenance operation). A private New York firm (R. Dixon
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Speas Company) was engaged to estimate a fair market value for the
complex. Although an intensive search for competitive bidders was

made, the Agency was unable to find buyers for any of the affiliated
companies except the Taipei maintenance facility. The sale of this
company as a going concern to the successful bidder was closed on

31 January 1975. The remaining parts of Air America are being
liquidated by sale of individual assets upon completion of existing
contracts. Funds realized from the sales could be as much as $25 million
and will be returned to the Treasury.

Agency financial support for Radio Liberty and Radio Free Europe,
both sizeable proprietaries, was terminated in FY 1971 and responsi-
bility for their funding and operation was assumed by the Department
of State.

Southern Air Transport was sold on 31 December 1973 because its
contingency capability was no longer needed. The Agency realized
$6,470,000 from this sale. Cash received was $3,345,000 which included
a $1.2 million award in arbitration of a dispute over tﬁe proceeds of
the sale of an aircraft by Southern Air Transpoft after the sale of
the company by the Agency. The balance was paid by the purchaser to
Air America to retire a debt owed-by Southern Alr Transport. A group
of employees of Southern Air Transport filed a civil action disputing
the propriety of the sale of the company by the Agency, but the case was
diémissed with prejudice on 17 July 1974,

A more detailed list of various disposals of smaller proprietaries
and what, if any; relationships remained thereafter between the Agency

and any subsequent entity appears infra page 39, Section V.
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H. Relations with Tax, Regulatory, and Other Agencies

Management and control of proprietaries often requires ''cooperative
interface'" with outside agencies to gain beneficial working relation-
ships and, as necessary, any appropriate authbrizations. These
relationships are described below.

For those proprietaries which maintain commercial books and other
financial records. U.S. and State tax returns are prepared annually by
commercial managers based on the corporation’s financial records. For
other entities where only interﬁal Agency records are maintained, tax
returns are prepared by Agency speciaiists in a manner to reflect the
normal operations of a bona fide commercial business. Close coordination
is maintained with the Internal Revenue Service, which is aware of the
Agency's use of proprietary commercial entities. In the event an Agency
entity is singled ocut for IRS audit, it has been agreed that the Agency,
through the Office of General Counsel, will notify IRS of Agency
ownership. The IRS then cancels the audit in order to conserve auditor
.manpower. |

The Air proprietéries necessitated contact with the Civil Aeronautics
Board, the Federal Aviation Agency and the National Transportation
Safety Board. Specific problems were discussed, usually with the
Office of General Counsel of the agency concerned by the CIA General
Counsel.

The Air Proprietaries dealt with State Department and the Agency
fof International ﬁevelopment, generally on a contractor/customer basis,
although senior personnel of those agencies were advised by the Agency

of its ownership of the companies.
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Those proprietaries which engaged in the shipment of weapons
or other items on the Mﬁnitions Control list required Agency assistance
in obtaining the necessary export licenses. 6 The ownership of the
companies was discussed with State Department foice of Munitions
Control and the Bureau of Alcohol, Tax and Firearms.

The radio proprietaries, while funded by CIA, did receive policy
guidance from the Department of State to ensure that their broadcasts
were iIn conformance with U.S; foreign policy.

The Agency has intervened with the Department of Labor on behalf
of survivors of eﬁployees of the proprietaries in order to assist
them in receiving the available benefits under the applicable Workmen's
Compensation Acts. |

The Aggncy, on behalf of the proprietaries, interceded with the
Defense Department to have‘the_proprietaries' contracts exempt from the
Renegotiation Board. There was a normal exemption based on thg rules
of the Board which was given for contracts performed entirely outside
the United States.

" CIA requested the Air Force to consider the interest of the Agency
in connection with the awarding of commercial contracts to its proprie-
taries. 1Initially this was done in the mid-1950’s on the basis of a
policy decision by the Operations Coordination Board that the air
proprietary in the Far East, then operating at a deficit, was an
instrument of value to national security. The Agency was able to
maintain a standby capability without budget subsidies if awarded
enough business to support large commercial aircraft. This applied to

the passenger and cargo aircraft.

W 500553 DocId:32423532 Page 24
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The U.S. Forest Service was advised of the ownership of a pro-
prietary and asked to award contracts to thelproprietary in order to
help it develop a commercial posture and permit its airecraft to be

associated with that t&pe of flying.
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IV. A DESCRIPTION OF THE VARICUS PROPRIETARIES

The operaﬁional needs of the Agency have required it to venture
forth into many areas where proprietaries were a perceived necessary
vehicle. These areas have included air support, media publications,
proprietary management {(accounting and mﬁnagemgnt), insurance (personal
insurance coverage, annuity coverages, and escrow accodnt maintenance
for agent personnel), covert procﬁrement {general merchandise, arms,
ammunition and police related equipment), cover support (commercial
cover, such as management consultant firms, importing compahies, travel
agencies, energy research organizations, behavior psychology companies),
personnel services (tape transcription, personnel investigations for..
security clearances and approvals,lpublic accounting firms, electoral
and political analysis firm keyed into foreign elections), operational
support (purchase of condominiums in foreign countries, sporting goods
business in United States with sales in Latin America, vafious overseas
foundations to provide grants, export/import firms, a company which |
holds a note for certain U.S. Government funds borrowed by a consortium
of aluminum companies for the extraction of bauxite in Guinea to insure
U.S. control of bauxite extraction aétivities in Guinea), and various
other miscellangous categories.

The number of employees of proprietaries as of October 30, 1975

tzzzxzxzj Of this number[::]were U.S. Agency employees, 178 were U.S.
proprietary hires, and 65 were foreipgn proprietary hires. The various
types of funding and payrolling ﬁechanisms used by the Agency (Devised

Facilities incorporated in the U.S.; Devised Facilities-Notionals which

HW 50855 DocTd:32423532 Page 26
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are not incorporated but are sole proprietorships; and Notionals,
which are merely business names, are not formally constituted or
registered which do business at the address of an answering service
or witting attorney) totaled 326 as of October 31, 1975. There were
31 Devised Facilities, 67 Devised Facilities-Notionals, and 228
Notionalg.

There follows a list of some of these proprietaries with brief
descriptions of .their functions. There are 97 in number. Following
that list is a description of the major headquarters-controlled proprie-
taries provided as of September 24, 1975. In addition, there is
included a listing of all proprietaries during the period 1952 through
1974 (total 399) with the highest net equity balance on agency records

and the net worth balance as of December 31, 1974. The smallest net

worth balance is[:;;;]and the largest is

The year 1967 was selected to demonstrate the number of employeeé
in use by Agency proprietaries. In that year, the Agency owned approxi-
mately 158 proprietaries. These proprietaries employed approximately
[ Ipersons. Ninety-two percent of the employees were accounted

for by three proprietary complexes as follows:

JBGREED
TPTONIC
QRACTIVE

TPTONIC and QRACTIVE (Radio Free Europe and Radio Liberty) were turned
over to the Department of State and are now being managed by the Board
of International Broadcasters. The JBGREED complex (air support

capability in the Far East) is in the process of liquidation and

HW 50835 DocId:32423532 Page 27
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currently has[ Ppmployees. In addition to the proprietaries mentioned

above, the Agency managed 243 funding and payrolling mechanisms which
provided payrolling services for[zzz]employees,

HY 50235 DocId:32423532 Page 28
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PROPRIETARY LIST -

AIR SUPPORT

IUBETON Complex

The below four companies comprise an air support capabil-
ity for worldwide contingency use. The complex is based
in the Southeastern portion of the United States with cer-
tain commercial business operations overseas.

1. IUCONTROL

A[zzzzz;z]corporation which acts as the holding company for
-the principal operating company in the complex {immediately below};
assets consist solely of stock in the principal operating company;
no employees. _ :

2. IUBERYL"

Afﬁiﬁiﬁiﬁ}corporation’hased in b a small air
service company which can be quickly expandéd to meet Agency air
support requirements.

3. IUEPOCH

A corporation which operates from an airport in the
Southeastern United States; a wholly owned subsidiary of IUBERYL
(immediately above) which operates a fixed base aviation facility;
provides an alternative air support capability.

4, TUPIECES

A corporation based Mhich acts as a purchas-
ing agent for aviation supplies for the activities of the complex;
can provide the same service for prospective Agency air support
activities; is a wholly-owned subsidiary of IUBERYL (above}.
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JBGREED Complex

The below five companies comprised an air support cépabi]-
ity in the Far East. A1l entities are in process of being
liquidated or sold. :

5. JBCRYING

A[;:::::::jcorporation with corporate offices in|
[:::;:;lw Tch acts as the holding company for JBCHOKE, JBHEEDFUL,
an QOPRIETARY C (see below). '
6. JBCHOKE

- YRR o )

Ag;;;%;%;;}corporation whieh corporate offices in] |
which has terminated all flying services contracts. The com-
pany will be.liquidated by sale or disposal of assets.

7. JBHEEDFUL

: A{:::iﬁ:}corporation with corporate offices in iwhich
ceased flying operations in 1968 but has continued to provide
ticketing and other services on behalf of other affiliated com-

"panies.

8. PROPRIETARY B

' A[ﬁiﬁiéﬁiﬁi]corporatﬁon located in |which provides
" computerized accounting services for JBC .

9, PROPRIETARY C .
Al lcorporation located in |which is

the custodian for JBCHOKE files pertaining to Vhai employees and
contractual services in ; will be dissolved when Taw

no longer requires retention of these records.

™y TN A ' )
. ?ii(}ﬁﬂ h Single Entity
NOV 6 1375 |
S8 L)
CIA.

10. HBSANDTRAP

A | corporation located at| Airport
which Ha§ provided secure air support for Agency employees and clas-
sified pouches between Headquarters and other Agency facilities in
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A corporation with a representative {ijfijf] in
which pays book distribution costs; funds are controlled

. the ostensible source of all the Agency funding to other project

]

{

. 4

NIE: |

JUavil s ]

I

|
the United States; the company has accepted éomercia] charter ﬁ
flights from non-Agency customers for income and cgver purposes. 0

Media Publications

The below six companies comprise-a worldwide book dis-
tribution and manuscript publishing activity.

11. QRBLOND

by members of the New York corporation (PDPORTAL/300 - below) and
paid through this corporation to avoid some of the problems of
funding a domestic company in the total amount required to effect
project operations; no employees except for the Brussels repre-
sentative, who is paid on a fee basis.

12. QRBLUFF
A corporation which is used as attribution for

Agency funding to the above two proprietaries; no employees.

13. PDPORTAL/20Q

A[:;;::;Jnon—profit organization, located in[:;::::l which
acts as the home office of its |and is7aTS6 Used as

entities; ng employees; maintains a branch, PDPORTAL/500, in.

NOY 6 1979

14. PDPORTAL/100

A limited partnership located in

15.  PDPORTAL/400

A corporation located in

16.  PDPQRTAL/300

A [ﬁiﬁiﬁiﬁ]corpération Tocated in

Gl
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Single Entities e

17. TOMOSAIC

. A:ﬁi%:ﬁi:]corporation based in " "“which provided an in-
ternational news feature service; the project also supported the
publication of books of propaganda value; the news feature service
has been discontinued and the corporation will soon be dissolved.

18.  AELEDGER

A[:::;:;]corporate entity located in Europe which publishes
a foreign-Tanguage weekly periodical, which is disseminated to
recipients in and out of Russia and contains articles on Soviet
and Bloc matters including a large amount of material prepared
covertiy in the USSR by Soviet dissidents; the periodical
attempts to encourage and assist activities of moderate segments
of Soviet society. .

19. AEDYNAMIC

A corporation located in| |which pub-
lishes periodicals and selected books for infiltration into the
Soviet Unfon and distribution to travelers and Soviets residing
outside the USSR; fosters regional nationalism within the USSR,
supports a private organization_nf reaional nationalities; supports
the AEDYNAMIC branch office in

20. QRMYSTIC

A sole proprietorship located in the[:::;::::::}metropoTitan
area owned ostensibly by an Agency employee whose journalistic
services are utilized in support of foreign operations.

Proprietary Management

LPPANDA Complex

The below three companies support a one man accounting
and management company in Europe which provides services
to other proprietary operations.
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21. LPREMEDY

A one man accounting and management company located in

Europe.

22.

LPCLOUD

A dormant company at one time associated with the cover
of the individual now covered by LPREMEDY.

23. LPCHAIR/A

A[zzz::::jcompany with no employees which serves as a
communication channel from Headquarters to LPREMEDY.

Single Entities

24. LPHOCUS

A[;;:%;:::]management and accounting company (three em-
ployees} which provides accounting and related financial man-
agement assistance to other proprietary organizations.

25. LPSUGAR

Ai::::;:::]management and accounting company (three employees)
which provides accounting and related services to other proprie-

tary organizations.

26. LPBERRY/B -

A legal and accounting firm {(three employees)
which p¥ovidés legal and accounting services to other proprie-
tary organizations. -

Insurance

MHMUTUAL Complex

The below 25 proprietaries comprise a clandestine support

mechanism which provides personal insurance coverages,

annuity coverages, and escrow account maintenance for agent .
. ; E,pgrionnel in a manner to preclude attribution to the United
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States Government. The complex also underwrites. insurance

_risks of certain proprietary organizations and administers :
the pension plans of these organizations. In addition, the ' !
complex has been used to provide a limited amount of !
support to other Agency operations -- specifically, the
acquisition of operational real estate and as a conduit for
the funding of selected foreign covert activities. Twelve
full-time employees are involved in the management of the
complex, with the assistance of three proprietary manage-
ment firms. All expenses except for the salaries of Govern-
ment employees assigned to the complex are paid from earned
income. The companies involved are:

27. MHANVIL/A

An attorney at law operating as a sale proprietor in[::::::::]
; he is the Agency manager of the insurance complex.

28. MHGRET

A[:;:::;::iijcompany which nrovides ownership for MHCROZE,
an investment proprietary, (see below) and owns an apartment in
} no employees, ’ :

29. MHCROZE

Al lcompany which serves as an investment vehicle
and a primary mechanism for the management of funds, no employees.

30. MHSLACK

A [iﬁiﬁ;ﬁi]ccrporation which provides payroll cover for project
personnel and serves as an investment vehicle for funds; seven em-
ployees.

31. MHVODKA
| Al bcompany which is a reinsurance vehicle for all types
of casualty and property insurance for other Agency proprietaries
and directly issues death and disability, term 1ife, annuity and -
other coverages for Agency non-staff.personnel; no employees.

32. MHDRYAD N |
- Al kompany which serves as owner of MHLUMEN and

; MHSPRAY}g§fe below); no employees.
i ' -Eﬁéniv
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33. MHLUMEN

A company which serves as owner of MHFETCH (see
below} and as the source of an operatignal loan; no employees.

34. MHFETCH

Agz;zziz;j:kompany which serves as owner of MHKOALA and
MHWHIFF{3See below); an investment vehicle and manager of non-
staff pension plan; no employees.

35. MHKOALA

_— A[::::::::]company currently inactive and slated for dis-
solution; no employees,

36. MHWHIFF ,

A | fcompany which is a reinsurance vehicle for all
types Casudalty and property insurance for Agency proprietaries
and for life and annuity coverages for non-staff personnel; no
employees.

37. MHMOLAR

anstalt which serves as the beneficiai owner
of MHBOMBE (see below); no employees.

38. MHBOMBE

A[jj;ijjzj]company which serves as a holding company for
MHTWANG and MHONSET (see. below) and as an investment vehicle;
no emp]oyees ,

39. MHONSET

|corporation which serves as an investment vehicle
and quarantor of a mortgage on a former Agency activity; no em~
. ployees.

40. MHTWANG

A \corporation which handles certain annuities,
escrow, term [ife 1nsurance, a pension pIan and funding of MHPIQUE
(see below), no employees.
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41. MHPIQUE

A[;;:::::]company which provides payroll cover for three
non-staff personnel who handle the Cuban dependents program

payments and correspondence; three employees.
42. MHDELFT

A company which serves as a holding company for MHHAWSE
(see beTow} and as a standby asset; no employees. .

43. MHHAWSE

Al company that serves as a direct underwriter
of term Tife insurance and annuity contracts for non-staff Agency
personnel; no employees.

~

44, MHSEPOY

A[ﬁiﬁ?ﬁiﬁiﬁi}éompany that serves as beneficial owner of MHUNDER
(see below) and for direct underwriting of term life and annuities
for non-staff personnel; no employees.

45, MHUNDER
A lcompany which is slated for dissolution; no employees.

46. MHALATE

Al |company which owns property in[ | no
employees. :
| 47. MHJORUM

A company which directly underwrites death and

disability, term 1ife and annuities for non-staff personnel, no
employees. ' '

48. MHBLARE

Al:;:::::]company now in dissolution resu1t1ng from abandon-
ment of Agency project; no empioyees

iy
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dil |
49, MHRUCHE
A lanstalt which is a general use standby
assetl; no employees.
50. MHCLUMP
Al lanstalt which serves as a standby asset

for general reinsurance use; no employees.

51. BGJASMINE

L

A European insurance and reinsurance company which issued
direct death and disability coverage to contractor personnel en=-
gaged for a DDS&T project, and reinsured other risks arising out
of the project; no employees. :

R e " =
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lLogistics Support

The below three entities operated by the Office of
Logistics provide a covert procurement mechanism
for the Agency.

52. KMJAGGERY

A Jcorporation located | _ which
purchases general merchandise in a manner which cannot be traced

to the United States Government; total purchases from January to
September 1974 were $437,500; no outside commercial business; five

employees.

. EI_-..-,......-‘ rerre-y
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53. TP;ENTIC

Al Jcorporation with an addressin[:::::;:::khich
arranges research and development and production contracts in
a manner which cannot be traced to the United States Government;

the company has no employees and is managed by Headquarters
officials in alias. .
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54. Stock Account #3

Al lcorporation with an address in [ lwhich

purchases arms, ammunition, and police related equipment in a
manner which cannot be traced to the United States Government;
the company has no employees and is managed by Headquarters
officials in alias.

Cover Support
WUBIRK Complex .

The below five entities located in[ji%iﬁ%ﬁi]comprise a
Foreign Resources Division activity which provides com-
mercial cover for certain personnel assigned to the
Base of FR Division; no commercial activities
are undertaken by the companies in the complex, and all-
revenue comes from Agency sources; two of the entities
are in the process of dissolution, and two recently
established entities will replace the ones in dis-
solution.

95. WUBODKIN

Y 3corporation with offices in
which 1s styled as a management consulting Tivm; thé éntity
will be dissolved in the near future as soon as other cover
facilities are available for the individuals presently cover-.

ed by the entity; used by New York Base personnel for employ-
ment attribution and office space.

56. WUCURULE

A fcorporation with offices in
which 1s styled as a management consulting firm; the entity will
be dissolved in the near future as soon as other cover facil-

ities are available for the individuals presently covered by
.the entity; used by New York Base personnel for employment
attribution and off1ce space.

57. WUXIPHOID

A \corporation with offices in| |
which 1s styled as a management consulting firm; the entity will
continue to provide cover support to the| ; used

. hyl lpersonne] for employment attribution and office

B Tr..
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58. WUBACH

A newly established [::;:;Z;]corporation with offices in
which is styled as a management consulting
Tirm; was created to replace WUBODKIN and WUCURULE {above);
used by |personnel for employment attribution
and office space.

59. WUKNOX

A newlv estahlished[ ~~~ ~ lcorporation with offices in
l which 1s styled as a management consu1t1ng
firm; was created to replace WUBODKIN and WUCURULE (above);
used by | personnel for employment attribution
~and office space. ' -

Single Entities

60. LPPIKE

A[ﬁjﬁjﬁiﬁ]importing company with a branch office in a
Far East country; the branch office provides cover for .one
Agency employse; no employees in '

61. MOKITH

Al |company located in] | which functions
as _a travel agency and provides cover for one Agency employee in

62. LKBASE

A[:::;::;:]corporation located in , which,
in the past, has provided cover and funding for nonofficial cover
officers in the middle east; it is styled as a research organiza-
tion on energy matters and is now in the process of liquidation.

63. MKDILLY
A ' corporation operating out of the residence of
its president 1n Northern Virginia; the company proyvides cover

for one Agency officer who provides behayior psycho?ogy assistance
to the DDO

RECTH) FRom
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Personnel Services

Single Entities

64. SLAVE

Al lcorporation having its principal office in E;;jﬁiﬁi}

. which provided a centralized facility in the
Héadquarters area with the capability of fulfilling field and
Headquarters requirements for tape transcription and document
translation; three employees; steps are now underway to convert
two of the employees who were proprietary hires to contract
empioyee status and move the function to Agency controlled
buildings. :

65. MHBOUND/3
Al lcorporation, with its headquarters in[_____]

[}, which conducts personnel investigations for security r""
clearances/approvals. in those cases where no United States i
Government interest can be disclosed. It also renders security i
assistance, i.e., badging, counter-audio inspections, etc., to i
Agency projects in those cases where United States Government :

involvement cannot be revealed; the company will be dissolved —

=

by 30 June 1976.

66. MHCLIMB
?.., -
" Represented as the | branch office Or 3
affiliate of a legitimateé public accounting firm,

. but actually under sole control and administration of the Agency
Audit Staff, this facility enables site audits of Agency covert
projects by experienced Agency auditors.

67. VWCADENZA

A[::::::::]cbmpany lTocated in , which is used as
cover for an Agency employee who proVides &lectoral and political

analysis on South American andEuropean elections; he also trains
Agency personnel in polling techniques and electoral analysis;
no outside business.. : '

!
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Operational Support

WUTACTIC Complex

The below 27 companies are managed by the Cover and
Commercial Staff to provide operational support mechan-
isms for DDO foreign operations. Some companies are in-.
active and held for future use. ' '

68. LPCEMENT

A |company used to purchase a condominum apart-
ment in France for use as a listening post; net assets $84,226;
no employees, being terminated in the near future.

69. LPKILT

. A |company established to provide cover and
funds tOo7dn EaST ASTan agent; agent exports goods to Latin America
for resale; gross sales last year of $1,000; assets $12,870; one
field agent. S

70.  LPKNIT

A corporation formed to provide cover and source of
livelihood 10 an Agency employee in Latin America; employee open-
ed branch office of this parent company and sells sporting goods;

- gross sales last year (first year of operation) $3,367; assets
$14,125; one employee and wife.

71.  LPPURSUIT
' A fcorporation used to backstop a field agent in the
renewal of his visa; assets of $375; no employees.

72.  LPCAMEQ '

A[::;::::;]corporation used as the ostensible employer of
two Agency employees in the recruitment of a foreign agent; no

assets no real employees.

73. LPMISSIVE

SN ?ﬂgg?}ﬁﬁﬂ lin anstalt which holds a mortgage on property
i ' Ui AustEiaTused by a field agent; assets of $788; the mortgage
..NOV 6 1975 is not recorded on the books of the corporation; no employees.
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74.  LPBANGO
A Houndat1on used to give ostensible grants-
in- a1d to fielTd agents as a source of their livelihood; assets
of $165; no employees.
75. LPABBEY
Al foundation presently inactive; assets
$3,202; no employees. )
76. LPKITTY
Al Foundation presently inactive; assets
$3,205; no employees.
77. LPALONE
A[ foundation presently inactive; assets
$633; no employees.
78. LPDOUBLE
: Af fcompany used as a funding channel for a cover

placement, assets $Z,853; no employees.

79. LPRAISIN
lanstalt export/import firm formed to provide
“additional status and prestige to an employee operating in alias;
assets $7,942; no employees. .
80. LPBRAID
A company used as a note holder in- the sale of
‘an Agercy proprretary entity; assets $1,818; no employees.
81. LPADVANCE
A company currentlj inactive; assets $3,58%; no
employees”
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82. LPGLITTER
- A company which was used as an investment vehicle
for funas~reserved for new commercial operations requiring Agency

investments; The investment project was terminated and all funds
returned to the Agancy; the company. has no employees.

83. LPLOTUS

A | ]company currently inactive; assets of $2,831;
no emplcyees.

84. LPVISION

A company currently ihactive; assets of $2,831;
no employees, .

85, LPRANGE

Al kompany which holds a note for certain United
States Government funds borrowed by a consortium of aluminum
companies for the extraction of bauxite in Guinea; purpose of
United States Govenment involvement was to insure U.S. control
of bauxite extraction activities in Guinea; the note, issued .
in 1961, was in the principal amount of $2,855,000, balance
of $1,752,000 has remained uncollected since 1962, when payments
stopped, (at the time the Government of Guinea nationalized
the extraction effort); aside from the note, the company has no
other assets and has no employees.

- 86. LPSHADE .
A[;jj:i;:ilcompany previously used as a holder of a note on
a loan To @ Ti1€ld agent; company now inactive; assets of $2,829;
no employees. :
87. LPMANTLE
A{::::::::}corporation which is used to collect the proceeds
from the sale of Agency proprietary entities and to refund such

proceeds to the Agency; at 31 December 1973, total assets $650,220,
total 1iabilities $633,897, total stockholders equity $16,323; no

employees.
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88. LPEPIC

A [:::;:::]corporation based .in with a branch
office in the Far East which provides commercial cover to a con-
tract employee in the Far East targeted against foreign intelligence;
net assets $27,265; one employee.

89. LPSHORE

A corporation currently inactive but retained for
future USET MET assets of $2,023; no employees.

90. LPRERUN

A company used to provide compensation and tax
attributvon—to-an independent contractor, assets of $7,094; no
employees.

91. LPGRASS

A company used as the ostensible investdrs of

funds TRCPKILTY assets of $1,826; no employees.

92. LPSHUFFLE

A{:;%::;;::kompany incorporated but never opened for business;
being held in reserve for possible future use; no assets; no

employees.

93. LPDAIS

Al corporation based in New York with a branch office
in kurope. Used as the ostensible employer of an Agency employee
during his tour in Europe targeted against foreign intelligence;
net assets $6, 845 one employee.

94. LPDUPE

A§ }company incorporated to provide cover and
source T TTVETTAGOd to an Agency employee on a tour in the Near
East; assets of $9,647; one employee.

MOV & 18IS
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Miscéﬂaneous E

Single Entities

95. CATAR

|

A icorporation operated by a lawyer in
Europe which has been used as the lessee of apartments of
operational interest in two European cities; also used as the
ostensible employer of certain Agency employees in the Far
East when they operate in alias; no real employees; funds
have been passed through the company bank account in amounts
necessary to meet lease payments and maintain commercial
image; net worth of about $5,000 (represents minimum bank
balance); company now in the process of dissolution.

B

96. LPBYZAS/B

Al ]entity which holds a current equity interest (30 ° e
percent] in a European trucking company; all other owners of the - |
trucking company are unwitting of Agency interest and the Agency
has been trying to sell its equity since 1973; both entities
provided cover for a career associate for four years; when

sale is completed, LPBYZAS/B will be dissolved and proceeds
returned to the Agency for credit to Miscellaneous Receipts.

97. LPESTATE

A instalt with no employees which owned a
house of operational interest in a European city; the house
was recently.sold and the entity will be dissolved as soon as
the proceeds from the sale are received and the company can be
liquidated in accordance with the laws of
ligquidating dividends will be returned to the Agency for credit
to Miscellaneous Receipts.
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TAB C
FUNDING AND PAYROLLING MECHANISMS

1. The various types of Funding ahd Payrolling Mechanisms used by
the Agency are described below:

a. Devised Facilities--Those Agency-owned and managed mechanisms
which are incorporated in U.S. jurisdictions (various States) with
nominee stockholders and are used to provide nonofficial cover pay-

-roll support to Agency assets who do not have to show highly visible
cover employment. They are also used for other nonofficial cover
support tasks such as funding of proprietary organizations. No
books of account are maintained but annual tax returns are prepared
by Headquarters specialists in a manner to make it appear that the
mechanism is conducting normal commercial business. Since the tax
return cannot be substantiated from commercial records, the Internal
Revenue Service (IRS) must be notified of Agency interest in the '
entity in the event of a proposed IRS audit. Management, including
direct control of the corporate bank accounts, is effected by
-specialists at Headquarters. Funds are transferred from Headquarters

' to the bank account of each.entity in amounts and at times necessary
' to meet funding obligations; otherwise, minimum balances are main-
tained in the accounts to keep them open.

I I
- ! '

b. Devised Facilities-Notionals--Those Agency-owned and managed
mechanisms similar to Devised Facilities except that the mechanisms
are not incorporated; they are sole proprietorships. The same
administrative procedures are used as for Devised Facilities.

1

¥
4.
&2

c. Notionals--Those Agency-owned and managed mechanisms which
are merely business names {(not formally constituted or registered)
which ostensibly do business at the address of an answering service
or witting attorney. Operating officials are usually fictitious
and management is effected by specialists at Headquarters. These
entities are generally used as funding attribution for monies paid
to bona fide corporations in reimbursement of cover costs for Agency
assets, and they are also used to fund proprietary organizations.

The same administrative procedures are used as for Devised Facilities.

L8t

2. As of 31 October 1975, the number of mechanisms in each category
is as follows:

a. Devised Facilities
b. Devised Facilities-Notionals
¢. Notionals

- Total

l.i‘j,']




LPBERRY/B

LPPIKE

PDPORTAL

PDLEDGER

" case.

_proprietaries in this complex are sub-

~und over the2 past 12 months this revenus -

- . o .
43 | (\lr7rlcﬂ |
11J0R HEADQUARTERS-COMFROLLED 3
SO ON THE SCHEDULE ATTACHE ; |

223 1975 HEDSANDH 10 T Lo .
FROM THE GFFICE OF FINANCE f ' ;
A one man, one secretary account1ng and
Tegal firm in New York City which pro- ot
|

vides services to Agancy proprietary

clients as well as commercial customers.
Tna majority of the costs of this pro-
pr1etary are usually subsidized by the _
ﬂﬂency, nowever, during the past 12- . : |
ronth period the wroorietary did earn T
substantial fees from ]ega] clients in-

cluding a $20,000 fea which was congingent
upon tne fTavorable settlement of a civil F o

small importing firm in Mew York City
hrch provides cover for one Agency of-
icer in the Far East. In the past, the
company nas earned substantial revenue,
nowever, in recent mentns and for the
next year it is expected that the company
w111 be subsidized completely by the

Agency.

-h £ I

A complax of companiﬁs both in the U.S.
and abroad wnich compriss a worldwide
book distribution and Panuscr1pt puo—
tisning activity. Excezpt for 54,000 to
55,000 a year from outside sources, all

sidized completely by the Agency.

A small company in Europs which publishes
& ha?k1j pariodical and disseminates this
itnd other material te racipients in and o
Cut of Russia; the various writtenm materials
produced for dissemination by the company
contain Soviet dissident literature and
othner ariicles to encourage-and assist
activities of moderate ssgments of Soviet
sociaty. This company raceives outsids
revenua from the sale oFf its publications

ontrioutzd to approxirmateiy one-half of
th2 cosis. The bdlarcF{Efs orovided: by’t)P1

tna fgency.
NOV 4 1875
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PDDYNAMIC

VWCADENZA

MHBOUND

KMJAGGERY |

QRMYSTIC

WUDIRK

L?H0CUS
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A dowmestic based corporation with a German
branch which fosters the aims of a nation-
alistic group within the USSR and publishes
selected books and pariodicals for distri-
bution to members of this nationalistic
group. The New York and German offices
under this project are largely subsidized
by the Agency with some revenue to the ,
Gaerman office from the sale of publica-
tions. ‘ :

A one man, one secretary, consul ting
cempany which provides Agency officers
with training and advice on polling tech-

niques as applicable to foreign Operations.

This company is wholly subsidized by the
Agency. ' ' L

HH30UND/3, a security services company- -

wnich supports Agency pragrams involving
contractor personnel and offers limited
services to commercial customers for
cover purposes. This company is almost
completely subsidized by the Agency.

A small purchasing company operated by
the Agency, Office of Logistics, which
provides covert procurament for that
ofvice. This company is wholly subsi-
dized by. the Agency.

A sole proprietorship in the Washington

- area ostensibly owned by an Agency employee * -

whose writing and research talents are
utilized exclusively by the Agency in
support of overseas operations. This
company is wholly subsidized by the Agency:

A group of thres comzanies in Hew York
wnich provide cover for perscnnel assigned
to FR Division's Mew York Base. The

three companies involved are supportad
wholly by the Agency.

A WO accountant, ona secretary firm in
w2 York City wnich provides accounting =

services for Agency proprietary organiza--
tions. This company is supported almost
exclusively by thewggency.

Koo RO
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LPBYZAS/

LPPANDA

MHMUTUAL

LPSUGAR

3

A %Eropean company with no empioyees B
Which holds the Agency's interest in
another Furapean Company which was used

in the past to provide cover for gne
Ageacy emplayee. This company is being
retained solely for the Purpose of holding
an Agency investment. Until this invest-
ment is sold, the eipenses incident to

the operation of the, company wijl be
wholly subsidized by -the Agency.

One company in New York without employees
and a ope accountant, part-time secretary
firm in Europe which'provides‘accounting

This is the Agency insurance complex which,
through interest and dividends earned on
its investment.portfoliq pays for ail
Project expenses except for funds provided
by the Agency to meet the salary costs

of staff and contract employees in the
complex. :

A two accountant, one secretary firm in

the Yashington area which provides ac-
counting services to other Agency pro-
prietary organizations. This company is
almost completely subsidized by the Agency.
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V. THE DISPOSAL OF AGENCY PROPRIETARIES -

a) An Overview

The Agency has emphasized the degree to which the extensive
proprietary system it has maintained in the paét has been disposed
of in recent years. Indeed, according to the current Chief of the
Cover and Commercial Staff, at least in so far as large proprietaries
are concerned, ''because of multitudinous reasons they will be viewed
as the solution of last resort.'"* Size was a problem and made it
"inevitable that cover would not last." Moreover, there simply is
not a néed, according to the Agency, for the kind of capabilities
supplied by an Air America either now or in the foreseeable future.
In this regard; the Agency has indicated that no "real proprietaries”
are iﬁ plannlng because there are no such operational requirements
before the Cover and Commercial Staff (hereafter "CCS").< But the

Committee has learned from its study that the Agency retains the

* As William E. Nelson, Deputy Director of Operations, noted recently
to the Rockefeller Commission:

I think by and large that the day of the big proprietary
is over. We have attempted over the past few years to
try to squeeze down on those kinds of proprietaries and
I think we have really gone now to a fairly small number,
and a fairly tightly controlled group of proprietaries
who are doing legitimate operational jobs, particularly
in the media field.

Our experlence with proprietaries in the past has been
if left by themselves, they tend to absorb larger and
larger amounts of government money and are not particu-
larly for a business. They are not very viable in the
business sense and quickly become suspect as not having
any commercial validity. And we have, I think in the
past ten years, we have in this past ten years gotten
rid of an enormous number of proprietaries in this field.
I don't foresee us getting in the immediate future into
any expansion of that proprietary record. I think we
are about right in terms of where we are now.

HW 50835 DocId:32423532 Page 63
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capability "in being" to create even large proprietaries.* More-
over, numerous ''shelf’ corporations are kept available to provide
cover. These latter entities are generally only of the notional
variety and pose no threat either competitively or in terms of
domestic activity beyond the Agency's charter. Nonetheless, the
Agency has emphasized the need to retain this general wvehicle for
at least one purpose: to retain assets. The CCS has indicated
that é.method is needed to keep '"good men" who are loval, but who
need continuing work in both their ordinary and also somewhat
byzantine fields. Consequently, proprietaries offer a viable alter-
native to solve this dilemma of maintaining assets. o

As a result of this, the Committee studied which proprietaries
had been sold or otherwise disposed of during the period from 1965
to 1975. It sought to find out which of those proprietaries so dis-
posed of in the last ten years maintained a significant relationship
with the Agency by contract or informal understanding for any purpose;
More specifically, the Committee sought answers to the following
questions: |

(1) How many proprietaries, by type or function, have been

dissolved or sold as a going enterprise or otherwise
disposed of by the Agency?

* Mr. Nelson closed his recent testimony with a caveat:

I can visualize, however, depending on what happens to
the Agency in the future, the possibility that we might
want to use more proprietaries, particularly in the
field of cover if this gets terribly tight or terribly
difficult. But the average operational purpose, except
for some of these media operations, all we need is cover
and I think that most of the proprietaries that we have
fall into that category.

WY 508535 DoclId:32423532 Page o4
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(2) How many proprietaries have been sold, or their assets
sold, to persons, or a group including persons, who
had previously served as directors, officers or
employees of the proprietaries?

(3) In how many instances were proprietaries sold pursuant

to ‘a written agreement, or an unwritten agreement or
- understanding, that the purchased proprietary, any

successor entity or the parties purchasing the proprie-
tary's assets would provide the Agency with goods, ’
services or other assistance? 1In each case, indicate
the nature of the business involved, whether the agree-
ment was written or, if unwritten, the way it is
reflected in Agency files, and the amounts of any
specific business volume, retainers or financial support
agreed to in connection with the proprietary's transfer.
This request covers both firm contracts for the provision
of goods and services and general agreements that the
parties acquiring the proprietary or its assets would
provide them, at the Agency's option, 1f requested to
do so. .

(4) In how many instances did the parties acquiring the
proprietary in fact subsequently provide goods, services
or other assistance to the Agency, whether or not there
was a written or informal agreement of such a relation-
ship at the time the proprietary or its assets were
acquired from the Agency? Indicate for each instance
the nature of the business, the dollar amounts of the
transactions involved and the period of years during
which they occurred.

Our study revealed that during the indicated period 209 proprie-
taries were dissolved, sold or otherwise disposed of, thus substan-
tiating the Agency's claim that it had moved decisively to extricate
itself from this area of activity.* But in a very real sense it is

nearly impossible to evaluate whether a "link" still exists between

the Agency and a former asset related to a proprietary because

HW 509535

* The Agency's Office of Finance originally compiled a list of 305
cryptonyms of "entities' which were dropped from Office of Finance
records at Headquarters during the period 1965-1975. Nineteen (19)
other entities were added from other Agency divisions. Later this
list was reconciled with other Agency records to eliminate cryptonym
changes and other administrative actions not related to the actual
disposal of a proprietary organization. Ultimately, these admini-
strative "eliminations™" totaled 1l15.
DocId: 32423532 Page 635
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circumstances can be conceived of whereby even though:formal.and
informal Agency ties are discontinued, social and other ties remain.
The impact of such liaisons is difficult to assess. The following

entities were dissolved during the referenced period:

WY 50835 Docld:32423532 Page o6
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ENTITIES DISSOLVED

AIR SUPPORT

WUSOLXD/WUTRADE
WUSOLID/WUTOPSY
WUDERRICK/NUCLUBHOUSE
WUCLOAK/WUOCEAN
WUCLOAK/WUSEASIDE
WUCLOAK/NUSNAPPY
TUQUEST/IUPROTON
WUBETON/WUGLOBAL
WUBETON/WUAISLE
WUSHINE /WUINVEST
WUSHINE /WUREBEL
WUGAZELLE /WUEASEL
WUGAZELLE /WUGIRAFFE
WUPADDY/WUTROUBLE

MARITIME SUPPORT

YOENTITY/YODOOR
YOENTITY/YOMONEY
YOTART

TUMUG
IUHISTEP/TULAPEL
TUHISTEP/ TULATCH

OPERATIONAL SUPPORT

LPTACTIC/LPDECOR
WUTACTIC/WUDARE
LPTACTIC/LPDRAGON
LPTACTIC/WUELECT
LPTACTIC/LPFINAL
WUTACTIC/WUFL 00D
WUTACTIC/WUGAMP
LPTACTIC/LPHUMID
WUTACTIC/HUTHPORT
WUTACTIC/WUKTWA
WUTACTIC/NERVE
LPTACTIC/LPPITCH
HUTACTIC/HUROCKY
WUTACTIC/WUSUMMIT
- WUTACTIC/LPWAMPUM

LPTACTIC/LPWHISPER
LPTACTIC/LPORDER
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(OPERATIONAL SUPPORT - Cont'd)

WUTACTIC/WUABOUT
LPTACTIC/LPACROSS
WUTACTIC/WUBAIL
LPTACTIC/LPCAREFREE
WUTACTIC/WUCHAQS

COVER SUPPORT

STLARGO

STMOD

STLAD
STUPLIFT/STKNAP
STUPLIFT/STPACER
MIPACT/MIHOLDING
HALARC
MIPACT/MOPUSHER
CYTABARD :
WUDIRK/WUCURULE
WUDIRK/WUBODKIN
WUENTREE/WUMOREL
WUPANEL/WUCORAL
WUPILOT/WUTWINE
LPBYZAS/A
HUBRINY/WUTROCHUS
LPDICTUM/F
LPDICTUM/P
LPIINERAL/LPCHICKEN
LPARCH/LPDUCAT
WUATLAS/GIBLUFF —

ACCOUNTING & MANAGEMENT

QuBUZZ

MHAMISH
LPPANDA/LPCHAIR/B
LPBERRY/A
WUSUNTAN/WUFLAME
WUSUGAR/B

INSURANCE

MHANVIL/B
MHANVIL/D
MHANVIL/F
MHSPRAY
MHKEVEL
MHNAVAL
CraTT

L LI '
| AR

TAB A
Page 2
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TAB A
Page 3
COVERT PROCUREMENT S ' e
WUMINOR/ T ' ' g
HUMINOR/WUHAL 1BUT : =
LPMINOR/LPMETAL e
WUMINOR/PULSE
JUAIREDALE/LUOASIS
FOUNDATION OR INSTITUTE
AEWILDFIRE baaes
LPUNITY/1 §§23
MEDIA S
UOACORN/ VOACTOR
FUSEE
YOYARD
TOMOSAIC/TOHAWKBIT . .
COMMUNITY DEVELOPMENT .
WUETHNIC/MODAISY - o
WUETHNIC/LPHALTER X
WUETHNIC/LPCYHAMMER
WUETHNIC/LPTOTEM
PERSONAL SERVICES P
MKCRUSH/MKPENNY Fae
MKCRUSH/MKCOTTON ' §
BEUSEFUL "
BGJAGUAR . g
ENDOMORPH/ ENGAGE -
INVESTMENT - —
LPDICTUM/K
LPDIGTUM/LPSPICE
LPDICTUM/WUSALINE F
RESEARCH & DEVELOPMENT Fonee
MHSHANK E;;;_
!"“"f'\r“:wy- - . ey
RECTIVEN FR0N | i
NEC T4 1975 o —
SUSIY
ol
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- SEGAET

TAB A

ENTITIES DISSOLVED '

AIR SUPPORT

JBGREED/JBCRYING (In Liquidation)
JBGREED/QKHEAVERLY (In Liquidation)
JBGREED/QKHEEDFUL (In Liquidation)
JBGREED/JBCHOKE (In Liquidation)
ZRBENCH

WUBETON/ WULOBSTER

MARITIME SUPPORT

YOBLADE
AMCRAFT
AMSALLY

MEDIA AND/OR PUBLICATIONS

ESMIDWAY
AMIDEA

AMWIDE (SLOGAN)
AMRAPT
WURABBIT

INSTITUTE OR FOUNDATION

LPWANDER/1
LPWANDER/?2
LPWANDER/3
LPWANDER/ 4
JMCLIPPER
QKBOTTOM
QRBIBB
PBGREGALE

QRTRIG REP{HV‘\ fnﬂhq

COVER_SUPPORT

JMDUSK o IRV 4
FUARROW . :
YQFLUX L

KGHELMSMAN

ECIRON :

GINSENG/G

SEGBET ’7

i
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ENTITIES DISSOLVED (Continued)

OPERATIONAL SUPPORT

LPGLOBE/WASH
SLIGO
SLAPJACK

LOGISTICS SUPPORT

STOCK ACCOUNT #2
KMFERRY
KMKANGANI
MHOLENT

OPSOMIC

MANAGEMENT & ACCOUNTING

LPPANDA/LPCLOUD
INVESTMENT
WUVENTURE /WUABLE
WUVENTURE/ WUBAKER

COMMUNITY DEVELOPMENT .

- WUANICE

SECURITY SERVICES

MHBOUND/ 1
MHBOUND/ 2

SECRET .
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The following entities were sold during the referenced period:

HW 50835 DocId:32423532 Page 72



L
Jo et

iR,
[

Y
L

— - 69 -,:.'_"

. Wiide l,.

ENTITIES soLp
=2 WULD

AIR SUPPORT

WUSHINE/WUCOMET
NUSHINE/HUELBOH
WUSHINE/WUNOTICE
WUSHINE /WUPyMa
HUGAZELLE/WUBLOWGUN
MUGAZELLE/WUZEBU
ZRCREST/ZRAVAST
ZRCREST/ZRCLIFF
WUCLOAK/WUDUSTER
WUCLOAK/WUHARPY
HUCLOAK/WUVTTAL
IUQUEST/IUABATE
IUQUEST/IUPAGAN
WUSAXA/NUACUTE

TRAVEL BUSINESS
——=_ BV 1NESS
WUBEVY

COYER SUPPORT
=2 2UFFURT
POEARLY

CALANCET
STFANWEED/STDOLLAR
STMYSTIC

MIHELEN
MIPACT/MICOUNCIL

INSURANCE

MHTHROW

MHMATTE
MHIRONY

I atall -

DFEC Ly 1

Yo,

* Substantial Assets Sold; Entities Dissolved
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SEC.ET |
i
TAB B §
ENTITIES SOLD - g;:é
gt
gias
AIR SUPPORT =
JBGREED/JBARGON
b
FOUNDATION OR INSTITUTE .
DE INDEED/ TUINHAUL s
ih~-'-..."ﬂ
TRAVEL SERVICE kf'.
| { -
LPJACK Lo
. .
LOW_COST HOUSING - | - —
WUFLOWER/WUSHAMP . e
! ' I L.

RESEARCH & DEVELOPMENT

HTNAMABLE

‘i -'-:- B e
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The following entities were '"otherwise disposed of" during the

referenced period:
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TAB C
ENTITIES QTHERWISE DISPOSED OF ;u—-
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BN
AIR SUPPORT N
WUEMBARK/ WUHALFLIN
WUSTAKE / WUHOBBY
WUSAXA/WUBLUSEE
MOMARRON .
WULAZY sl
COVER SUPPORT o
YJIPASTIS —
FOUNDATIONS OR INSTITUTES
QRBEND _
ZROCCUR/ZRMIDDY B
QRSENSE/KMOCHRIOD : s
AESILVER - -
MEDIA :
PAWALRUS .
POVARSITY -
QRGLAD ,
AEEGGHEAD
ACCOUNTING & MANAGEMENT —
LPCAPTAIN/LPCANAL _ éfi-
OPERATIONAL SUPPORT o
LADYCHAPEL
WUTACTIC/WUDOLLOP
oD T
RE\H o
LS

AR
_ﬂ;'?;n;l)li‘;:'u
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SEGHET

ENTITIES OTHERWISE DISPOSED OF

MEDIA _AND/OR PUBLICATION

LILISP/G
AMHIM

QKACTIVE

QRMASTER

TPTONIC |
TPTONIC/FJINDULGE
TPTONIC/ZRNACARAT

FOUNDATION OR INSTITUTE

ZRCANNY
OTHABEAS
DTEMBARGO
ZRTINDER
QRTROW
PAFANFARE
QKFEARFUL
WSFLUFFER
DTPILLER
DTLAMPREY

'QKOPERA/DTGODOWN

COVER SUPPQRT

QRMUGWUMP

TRAVEL SERVICE

TGVIVID

QPERATIONAL SUPPORT
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~ There follows a description of the disposition of entities
— sold or otherwise disposed of during the referenced period. Twenty-
nine (29) of the entities were'solg or given to witting individuals
(former officers, employees, managers, contractors, etc.) Five (5)
were sold or given to witting individuals who had no formal rela- ..
tionship with the proprietary. Ten (10) proprietaries continued to
provide goods or services to the Agency after the disposal. Thirty-'
four (34) proprietaries did not continue to provide goods or services
to the Agency after disposal; In nine (9) instances the provision

or offer to provide goods or services were formal or informal condi-
tions of thé sale br gift. In thifty-seven (37) instances this was
not the case. Six (6) proprietaries were sold to unwitting individuals
or organizations and thus no provision for services or goods was indi--
N cated: Several miscellaneous'dispositiﬁns developed which did not

fit neatly into any of the above categories. For example, there

was one merger of an Agency proprietary with another Agency proprie-
tary. In two instances the Agency retained a non-proprietary rela-
tionship with a fofmer employee. On two océasions the Agency turned
over proprietaries to other government departménts and on one oécasion
it sold a proprietary to another government department. There were ‘
several instances where the Agency gave the assets of a proprietary
after liquidation (books, materials, etc.) to previously uncompensated
pérticipants in the various ventures. On occasion, the corporate
shells were given to attorneys in lieu of fees for dissolution. Some
participants were permitted to retain proceeds of sales in order to

‘continue the.original effort of the particular proprietary. And

HW 50835 DocId:32423532 Page 78
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h:) finally, assets were sometimes given to other prqpriefaries but

without the benefit of a merger.
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TAB D

DISPOSITION OF ENTITIES SOLD OR OTHERWISE DISPOSED OF

" WUSHINE/WUGAZELLE -

+

ZRCREST -

WUCLOAK/WUDUSTER

WUHARPY -

WUCLOAK/WUVITAL

RE7" " FRom

R
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The six air proprietaries in the WUSHINE and
WUGAZELLE complexes were sold as a package in 1969
to a group of witting U.S. businessmen who had
acted as nominee officers, directors, and stock-
holders for the companies in the WUSHINE compliex.
Although the group offered to provide cover and/
or air support to the Agency after the sale, this
offer was not made a condition of the sale, and
no understanding or centract was negotiated for
prospective purchase of goods or services or
cover support. To date, the proprietaries sold
have not been used by the Agency.

These two air proprietary entities were sold in
1974 to the businessman who managed both entities
during the period of Agency ownership. No agree-
ments for the continued use of the entities sold
were negotiated or implied at the time of sale,
and, to date, no subsequent use has been made

of the entities by the Agency.

This air proprietary was sold in 1968 to the

witting businessman who managed the entity

during the period of Agency ownership. No
agreement for the continued use of the entity
sold was negotiated or implied at the time of
sale, and, to date, no subsequent use has been
made of the entity by the Agency.

This air proprietary {parts procurement} was
sold in 1965 after all assets had been removed
(a corporate shell) to the witting group of
businessmen from which the entity was originally
purchased. No agreement for the continued use
of the entity sold was negotiated or implied

at the time of sale, and, to date, no subsequent
use has been made of the entity by the Agency.

This air proprietary entity was sold in 1972 to
an unwitting, bona fide airline company. No
agreement for the continued use of the entity
was negotiated or implied at the time of sale,
and, to date, no subsequent use has been made
of the entity by the Agency. S
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TUQUEST/IUABATE/IUPAGAN -

WUSAXA/WUACUTE

STFANWEED/STDOLLAR

TAB D
Page 2

Substantial assets of these two IUQUEST air
proprietary entities were sold in 1975 to a

bona fide aviation company which was made witting
for purposes of the sale. No agreement was nego-
tiated or implied at the time of sale for Agency
use or purchase of goods or services from the
company which purchased the assets. To date, no
goods or services have been purchased from the
buyer. The entities were subsequently liquidated.

This air proprietary entity was sold in 1971 to

an unwitting businessman. No agreement for con-
tinued use of the entity by the Agency was negoti-
ated or implied at the time of sale, and, to date,
no such use has been made of the entity. :

This proprietary, which published travel guides
and was used as cover for Agency officers world-
wide, was sold in 1968 to the editor of the
travel guides. The editor was an Agency employee
and retired at the time of the sale. No agree-
ment was negotiated or implied for the continuing
use of the entity after sale. To date, no goods
or services have been purchased from the entity
by the Agency.

This proprietary entity, which provided status
and access cover for several case officers in
the Far East, was sold in 1975 to unwitting
purchasers. . There have been no Agency contacts
with the purchaser since then. All sale pro-
ceeds were returned to the Agency.

This proprietary, which provided cover support
in Europe, was sold in 1965 to a witting, bona
fide company which provided technical assistance
and marketing support to the proprietary during
the period of Agency ownership. No agreement
was negotiated or implied for prospective use
of the entity by the Agency, and no such use

was made by the Agency. The bona fide company,
did, however, continue to provide cover for
Agency officers in other areas and under offices
not related to the former proprietary's business
activities. '

This proprietary was an import-export firm which
provided cover for one Agency employee in the
Far Fast. The entity was sold to the Agency
employee in 1966 at the time of his retirement
from the Agency. HNo agreement was negotiated
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or implied at the time of sale for the Agency's ng
purchase of goods or services, and, to date, P o
no such use has been made of the entity. -

This small proprietary, which provided cover for
one-Agency employee in the Far East, was liqui-
dated in 1974. A covert relationship has con-
tinued with the owner of the parent company of
which the Agency proprietary was a subsidiary.
The owner provides cover in the parent company
for another Agency employee, and the parent
company moved into the premises vacated by the
subsidiary and was allowed to take over fixtures e
and a rental deposit at no cost. -

This proprietary, which provided cover for one
Agency case officer in the Far East, was sold

jn 1974 to two local-hire employees of the firm.
A11 Agency connections with the firm were severed
at the time of sale.

This proprietary, which provided cover for one- . ,
Agency employee, was sold in 1970 to the un- b
witting members of its Board of Directors. ¢
At the time of sale all Agency connections
with the entity were severed.

This proprietary {part of the insurance complex)
was formed for the purpose of purchasing an ,
apartment overseas which was used for operational
purposes. When the apartment was no longer of
operational use in 1970, the company (and the
apartment) was sold to a non-Agency connected
party. No agreement for the continued use of
the corporation or the apartment was made with
the purchaser, and, to date, no such use has
been .made of the entity or the apartment.

This proprietary (part of the insurance complex)
was established to purchase an apartment overseas
of operational interest to the Agency. When the
apartment was no longer needed for operational
purposes in 1970, the corporation (and the
apartment} was sold to a non-Agency connected
party. No agreement for the continued use of

the apartment or the entity was made with the
purchaser, and, to date, no such use has been made
of the apartment or the entity.
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MHIRONY - This proprietary was established for the use of : t%iﬁ
the insurance complex, but it was never activated. B
The corporate shell was sold in 1974 to the un- —

witting attornies who served as resident agents.
No agreement was made with the purchaser for
the continued use of the entity, and, to date,
no such use has been made of the entity.

WUEMBARK/WUHALFIN - This air proprietary was merged with another
air proprietary (ZRCLIFF} in 1968,

WUSTAKE /WUHOBBY - This air proprietary was sold to the businessman
who managed the proprietary during the period
of Agency ownership on the condition that the
Agency would buy back the proprietary if the
contract which sustained the proprietary was
not renewed by USAID. The USAID contract was
not renewed, and the businessman dissolved the By
entity on behalf of the Agency in 1968. s

. WUSAXA/WUBLUSEE - This air proprietary was disposed of by trans-
ferring all assets to another air proprietary
and turning over the corporate shell to two
unwitting fore1gn national nominees. Ho agreement
with the nominees for the purchase of goods or
services subsequent to the turn over was negotiated
or implied, and, to date, no use has been made of"
the entity by the Agency.
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MOMARRON - This proprietary was established in the Far Fast
- ' by two foreign agents of the Agency to provide

support services for Agency-sponsored air opera-
tions. The company failed, at least partly due
to embezzlement by the two agents, and was
Tiguidated apparent]y in late 1962 or early 1963.
The Agency station in the country involved
continued to maintain a covert relationship with
the two agents who were politically significant
for some time after the Tiquidation. The re-
lationship was non-proprietary.

L
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WULAZY - This proprietary was involved in support of air
activities for a.large Agency paramilitary
program in Africa. At such time as the program
was concluded, all assets were removed from

e x the company, and the corporate shell was gfven

EEE}W N [W{()ﬁfg to the attorney who established the entity in
T 1ieu of paying his prospective fee for dissolv-
e o ing the corporation.
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This proprietary, which provided cover support
for one Agency officer in the Far East, was
abandoned when the country was overrun by
Communist forces. The assets left behind will
be written off.

This proprietary, non-profit organization was
turned over to its management in 1967 when the
Agency withdrew its support to the entity. HNo
further Agency support has been given to the
entity, and the management intended to continue
the program with private and USAID support.

This proprietary non-profit, medical organiza-
tion was disposed of .in 1967 by transfer of
all of its assets to the witting Board of
Directors for continuation without Agency
support. No further Agency support was given
to the entity.

This proprietary, non-profit entity was dis-
posed of in 1968 when all assets were turned
over to the witting trustees who intended to
continue the operation with private support.
No further support was given to the entity
by the Agency.

This foreign proprietary research institute
was disposed of in 1967, at which time the
Institute was surge funded to permit it to
continue operations for approximately two years
while a search was made for private funds to
enable continuation of the Institute or permit
its orderly liquidation. In mid-1969, the
Institute ceased its activity since sufficient
private funds could not be located to fund
Institute programs. No Agency support was
provided after 1967. .

This proprietary entity published an English
language periodical in the Near East. The
publishing rights plus certain assets were
sold to indigenous purchasers and the proceeds
of sale were used to pay off corporate liabilities
prior to dissolution of the entity. Since the
periodical continued to publish articles which
coincided with U.S. objectives for the area
concerned, the Agency provided limited support
to the new owners to enable them to continue
the pub]lcat1on
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This proprietary publishing firm in the Far
East provided cover support for one Agency

employee who introduced foreign books and articles

to Far Eastern media sources. In 1975 the firm
was de-registered and certain assets were sold

to a former employee of the firm who re-registered
the firm under a different name. The Agency
employee who was provided cover by the entity is
still active in the Far East under a new cover
and the only contact with the purchaser is in

the interest of maintaining the cover story of

the active Agency employee. HNo support is

being extended to the re-registered entity.

This activity provides support to a foreign

based asset to permit him to publish a foreign
language journal. The activity was inaccurately
and inappropriately categorized as a proprietary
when an Administrative Plan was prepared in 1971.
The error was corrected in 1975 when the activity
was accurately categorized as a controlled sub-
sidy. The operation continues with Agency
subsidy support. '

The U.S. proprietary portion of this book pub-
1ishing activity was legally Tiquidated in -
1968, Funds remaining after settlement of all
liabilities were transferred overseas to other
parts of the operation and were used to meet
approved operational expenses. Some of the
remaining stock of foreign language books was
given to a cleared and witting contact who had
served without compensation as an officer of
the proprietary mechanism. The remainder was
shipped overseas to be distributed by the
overseas mechanisms of the operation which are
not proprietaries.. They continue to distribute

" looks with Agency subsidy support.

This proprietary, which provided management and
accounting services for Agency activities in
Europe, was disposed of in 1974 by removal of
all assets from the entity and transfer of the
corporate shell to the U.S. businessman who had
backstopped the company without compensation.
No support has been given to the entity or use
made thereof by the Agency. '
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LADYCHAPEL - This proprietary was established to purchase an : E;}i
apartment building in Europe for Agency office fre s
and residential use. In 1968, then the build- e

ing was of no further use to the Agency, the
entity with the apartment building was ostensibly
given to the Department of State as a gift.

The Department actually reimbursed the Agency

for the building in Washington. The Agency,

on behalf of the Department, is attempting to
liquidate the company. This is complicated

by a disputed foreign tax claim.

WUTACTIC/WUDOLLOP - This operational support mechanism had no assets U
at the time of its disposal in 1971, and the
corporate shell was turned over to the attorney
who established the company in lieu of payment
of his prospective fee for dissolving the

entity. | _ —
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TAB D

Disposition of Entities Sold or Otherwise Disposed Of

JBARGON

DEINHAUL

This air support proprietary (maintenance facility)

was sold in January 1975 to a bona fide aviation

‘concern which was made witting of the Agency's

ownership of the firm for purposes of the sale.

At the time of sale, it was agreed that JBARGON
would continue to provide aircraft maintenance,
supply, and bookkeeping services to JBCHOKE, the
former parent company of JBARGON. Since the date
of sale, JBARGON has provided $612,000 worth of
aircraft maintenance, supply, and bookkeep1ng
services to JBCHOKE; JBCHOKE 1s now in the process
of liquidation.

This proprietary lending institution (bank) was
established in a European country in 1955 to
provide loans and outright grants to non-communist
cooperatives, The proprietary was ostensibly owned
{backstopped) by a bona fide U.S. foundation which
was subsidized by the Agency, and the bank was
managed by a bona fide management company on behalf
of the Agency. By 1962 when it was determined

that the bank had accomplished its purposes, the
Special Group (predecessor to the 40 Committee)
instructed that the bank be phased out in an orderly
manner over the next five years. Various disposal
plans were considered over the next few years,

and in 1965 the Agency sold the bank (through its
ostensible owner--the foundation) to the firm

which managed the bank during the period of Agency
ownership. In payment, the foundation accepted
notes from the management firm, payable over a

four year period. It was expected that the payments
of the purchase price would come from the proceeds
derived from the repayment of various types of
loans made by the bank, and it was recognized that

" certain unsecured bank loans were of questionable

collectibility. Accordingly, that portion of
the purchase price which was tied to the repayment
of these loans was subject to adjustment for litiga-

tion expenses associated with collection and a 20%

collection fee. . Also, this portion of the purchase
price was not subject to interest on the unpaid
balance. It was also agreed that the bank would

administer a fund of $100,000 set aside by the
Agency for continuing grants in less than $25,000
amounts for Agency approved activities which were
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DEINHAUL (Cont'd)

LPJACK

WUSWAMP

HTNAMABLE
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in concert with the original objectives of the pro-
ject.. In 1967 under the terms of the Katzenbach
Report, it was necessary for the Agency to discon-
tinue its support to the bona fide U.S.:foundation
(ostensible former owner of the bank as mentioned
above) which had acted as a collection-agent for
the sale proceeds. Incident to the Agency's dis-

-engagement from support of the foundation, the

foundation was allowed to keep all proceeds from
subsequent payments on the purchase price for the

bank.

This travel service proprietary was sold in 1975

" to an Agency employee at the time of his retirement.

This individual had ostensibly owned the firm but

cin fact only managed it for the Agency. No agree-

ment was negotiated for the continued use of the
travel service by the Agency, however, the Agency
was using the travel service at the time of sale
largely for the purchase of airline tickets for
travel in support of sensitive projects. This
practice still continues, and it is estimated
that Agency business represents about 30% of the
gross airline Licket sales of the entity on an
annual basis.

The Agency owned 50% of the equity in this foreign
entity which constructed low.cost housing in one

of the less developed countries of the world.

The Agency's equity was sold to WUPESKY, a pr1vate
company which. provided cover for an Agency employee
who managed the Agency's foreign low cost housing

- program. No agreement was made with WUPESKY for

the subsequent purchase of services or products

of WUSWAMP, and no such purchases were made.

Nevertheless, WUPESKY continued to provide cover
for the Agency Employee until 1973,

This proprietary was a non-profit organization
which undertook high risk scientific research
programs in support of Government sponsored
reconnaissance programs. In 1966, the Agency
decided to terminate its proprietary relationship
with the entity and it was determined that,
because of the charter of non-profit organizations,
any proceeds from the liquidation would have to

be given to other non-profit organizations or
foundations. Accordingly, the plant and equipment
were sold to a profit making corporation which
created a subsidiary around the assets purchased.
The proceeds of the sale were distributed among
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AMHIM

. QRACTIVE

QRMASTER

several non-profit organizations under Agency
control. An unwritten condition of the sale was

that the Agency would contract with thesnew organizi-
ation for scientific research of interest to the
Agency in the amount of about $900,000 over an
etghteen month period. Only about $770,000 was so
committed, and all Agency relations with the
successor organization were terminated in 1968.

This media type proprietary provided cover for

an Agency employee who arranged for a foreign
motion picture firm run by an American to produce
and distribute foreign language films throughout
Latin America. For funding purposes, the proprie-
tary borrowed working capital from another prop-.
rietary, LPBERRY/A, and paid production and

-distribution costs in anticipation of a return

on the proceeds of film distribution. The prop-
rietary was dissolved in 1961, and all rights to
the net profits of distribution were assigned

to LPBERRY/A in return for cancellation of the
note it held from the proprietary. After much
wrangling with the American owner of the film
production and distribution company, it became
evident that appropriate reports were not being
submitted covering recoupments or net profits

and the Agency negotiated a settlement which pro-
vided that LPBERRY/A and the distribution company
would render no further claims against each other.
Relations eased at that point. .

This media proprietary compiled, published, and
distributed a newsletter overseas.  In 1975,
when the Agency withdrew its support, it was
decided to discontinue the publication activity,
and the assets of the company were turned over
to AMHIM/1, the editor and manager, to enable
him to maintain a status independent of the
Agency as a commercial print shop.

This proprietary radio broadcasting activity was
turned over to the Department of State for support
and subsequently placed under the control of the
Board of International Broadcasters for continued
operation with Congressional support.

oA

" This mediavtype pfoprietary which was -involved in radio

and TV projects was established in 1963 and continued

under Agency ownership until 1969 when it was sold

i

b
] T
i,

R

r.;
3
L

#
L)




SEGEet- 86 - - | F

QRMASTER (Cont'd) - to its manager with full expectation of continued
. : operation with heavy Agency subsidy. At the time
of sale, substantial funds were removed, from the.
entity leaving it without sufficient work1ng
capital. Consequently, the Agency arranged for
.a line of credit through a bank guaranteed by the
funds removed from the entity. Subsequently,.
the manager, with Agency permission, sold the
entity to a group of foreign nationals. The _
manager formed his own corporation which contracted
with the Agency for services including the continued t
. management of the company sold of which he was stil) 2
president. A management dispute resulted in the
removal of the manager from the first corporation
and the bank seized the guarantee for the line
of credit which had been drawn down and used as
working capital for the first entity. The manager, b
no longer supported by the Agency, is the channel . ot
through which the Agency is to receive repayment :
- of loans which arose out of the line of credit.
So far, the Agency has received no payments.

TPTONIC

TPTONIC/FJINDULGE :

LPTONIC/ZRNACARAT -~ ' These three proprietary entities were part of a

: ' substantial radio broadcasting activity which

was turned over to the Department of State for
support and subsequently placed under the control
of the Board of International Broadcasters for
continued operation with Congressional support.

ZRCANNY : - This U.S. foundation type proprietary served as
o a funding mechanism for a labor organization
supported by the Agency. In 1968 all assets
plus a termination grant were turned over to the
~group of U.S. businessmen who backstopped the
Agency entity. A1l Agency funds destined for the
labor union were transferred to that organization,
and the Agency created a foreign funding company
(QRSPIDER? utilizing the same businessmen to
continue support to the unien. The foreign entity
is still in being, although inactive, and will
be dissolved after all tag end negotiations are
concluded with the former management of the labor
organization which continues in revised form
without Agency support :

DTHABEAS ="\ This proprietary non-profit ent1ty was supported
DoV by the Agency until December 1974 when all Agency
' (\;‘ ‘ + funds were withdrawn and the furniture and fixtures
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- were given as a gift to the witting directors who
proposed to continue the entity as a private’
.organization. No further contact.has been main-
tained with the entity. : :

- This foundation was established in 1938 without

Agency support. After a long period of inactivity,
the Agency took over the entity in 1953 and used

it to support a publication produced at a U.S.
University and aimed at Latin America. In 1967,

the Agency withdrew its support to the publication,
withdrew Agency funds from the foundation, and

gave the office furnishings to the witting directors
of the foundation with the stipulation that the
furnishings would be turned over to the university.’

- This proprietary institute was supported by the
Agency until 1968 when all assets and liabilities
plus a termination grant was turned over to the
management and ostensible owners of the entity
to enable the organization to continue without
Agency control or support. No further contact
was maintained with the organization.

- This former proprietary is an institute located
in Europe which seeks to influence and encourage
moderate and pro-democratic youth leaders and
government officials concerned with youth and
higher education. The Agency withdrew its
support from the. institute in 1974 and turned

over all assets to the management of the organiza- =

tion. In addition, the Agency provided surge -
funding in the amount necessary to enable the
entity to exist in reduced form for about one year
during which time the management would attempt to
arrange private support. All Agency employees
involved in the project terminated their employment
relationship with the Agency or were reassigned,
and the Agency has not rendered further-assistance
to the operation. . .

- This foundation type proprietary provided grants
" and other support to individuals and organizations

 of interest to the Agency in the Near East. At
the project's termination residual funds were
turned over to one of the witting trustees to
permit the continuation of the activity for a.
period of time without Agency support. No further

" Agency support has been given to the organization.
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QKFEARFUL -

WSFLUFFER .-

DTPILLAR -

DTLAMPREY -

QKOPERA/DTGODOMN . "
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This foundat1on type propr1etary provided support

to a bona fide international organizatign interested
in international Tegal matters. At the time the
Agency withdrew its support for the activity in

1969 the assets of the proprietary plus termination
funding were turned over to the witting Board of
Directors. The organization, now under a new

name, continues to exist without Agency support.

This foundation type proprietary provided funds
to a bona fide foundation involved with the
development of international cooperatives. At

- the time the Agency withdrew its support from the

cooperative program, the entity was dissolved,
however, it had been anticipated that the entity
would be the recipient of funds resulting from
the sale of a proprietary lending institution

in Europe. The bona fide foundation which was
part of the funding channel for the European

bank was allowed to retain the proceeds of the

sale when WSFLUFFER was dissolved. See the
write-up under DEINHAUL for more details of the
sale of the European bank..

This foundation type proprietary supported indivi-
duals and organizations of interest to the Agency
in the Far East. At the-time the Agency withdrew
its support for the activity in 1967, the assets
of the organization with a substantial termination
payment were turned over to the witting Board

of Directors of the entity. The entity has
continued its work without Agency support.

This foundation type proprietary supported an
international organization concerned with indivi-
duals in the teaching profession. At the time
the Agency withdrew its support from the inter-
national organization, the proprietary was .~
dissolved after making one last termination grant
to the international organization. The inter-
national ent1ty has continued w1thout Agency
support,

This foundation type proprietary supported
individuals and international organizations
involved with cultural matters. -To give the

entity substance and provide funds for day-to-day
administration, the Agency started the organization
with a substantial grant which was invested in

6
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QKOPERA/DTGODOWN
(Cont'd} - income producing securities. At the time the Agency b
- withdrew its support, the assets of the entity
were given to its witting Board of Directors with
the understanding that approximately 60% of the
portfolio of investments would be retained by the
organization to sustain its continued operation
without Agency support, and 40% of the proceeds
of the portfolio would be immediately granted to
other organizations and activities which fostered
the objectives of the QKOPERA project.

ol

QRMUGWUMP ~ . This small proprietary provided cover for one
' individual overseas. In 1972, the employee

resigned and expressed a desire to continue the
business without Agency support. Accordingly,
the meager assets of the entity were sold to
the resigned employee. Payment for the entity
took the form of offset against funds due the
employee on separation, lump sum leave payment,
return travel, etc. The Agency has had no further
interest in the entity.

g

TGVIVID : - This proprietary travel Agency provided cover for
an Agency employee overseas. When the employee
was reassigned in 1966, all assets were converted
to cash and turned back to the Agency. Neverthe-
less, an indigenous employee of the entity, and
a contact of the Agency Station in the country
involved, was allowed to take over the name and
clientele and continue the business. No commit-
ments or agreements were made for continued
yse of the business, and no support was sub-
sequently provided or sought from the business.
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AMQT - This proprietary, which produced economic and
sociological reports in support of Cuban opera-
tions, was dissolved in 1973 and its assets
turned over to another propr1etary, SLIGO. SLIGO
was subsequently dissolved in 1975 (see list of
dissolved entities.)
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b) THE SALE OF SOUTHERN AIR TRANSPORT, INC.: A CASE
STUDY IN DISPOSAL OF A CIA PROPRIETARY.

BACKGROUND

Southerﬁ.Air Transport Incorporated (SAT) is a U.S. Air Carrier,
incorpeorated in the State of Florida on October 31; 1949, Ffom its
inception until its purchase in 1960 by the Central Intelligence-
Agency (CIA), it was privately owned by Messrs. Fredrick C. Moor
and Stanley G. Williams. It was purchased by the CIA on August 5,

1960, and owned by the CiA through December 31, 1973. CIA sold the

| firm back to Mr. Williams on December 31, 1973,

'The decision to acquire Southern Air Transport was triggered by
a change in the regulations governing the award of Military Air Trans-.
port Service (MATS) contraéts. On April 1, 1960, Air America (AAM) .
had begun flying a seven-month MATS contract operating out of Tachikawa.
AFB in Japan,.to other Pacific locations. In June ofAl960, the De-
partment of Defense (DOD) and the Civil Aeronautics Board (CAB) changed
thé regulations governing ;he awarding of MATS contracfs to reduire
that bidders hold at least a Supplemental Certificate of Convenience
and Necessity for an Air Carrier and that they participate in che‘
Civil Reserve Air Fleet Program (CRAF).“Air America did not meet
either of these-new criteria and could not obtain appropriate waivers
to them. The Air America heavy airlift capability represented an
asset for use by the U.S. Government in future operational contin-
gencies throughout the Far East area. Loss of the MATS contract

would reéult in under utilization of aircraft and air crews and the

H¥ 50955 DocId:32423532 Page 94



HW 50955

MATS contract revenues were needed to sﬁstain these assets. Therefore,
it was'proposed that either AAM should obtain the necessary certi-
fication.or that the Agency should buy another commercial firm that
already held these certifications. The October 1, 1960)contract
date and the need for public hearings and 1engthy proceedinés mili-
tated against AAM‘applfing for the certificate themselves. Also,
again in order to avoid lengthy public hearings, which would be fimeQ
consuming and generate public exposure, it was decided that the
ownership of the company to be acquired must be kept completely
separate from AAM. This solution'wasrconcurred iﬁ by the CAB, the
DOD, the CIA, and AAM management. |

It was anticipated that if the new company were awarded the
ongoing MATS contract, it would actually perform the flying serv1ce.'
but would use equipment under conditional sale ffom AAM and would
employ personnel transferred from AAM. Under inter-company agree-
ments Air America would provide all maintenance work, ground handling,
and other services for which it would be reimbursed by the new
company. In this way, Air America would share in the revenues
generated by the MATS contracﬁs.

The proposal to purchase a supplemenﬁal carrier and operate
it undef the‘above arrangement was appro?ed by Allen Dulles as
Director of Central Intelligence (DCI) on July 15, 1960. Funds

from the Clandestine Services budget for FY 61 were made available

for the purchase.
were -
After World War II there had—been over 200 supplemental carriers

in -existence. By 1960 there were oniy 18 still operating. Air
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3 America management made a surbey ofj;hé 18 ana determined that
Southern ‘Air Transport in Miami, Florida waé the most attractive
as a purchase possibility. It operated'two C-46s ~- oﬁe ownéd, one
leased -- between Miami and points in the Caribbean and South
Aﬁerica. Its associated company owned the four-acre ﬁroperty on
which SAT was located. Moreover, it operated at a modest profit
and had no long?term debts.

Negotiatiéns for fhe.purchase of SAT were successful and on
August 5, 1960, the CIA exchanged $307,506.10 for all outstanding
shares of capital stock of SAT and its real property owning affil-
iate. The Agency owned these shares in the name of Roger C. Hyatt,
a former board member of Air America. Mr; Hyatt together with
Percival Brundage and Perkins McGuire were added to the SAT board
of directors.

Under CTA management-Southetn Air Transport operated with two
semi—autdnomops divisions: the Pacific Division and the Atlantic
Division. The Pacific Division performed the MATS contract aﬁd
supported Agency heavylift requirements in East Asia. The Atlantic
Division continued to operate in the Caribbean and South America;
doing the same sort of flying SAT had done prior to Agency acquisi-~
tion. The Atlantic Division was also able to furnish certain support
for the Cuban and Congo operations. At the peak of its activities,
the SAT fleet, comprised‘of both owned and leased ai;craft, included

Douglas DC-S, Boeing 727, and Lockheed L-100 Hercules aircraft.
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THE SALE
) In 1972 it became apparent that the Agency's air capabilities’
were becoming excess to its needs, and that politicél realities
and future operational requirements in the post-war era of Southeast.
Asia would not reqﬁire large air proprietary assets. On April 21,
1972, the Director of antral Intelligence approved in principle
the divestiture of CIA ownership and control of the Air America
complex and Southern Air Transport. He approved recoﬁmendatipns‘
calling for Air America to be retained until the end of the war in
Southeast Asia, the immediate elimination of‘the Pacific Division
of SAT, the sale of the two 727 aireraft leased to SAT By Alr Aﬁerica,
and subsequent divestiture of Agency ownership and control of the '
remainder of SAT.* ‘Specific note was made that conflict of interest
should be avoided and that no employee shouid receive a windfali
N benefit as a result of these transactions,¥ | |

1

In May 1972, Agency officials (] ]and.Lawrence Houston)

met with the Cﬁairman of the Civil Aeronautics Board, Secor D. Browne,
" and his Administrative Assistant, Edwin_Rector, to seekrinformal |

adviée as to the besé way to disengagé from SAT. Three élternatives

were discussed: (1) dissolve the company and sell the assets;

(2) sell the assets to the current operators of the company; (3) sell

SAT to, or merge SAT into, one of the other supplemental carriers.

* The Director determined that'we no longer should retain air proprie-
taries purely for contingent requirements and that on the record, there-
fore, the Agency should divest itself of the Southern Air Transport
complex entirely. He stated the opinion that the desirable course of
action would be dissolution, although he realized that the problems
were many and complex. Also, he did not rule out other solutions
which might achieve the end and yet better satisfy the interests of

X all concerned!’

S | |
%% A condition imposed by the DCI was that'in the disposition of any
of the assets involved nothing inure to the benefit of Agency employees
or former employees or persons whose relationship with the Agency has
been or is of such a nature as might raise a question of conflict of -

interest ) .
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The CAB chairman discouragéd option (3) because it would involve
.93 public hearings and would be subject to criticism by the other supple-
mentals. Optibn (1), although least troublesome from the legal and_'
exposure standpoints, would further redﬁce the shrinking number of
U.S. supplementals (by 1972, there were only eleven supplemental
carriers left) and would be unfair to SAT employeeé. The'CAB
officiais had no problem with option (2). On S)Ma 1972, the DCI
was presented with the results of the meeting with the CAchhairmén.
" He approved the recommendation to explore the sale of the equity in
SAT to the current maﬁagement. It was noted that SAT had been operat-
ing as a supplemental carrier for 25 years, none of the employeés of
SAT had ever Been an employee of the Agency and that both the'Dgpart—'
‘ment of Defense and the, chairman of the CAB‘considered it in their |
besﬁ intérests to keep SAT“as a viable.carrier rather than dissolving -
) the company and selling the assets. The rétionala behind selling . |
SAT intact to its management was:
a. Liquidation would deprive the U.S. of a useful air carrier
and would be unfair to the employees. |
b. Sale of SAT as a going concern on the open market would gene-
rate an unacceptable level of public interest and scrutiny. A
publicly advertised dlsp051tlon would run contrary to the Dlrector 8
statutory mandate to protect intelligence sources and methods.
c. Although a potential for conflict of interest and windfall
profit existed, sale of SAT tb its management would best |
satisfy the fequirements of evéryone involved. |
The DCI was, apparently, allowed this flexibility in method of
.{ diqu%al by statute. 40 U.s.C. § 474(17) provides that nothing in

the regulations relating to disposal of surplus government property
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.\ shall affect any authority of the CIA. In addition, 50 U.S.C. 8
403(d)(5) provides that the Director of_Central Intelligence is
responsible for protecting intelligence sources and methods from.
unauthorized disclosure. It was determined that sale of SAT stock
to‘Mr. Williams in a confidential manner would besﬁ prevent damage

to natidngl security and foreign_relaticns of the United States which
could result from disclosure qf'CIArbwnership;

Agency officials began exploring ways in which SAT could be sold
to its management without permitting a windfall to accrue to ﬁhe
buyer and in a way that could not be construed as a conflict of
interest. To.establish a reasonable selling price, the Agency asked
the Certified Public Accounting firm of Lybrand, Ross Brothers and |

Montgomery (now doing business as Coopers & Lybrand) to perform a

A valuation study. They in turn engaged R. Dixon Speas Associates,
Inc., aviation consultants, to establish an evaluation for the
aircraft. The following values wefe developed:

| a{- Book Value of SAT ' - 83.9 million
b. Estimated Total Value bf SAT
Capital Stock on Open Market $2.645 million
¢. Disposal as going concern $2.1 million
d. Liquidation Valuer $1.25 million
e. Agency Investment -$1.5 million
Based on theselfigures, the Executive Director-Comptroller on
August 17, 1972, appréved an asking price of $2.7 million. Sale
at this price to the management would require simultaneous payment
~ in full of the $3.2 million note payable to Air America through
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~ Actus Technology (as the associated land holding company had been
renamed) and would not include any equity in théllease“purchase
agreement between SAT and Air America for a Lockheed L 100-30
Hercules aircraft, Although this $2.7 million price was less than
the $3.9 million book value, it did exceed the fair market value of
the coméany as calculated by professional appraisers. The appraisals
were'based not on depreciated puréhase prices for assets, as reflected
in book values, but rather on either the earning power of the-assets
adjusted to "preseﬁtAvalue" or the current resale value for all
assets. |
On August 23, 1972, Mr. Williams was advised of the asking price
for SAT of $2.7 million fo; the acquisition of stock and $3.2 million
for payment of debt to Air America or a total of $5.9 million. A |
) deadline date of October 1, 1972, was established; otherwise Mr.
Williams was advised that the firm would be dissolved and the assets
liquidated. Although Mr. Williams contended the asking figure should
be reduced since the outstanding loan to Air America haa been réduced
since the date of the study by Coopers & Lybrands, Mr. Williams stated
he would attempt to work out financing within the deadline date of
October 1, 1972. This deadline was extended by the Agency to

December 4, 1972.
On December 5, 1972, Mr. Williams submitted an offer for SAT of

$5 million which comprised $1. 875 million for the acquisition of
SAT and $3.125 million to pay off the debt to AAM. On December 26,
1972, the Executive Director-Comptroller approved the recommendation

that Mr. Williams' offer be rejected and that if Mr. Williams was
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unable to raise by January 20, l97§,the additional funds required

)

for the original purchase price of $5.9 million, including the Air
America debt, that the Agency proceéd with liquidation plans and
dismissal of SAT employees not later‘than Febfuary 1, 1973.

On January 11, 1973, Mr. Williams submitted a new proposal to
purchasé SAT for a total price of $5,605,000. Mr. Williams cited a
tentative commitment for a loan of $4.0 millionm and his offer was
contingent upon an ‘additional loan. The offer called for a total
payment of $5,605,000 broken down as follows:

| Acquisition of stock for Actus and éAT $2.145 million
Payment of debt to Air America 3.125 million
Credit for payments to AAM since |
10,lJune) 1972, in 11qu1dat10n of o
1ong term debt .335 million
= . Total payment  $5. 605 million
| Prior to accepting Mr. Wllllams offer, CIA regresentatlves
again discussed the sale of SAT to Mr. Wllllamsn Mr. R. Tenney
Johnson of CAB indicated that the bdard_would be interested in.f
seeing SAT continued. Mr. Johnson stated it would not be necessary
to surface the Agency's name as the true owner of SAT in the CAB |
proceedings, and that he did not anticipate any problems with
other suppleﬁental carriers as a result of the sale to Mr. Williams.

On January 19, 1973, the DCI approved the sale of SAT t°,¥?- 3.
Williams. It was noted. that Mr. Williams' offer was withi 5 p%;ééﬁt-._
of the orlglnal asking price, was above the independent evaluatlon

for sale as a going concern and was at a figure which would not seem

to give the buyer w1ndfa11 proflt Such sale would constitute a
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-~ clean break-away of SAT from the Agency with the exception of a one
year extension on the lease/purchase agreement for an L 100-30 air-
craft from SAT. This agreement for sale between Mr. Williams and
the Agéncy included a proﬁision that any profit derived from the
sale of assets within one year would constitute a windfall and
would be added to the total sale price. |

On February 28, 1973, the Board of Directors of SAT executed
corporate action on the Agreeément for Sale of SAT to Mr. Williams.
Closing date was established at not later tﬁan 30 days after CAB
approval. On March 1, 1973 application f§r approval of acquisition

" of control of SAT by Mr. Williams was filed with the CAB under
Docket No. 252-64. It was anficipaﬁed,that CAB approval would be
forthcoming within 60 days. o

‘5 Subsequent to the agfeement for sale and apﬁlication to CAB,

several supplemenﬁal carriers generated a great deal of pressure to

prevent SAT from being sold to Mr. Williams and to prevent SAT from
operating as a supplemental carrler(2f¥ﬁ§zy;ressure wae—&ppl&ad '

_thrbugh their_Congressional representatlves, the General Accountlng _

Officg, the General Services Administration, and other ways. The

various supplemental carriers objecte& to the sale of SAT for a

variety of reasons. Basically each objected to the portions of

SAT's operating éuthority which would allow SAT to compete with it.

Specifiéally, represeﬁtatives of Overseas National Airways (ONAY

indicated tha: ONA woﬁld not oppoée the sale if Mr. Williams would

voluntarily renounce his rights to Trans-Pacific routes. World

WY 503535 DocId:32423532 Page 102



_-? Airways and Trans International Airways (TIA) objected fo SAT
operating any aircraft as large or larger than-a 727 in the Far
East. Saturn Airways'objected to SAT bidding on any domestic MAC
contracts. To restrict SAT to satisfy‘all potential competition
could make SAT sufficiently unattractive as a.profitable investment -
that fiﬁancing goﬁld become unobtainéble. With this in mind the
Agency took the position that agreement for sale of SAT had been
executed, subject to CAB approval. If the CAB ruled against the -
sale.and ownership reverted to the Agency, the Agency wouid bease
any bids or service under MAC contracts and dissolve SAT.

Two of the other sﬁpplementals, Saturn and ONA, expressed
interest in buying SAT. ONA did not make a cash offer., On June 29;
1973, Saturn Airways, howéﬁer, made a cash offer of about $2 million
in excess of what Mr. Williams had offered. There were, however,

_according to the Agency, compelling reascns not to pursue these
offers. Agéncy officers had reason to believe that ONA was not as
interested in actually buying SAT as they were in getﬁing a commit-
ment frpm the Agency which could?be used to compromise the.Agéncy’s
position in future CAB hearings. Three reasons for not accepting

~ either offer were:

a.- Anj merger with another supplemental carrier would
necessitate a very difficult series of CAB hearings during

which all other'major supplementals would certainly voice

loud and strenuous cbjections.
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- b. To sell the firm on a sole-source basis to either
outgide buyer without solicitiné public bids would be
contrary to sound business practice and would attract
even more adverse publicity.
c. Both offers were made directly to officials of the -
CIA and not to the sto;kholders'of record. Although the
relationShip'between the CIA and SAT was the subjectlof
much public speculation, such relationship was still |
classified and an acceptance of either offer would be a
violation of security and éover. |
These procedures were unaeceptable to the Agency and dissolution of
the firm or sale to Mr. Williams continued as the most acceptabie'
method of divestiture, subject to CAB approval. |
‘3 ' In view of the objections by other supplemental carriers to
the sale of SAT to Mr. Williams and the-award by the Air Force of a
Loglstics Air contract (LOGAIR) to SAT, the DCI directed on July‘31{
197%)that SAT be dissolved, that SAT withdraw from the LOGAIR con-
tract and w1thdraw its appllcatlon for renewal of supplemental
certificate. Mr. Williams was advised of this ‘decision, but made
a counteq:pffer to purchase the company under the previous financial
offer but turn in his supplemental certificate, withdraw application
for acquisitibp for sale from CAB, and operate SAT as a commercial
carrier under Federal Aviation Regulation Part 121 authority. Such
action would remove SAT from direct competition with'the-supplementals,
but leave it with a worﬁhwhile market in which to operate.i Addi—:

tionally, no CAB hearing would be necessary to obtain this type of
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operating authority.
On October 1, 1973, the DCI agreéd to entertain the proposal
to continue the sale of SAT to Mr. Wiliiams as a Part 121 operator,
but on the condition that Mr. Williams must oﬁtain prompt financing;
Otherﬁise, the firm would be dissolved. | _
On October 5, 1973, the SAT Board of Directoré approved and
éxecuted a new.agreement for sale inclﬁding the following provisioné:
a. Mr. Williamé to acquire stock of SAT Actus for
$2,145,000. - |
b. ‘Mr. Williams to pay off $3,125,000 owed to Air America.
¢. Agreement subject to Mr. Williams obtaining $4 million
1oén. |
d. Agreement to-beASubject to SAT withdrawing application
N for renewal of its Certificate of Necessit& and Conveniencé
for an Air Cafrier (Supplemental Certificate).
e. 4Lease/purphase agreement for L-100 between AAM and SAT
to be extended one year. ‘
f. Anti-windfall provision to be effective for one year from
date of sale. “
On November 29, 1973, Mr. Williams received a commitment from
The First National Bank of Chicago for a loan of $4.5 million thereby
making fhe October 5, 197%/ agreement operative. On November 30,
1973, the.DCi épproved the sale of SAT in accordance with the
October 5 agreément for sale. On the same day, the application to

the CAB fqr acquisition of SAT under Docket No. 252-64 was withdrawn.
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M and petitionifor cancellaﬁion of certificate and termination of
exemption authority was filed with an effective date of December 30,
1973. On December 31, 1973, the sale was closed, the note to Air
America was paid off, and Stanléy G. Williams.became the sole
owner of SAT. |

In early January 1974, CIA officials learned from Air America
management that SAT had exercised the purchase option of the lease/.
purchase agreement between SAT and Air America for the Lockheed |
L 100-30 Hercules aircraft. The option sale pfice from Air Amefica
was $3,150,000}' SAT immediatély resold the aircraft to Saturn
Airways for $&,350.000 turning a quick $i.2 million profit. The
Agency interpreted this sale as a violation of the anti-windfall
provisions of the agreement for sale. On January 25; 1974, Air

‘? America executed an Escrow and Arbitration Agréement on behalf of
ﬁhe CIA with SAT on the disputed $1.2 million profit. The‘agreement
called for $750,000 to.bé placed in escrow with the'American Security
and Trust Company of Washington, D.C. _The escrow funds were to be
held as a Certificate of Deposit purchased at the prevailing market-
rate. It was further agreed that SAT would alsc place in escrow
a Promissory Note to Air America for the remaining $450,000 of the
disputed amount. The note was to bear interest at the same rate
currently being earned on the Certificate of Deposit in escrow.

It was arranged that the escrow deposits plus accrued interest would
be paid to the party deemed in favor by an arbitrator with each

party to pay one-half of the costs of arbitration. On September 3,
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1974,the arbitrator ruled in.favor of Air America. This decision

(J

caused an additional $i,304,243 to accrue to the Agency from the
SAT sale. This was the sum of the $1.2 million under arbitration

plus accrued interest, less the Agency's share of arbitration costs.

DECLASSIFICATION OF RELATIONSHIP WITH CIA

In March 1974 the employees of SAT retained an .attorney énd
brought a c1ass.action suit in U.S. District Court for Southern
Florida against Southern Air Tranéport, Inc., and the Central Intel-
1igence'Agendy. The employees as plaintiffs sued for injunctive 
relief and daméges. In fhis sui; the employees alleged: |

a. That the'éIA sold the stock of SAT to Mr. Williams
illegally, .

b. That SAT had embérkedlon a program to sell off its
assets, depriving the plaintiffs of employment

¢. That the plaintiffs were entitled to the benefits of
the CIA Retirement and Disability System, and

d..,That their civil rights had been violated.

In view of the publicitylafising from the allegations made by
the other supplementgl carriers during the CAB procégdings and the
publicity arisinglfromfthis suit, it ﬁas determined that no useful
purpose would be servéd by continuing to deny tﬁe true ownership
reiationéhip of SAT b;tEIA. It is noted, however, that the opera- |
tional aétivitieé performed by SAT on behalf ofKQIA were and remain.
classified.: As a part of the Agency's defense in this suit, én

affidavit of Mr. Harold L. Brownman, Deputy Directo:-for Management
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f\ and Services of the CIA, was presented in court. In the affidayit
Mr. Brownman delineated the relationsﬁip BetweenhCIA-and SAT and the
.authorities for purchasing and 1atef sélling thé-capital stock of
SAT. He also defined the-empldyment sfatus of tﬁe pléintiffs_as

“not being government employees and not being CIA émployees and
therefofe ;ot being eligible for participation in the CIA Retire-
ment and Disability System. _

In the Order Granting Motion for Summary Judgment, the court
foundithat the sale of SAT capital stock to Mr. Williams was not iﬁ.
violation of law; the plaintiffs clalm to be U.S. Government employees
and entltled to CIA retirement beneflts invalid; and that the SAT
employees were not deprived of any civil right under any state 1aw.
As a result, the action was dismissed with prejudice as to the A
plaintiff. Although this suit did cause the relationship between -
the Agency and SAT to be officially made public, it did establish,
in a court of law, two pointslfavorable-to the Agency:

a. The sale of SAT to Stanley Williams violated no laws

and ﬁas within the authority of the DCI; and

b. The directly hired employees of ClA-owned proprietary
firms such as SAT do not necessarily enjoy the status of

U.s. Government'employees,

CONFLICT OF INTEREST

In the SAT divestiture, the Agency took precautions to avoid
conflict of interest. Mr. George A. Doole, Jr., retired_Staff

-

Agent and retired Managing Director of Air America, Inc., made .

ﬂ
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se?eral offers to acquire SAT. In early 1972 hé'and some other
members of AAM ﬁanagement made. an info;mai offer to buy SAT. Then

on August 7, 1972, Mr. Doole told Mr. Charles W. Kane, Agency
 officia1 responsible for the management of SAI and AAM; that he,
~in association with World Airways and TIA, wanted.to offer "book
value" for SAT. He stated that they were not interested in SAT's

certificate, but rather in the equipment and that if allowed to

make an offér, it ﬁould be one that would not require CAB hearings.

In both these cases, the Agency's General Counsel determined that -
because of Mr. Doole's close assbciatidn with the Agency, the offer
would be unacceptab;e. In 1atér discussions, Mr: Doole asked to»be_
allowed to bid on SAT in open bidding. The General Counsél's posi~
tion on this requesf was fEat open bids would be begging the questibn'
in terms of conflict of interest. In any transaction this comple#,
selecting the bid is only a préliﬁinéry,to the negotiated final.

sale, . - |
o Another potential conflict of interest involved Overseas
National Airways. From the time the Agency first decided to divest,
until the sale to Mf.'Williams was consummated, ONA ekpressed con-=
tinuing interest in an ONA/SAT merger. Their representative making
these continuing overtures to the Aganéy was reti:ed Admiral William'
F. Raborn, former Director of Central Intelligence. Admiral ﬁaborn
made literally dozens of phone calls to Agency officials and arranged
many meetings} all for.the purpose of pressing ONA's caseé to purchase
SAT. ONA also ﬁroposéd-to arrange ''shadow financing' for Mr, Williams

“\ if he would agree to merge with ONA at some later time. These offers
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were all rejected because merger with another supplemental was-
not an acceptable solution and the apparent conflict of interest
was too great.

The sale of SAT to the President of the firm{ Mr, Stanley‘
Williamg,was another area of possible conflict of interest,
However, Mr. Williams was not an employee'oﬁ the U.S. Govérnment
during any period of association with SAT or CIA. He had been
the owner prior to CIA acquisitioﬁ and his role as nominai President
of SAT during CIA ownership was at the direction ogdéi%)which'made
or approved all decisions in regard to acquisition of aircraft and
other major policy‘determinations; .Additionally, this potential
area of conflict had been_;ecogﬁized at the outset of sale pro-
ceedingi}which was the basis for obtaining third-party‘professional 
evaluation and appraisals and the provision in the sale agreement
against windfall profit from disﬁosition of assets. An underlying
pﬁiiosophy for sale back to Mr.'Williams was to restore the corpo-
ration to the status of private ownership once the need for it as
a government-controlled entlty had termlnated Such action was
co;szdered in the best interests of the SAT employees as well as

in the interest of the U.S. Government to maintain another viable

commercial air carrier.
CONCLUSICON |
ownership of SAT and its real property owning

8 of capital stock

The CIA acquired
affiliate, by purchase of all outstandlng share

on August 5, 1960. Such acqulsltlon was accomplished under the
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authority of the Central Intelligence Act of 1949 in order to
acquire a certificated air carrier to support its foreign intel-
‘ligence operations. The purchase was accomplished after consul-
tation and approval by the CAB and the DOD, and was not in violation
of Section 410 of the Federal Aviation Act.

Foilowing determination by CIA)in 1972 that ownership of SAT
was no longer required to support its foreign .intelligence opera-
tions, the CIA undertook to diépose of SAT undgr the authority of the
CIA Act of 1949 and the specific provision in the Federal Property
and Administrative Services Act of 1949 (FPAé Act) that nothing in

" the act éhali impair or affect any authority of the Central Intél-
ligence Agency. In the case of Robert Farmer, et al., vs. Southern
Air Transport, Inc., et al., the U.S. District Court,.Southern
District of Florida, Case No. 74-467-CIV-WM, upheld the adthority
of CIA to dispose of Southern Air Transport, Inc.

In disposing of SAT, the CIA determined after discussions with
CAB that SAT should not be sold as a going concern in an open
competitive market nor should merger with another air carrier be
considered. Such action would involve lengthy ﬁrocedures, hearings,
and publicity which posed a threat to CIA's ébility to protect
intelligence sources and methods. While CIA initialiy was inclined
to dissolve SAT and sell the assets, CAB and bOD both indicated
their desire to maintéin SAT as a supplemental commercial air
carrier. Since ‘this solution also would be in the best interest

~of the SAT employees and there were indications this could be
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accomplished without revealing ownership by CIA, CIA approved
exploring the-sale of SAT to its prévious owner and current
-nominal President, Mr. stanley Williams.

The CIA took reasonable pfecautions to assure that a fair
market price was received for the sale of SAT, and that no short
term windfall profit would ensue. The CIA was mindful of conflict
of interest problems, and obtained independent professional advice
and guidance prior to executiﬁg an agreement for sale. The sale
price finally received by the CIA exceeded the parameters estab-
iished by this independent study.

In retrospect, it is possible that open competitive bidding
for sale of SAT as a going concern could have achieved as much or
more return to the U.S. Government for the assets of SAT. However,
such assessment is only conjecture since this market was not fully
tested. Also this method of disposal had the potential for greater
publicity and revelation of intelligence sources and methods,l In
retrospect, the alternate solution of dissolution of the corporation
éﬁd sale of assets probably would have created less publicity but
again this is only conjecture, since the SAT employee law suit may
well have been forthcoming in any event. |

| In conclusion, the CIA obtained a fair market value for the
sale of SAT as evaluated by an independent professional appraisal.
The legality of the disposal of Southern Air Transport by the CIA
has been tested in court and has been shown to be fully within

the statutory authorities and responsibilities of the DCI. The
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precautions taken and the procedures established by the CIA consi-
dered the varying factors of responsibility for public funds, con-
flicts of interest, U.S. Government interests for the aviation

industry and its employees, and national security. The CIA actions

in the disposal of SAT, accordingly, were reasonable and proper.
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VI. Project MHBOUND

In 1958, at the time construction of the new CIA headquarters
building in Langley was begun, a small counterintelligence opera-
tion was established to maintain surveillance of activities to
prevent hostile penetration and sabotage. It was successful in
its objectives and, therefore, upon occupancy of the building
in 1§62 the Project, now known as MHBOUND, was established as an
outgrowth of the initial effort.

From a single office in Arlington, Virginia, the project ex-
panded to four field offices (Arlington, Falls Church, Los Angeles
and St. Louis). Also, it grew from a single corporate entity into
three separate corporations. The parent organization in 1962 was
Anderson Enterprises, Inc., which operated in the greater Washing-
ton area and was set up to create a bona fide commercial corpor-
ation which would perform security ser&ices on a competitive basis
for any and all individuals and compénies which might require

' them, as well as Federal and local governmental units. In addi-
tion, it would conduct operations for the Office of Security of
the CIA. This activity proved most successful, with customers
utilizing it for document destruction, br consultation, for
guard work, and for investigations. |

Anderson Enterprises, Inc. developed legitimate business
contracts with'agencies‘of the Federal goYFrnqgnt and with commer-
cial firms. The provisions of the so-call£3tPl£nkerton Act 'pbro-

. work
hibit a company engaged in investigative /from contracting with
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the Federal government. In order to protect the coﬁmerciai
cover, it became necessary to form a separate company to handle
investigations in response to the requirements of commercial
firms. Further, it became necessary to set up notional commer-
cial firms through which to fund MHBOUND.for investigative work
levied upon it by the Office of Security. At the time this
split was accomplished, Anderson Enterprises, Inc. changed its
name to Anderson Security Consultants, Inc., with its head-
quarters remaining in Arlington. The new company was called
Anderson Security Services, Inc. and made Los Angeleé its home
office. As activity expanded and work increased, a third corp-
oration called General Personnel Investigations, Inc. was organ-
ized and also headquartered in Los Angeles.

On January 23, 1966, for legal, cover and operational rea-
sons and increased administrative efficiency, Anderson Security
Services, Inc. (ASSI) merged into General Personnel Investigations,
Inc. (GPIIj and remained incorporated in the state of California. .
Upon the merger, ASSI ceased and GPII succeeded it. The corpor-
ate officers and the board of directors of all three companies
consisted of the same persons. Subsequently, GPII was sold and
new legal straw men were introduced as officers, directors and
shareholders. The home office of General Personmnel Investigations,
Inc. was subsequently established in Falls Church, Virginia in
March 1966 for greater administrative efficiency and firmer mone-

tary controls on the projects as a whole, and to greatly enhance
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cover viability. Also of particular note, the "home office",
- with its investigative charter, has been used in the conduct of

covert investigations.

In addition to the conduct of investigations, MHBOUND was
used in the following activities:

(a) TPOCTONAL - covert monitoring of construction of CIA
Headquarters building;

(b) Monitoring of construction of West Gate Research Park
buildings, which were to be occupied by Agency components;

(c) TAPIR - covert monitoriﬁg of construction of CIA print-
ing services building;

(d) ZULU - surveillance of DOD civilian empldyees suspected
to be potential defectérs to Soviets;

(e) STPROBE - testing security effectiveness at domestic
DDS&T sites and contractor facilities;

(f) ~MERRIMAC - monitoring of dissident groups in D.C.;*

(g) AEDONOR - the proprietary hired and paid contract guards
for one phase of this activity;

(h) ISOTROPIC - the proprietary was a civilian contractor for
the guard force at this installation;

(i) TWOFOLD -~ was an Office of Security cryptonym for an oper-
ation to recruit, process and train undercoverrinternal security

agents for the Bureau of Narcotics and Dangerous Drugs;

* This particular project and other aspects of MHBOUND's domestic
activities are treated in greater detail in the Committee's Staff
Report dealing with the operations of MHBOUND.
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(j) DELICATE - security support for DDS&T project, consisting
mainly of badging and entry controls, background investigations,
and escort of sensitive matérial; this is the only such activity
currently being serviced by MHBOUND;

(k) PINEAPPLE - physical surveillance of an Agency courier
suspected of living beyond his means; also involved a surreptitious
entry into his apartment;

(1) BOOTS - physical surveillance of an Agency employee ''who
maintained contact with people of questionable loyalty"; also in-

volved an audio penetration of the employee's apartment and a mail cover,

Funding for the proprietary is accomplished through a-cut-out
mechanism whereby the Agency sends U. S. Treasury checks to ten
contractors. The probrietary then bills the contractors for
"services rendered" in the same amount as received by the contractor
via Tréasury check. Funding'for the other corporations was done
through use of notional firms. The ISOTROPIC guard force contract
was handled by intra-Agency transfer of funds. BNDD reimbursed the
Agency for all TWOFOLD expenses, except for salary of the one staff
agent., DOD reimbursed the Agency for all ZULU expenses.

Los Angeles is the oﬁly MHBOUND office currently in operation.
During Fiscal Year 1975, 2,226 investigations were conducted, 6,125
man-hours were rendered in support of DELICATE, and a total of |
$551,000 was expended. Purely commercial income averages between

$20,000 to $25,000. Much of this comes from walk-in business, which,
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for cover reasons, cannot be refused. Over the past few years,
this has iﬁvolved badging operations for private companies, i.e.
airlines, schoqls, etc. The company has never made a true profit.
To maintain its image among its competitors, however, its books
reflect a small profit on which Federal and state taxes are paid.
The office presently employes four staff agents, five contract
agents and fourteen proprietary employees. During Fiscal Year
1974, the project expended 2.97% of the 0S budget ($551,000 vs.
$19,026,530).

MHBOUND, as noted, has provided support to the Office of
Security and Agency operators on sensitive covert operations
and investigative matters, CI/CE support for components of the
Agency, custodial support, courier support on truly covert activ-
ity, guard support, special non-government and sensitive inquiries

. (CI/CE probes through STPROBE), technical and physical support

in surveillances and Agency proprietary support. Its commercial
capabilities have included: confidential consultants, internal
security management, security surveys, counter-audio measures and
inspections, development, installation and maintenance of security
protective equipmgnt and‘devices, classified material storage equip-
ment, secure destruction bf classified waste, incinerator equipment
sales, polygraph examination, investigatiéns {personnel), and
industrial undercover activities.

A unique example of its Agency security function was project

STPROBE, which utilized both security probes and security pene-
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trations. A security probe is a testing of the current effec=
tiveness of all or part of a security system within an Agency

or Agency contractor's installation. A secﬁrity penetration is

an internal covert investigation and search targeted at possi-

ble suEversive elements within a facility who may be engaged in
foreign intelligence or acts of sabotage or who by lack of security
discipline or gross malfeasance may be weakening the security
structure of the project or facility. It is, in essence, counter-
intelligence against a domestic installation., FEastman Xodak, for
example, was the target of a probe. An agent was sent under the
natural™ cover of a union construction man to Eastman to gain
empioymept as a pipefitter. He succeeded in gaining access to

the target, and developed information on the installation and

its personnel in surrounding areas of the union hall, bars, cafes,
and in other appropriate places around the target area. Similar
probes were conducted against Pratt and Whitney in West Palm Beach,
Florida, Lockheed Aircraft Corporation in Burbank, California, and
other targets in New York, Nevada, and Arizona.

These entities serve a useful function within the scheme of
necessary security required by sensitive Agency operations. Their
utility, however, as in the case of nearly all proprietaries is
relative to policy and "flap" demands. As one Agency commentator
phrased it. when Newsweek revealed the relationship of L. Lee

Bean and Paul Hellmuth of the Boston law firm of Hale and Dorr

* He was in fact a legitimate tradesman.
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with the CIA in setting up proprietaries:

Proprietaries have been and will continue to be an

important tool to achieve selected operational

objectives. Their use, however, has been drasti-

cally cut back, more because of changes in the

international scene and in operational priorities

than as a result of embarrassing exposures.
Of course, as has been the case with nearly all other proprietaries,
not everyone‘within the Agency has been satisfied with the mechanism.
Indeed, there has been constant review, criticism and internal
restraint due to a certain fear and suspicion of entities such as
Anderson which are 'out there' and not readily accessible to the
leash. For example, in June of 1964, the Chief of the Opergfion
Support Division wrote to the Deputy Director of Security (Investi-
gations and Operational Support) concerning MHROUND's policy and
procedures. In tefms of operational objectives he noted that they
‘had "created an operational support entity of dubious capability
and with ill-defined objectives or purpose.'" He suggested that
they "look this ugly duckling in the face" and see if it could be
terminated gracefully or 'see if we can nurture it into a productive
and responsive bird of acceptable countenance."*

He "received the definite impression that there may be some

grey area with regard to the internal channels of command and admini-

strative direction."” He noted that there was confusion resulting

% In many cases these concerns dealt with the inability of the
entity to provide adequate cover. for itself in order to more
~adequately fulfill its role. In one instance, the physical
backstopping of MHBOUND was inadequate. After this was rectified,
one official noted: :

It is felt that this step has strengthened the
Anderson Enterprises' cover, both in Boston and
Washington so that now the company could withstand
any inquiries, except that of an official govern-
ment investigation: o
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from lack of a clear-cut distinction "at just what level policy
matters may be decided . . ." Management procedures for the
project were such that "under the current status everyoné may take
credit but no one coﬁld be blamed.'' As far as operational capa-
bility was concerned he remarked:

Quite candidly, 1 am somewhat concerned about the
operational capability of Project MHBOUND. It seems,
as a result of its Topsy-like growth, to be oriented
toward the military and the building trades. Quite
candidly, it is felt that the base must be broadened.
Further, I am far from convinced that we have yet
developed anywhere near the professional status neces-
sary to '"'sell" this Project as one having unique opera-
tional capabilities sufficient to justify its existence.
In other words, 1 am not impressed with the capability
as it now exists nor am I sure that we can sell this
product and then be assured that it can perform in a
satisfactory manner.

His comments concerning the attitude of Agency personnel were not
unique to this proprietary, but they are set out here as illustra-
tive of the singular problems these entities pose. His remarks
also show the dangers inherent in some areas of this activity.

It would seem that this Agency, particularly operating
components, are insistent upon pursuing an "'ostrich
policy' when it comes to their operational security

" procedures. I have personally witnessed almost hyster-
ical reactions to criticisms as well as total rejections
of practical suggestions with regard to operational
security procedures. Now it seems to me that we are
going about this in a very awkward and embarrassing
manner. WE ARE, IN EFFECT, ALLOWING. THE WRITERS OF
SENSATIONAL RBROOKS SUCH AS THE "INVISIBLE GOVERNMENT"
TO PROVIDE THE NECESSARY INFORMATION AND PRESSURE ON
TOP AGENCY MANAGEMENT TO CORRECT GLARING AND STUPID
COURSES OF ACTION BEING PURSUED AT THE WORKING LEVEL.

T have been the object of considerable personal ridicule
due to my stand in opposition to the unrealistic cover
and operational security procedures as they relate to
certain aspects of (CIA Operational Base) for example.

HY 50335 DocId:32423532 Page 121



- 94-2-b -

IF we had the authority and capability to have made

an objective probe of this sensitive activity we may
have been able to have surfaced these obviously ridi-
culous procedures in such a manner that corrective
action would have been taken. Now is the time to
present the case in light of the abiding fear of publi-
city currently permeating the Agency. I recommend that
we go after the authority to make independent (uni-
lateral) probes and/or probes requested and known only
at the very highest levels of the Agency with the results
discreetly channeled where they will do the most good.
There necessarily follows the unpleasant subject of
money. As distasteful as it may be, it is no good to
have the authority without a sufficiently large confi-
dential fund set aside and earmarked for independently

iniated activities.
He emphasized that if the Agency did not take the above kind of
action to monitor its "image' at the operational level, "we will
continue to be plagued with the unsolicited and uncontrolled
critique through the newspapers, periodicgls and books." He
critically concluded:

Further, I challenge anyone to deny that such exposes

to date are largely true and usually the result of our

own "ostrich policy" and refusal to face the fact that

we have operated in some relatively amateurlsh manners
over the years. '
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Such concerns have extended beyond these oﬁeratioﬁal levels
to general issues of propriety and legality. For example, as
noted earlier (supra, p. 90) the so-called "Anti-Pinkerton Act"
prohibits a comﬁany engaged in investigative work from contracting

with the Federal government. But _

the Agency and its predecessor organizations began
contracting as early as November 1942 with certain
commercial, investigating companies to perform in-
vestigations and to provide commercial credentials
to, and cover backstopping for, Agency investigators.

As of March 1975, the Office of Security had a relationship with
three such companies which issue their credentials to Agency inves-
tigators and backstop the cover of same. Two of the three have
previocusly "conducted limited personnel investigations” on behalf
of the Agency. During that same period the Director of Security
asked the General Counsel of the CIA whether the "Anti-Pinkerton
Act" prohibited the Office's continued contractual relationship
with these three private companies or their employees for pur-
poses of conducting investigations or providing cover, or both.
The General Counsel responded as follows:

I am aware that in fﬁlfilling the responsibilities

placed upon your office in support of the Agency's

mission, many investigations must be conducted with-

out revealing Agency interest and in some, without

even revealing Government interest. Absent the

relationships you question, you could not discharge

your responsibilities. It is this inability to

accomplish your tasks which causes recourse to the

Agency’s rather broad statutory authority to expend

funds as contained in Section 8 of the CIA Act of
1949, as amended. This authority provides
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.

(a) Notwithstanding any other provision of law,
sums made available to the Agency by appropria-
tion or otherwise may be expended for purposes
necessary to carry out its functions, including --

(1) personal services, including personal
services without regard to limitations on
types of persons to be employed,

* * * *

(b) The sums made available to the Agency may be
expended without regard to the provisions of law
and regulations relating to the expenditure of
Government funds; and for objects of a confiden-
tial, extraordinary, or emergency nature, such
expenditures to be accounted for solely on the
certificate of the Director and every such certi-
ficate shall be deemed a sufficient voucher for
the amount therein certified.

It is my opinion that this authority permits the Agency
to continue the two practices as set out above without
fear of violation of the Anti-Pinkerton Statute.

He closed, however, with the following admonitions:

There are, of course, other dimensions to the question
you raise. As a matter of policy I believe the prac-
tices should be reviewed at the highest levels within
the Agency and, perhaps, cleared with the Agency's
oversight committees. In addition, if one of these
relationships became public, it must be recognized

that there will be allegations that the law has been
violated. On balance, it is my view that these consi-
derations are not so significant as to warrant a termi-
nation of the two practices with the three companies.

It is suggested, however, that any subsequent, projected
association with a detective company or private investi-
gative company beyond the three present companies be
reviewed with this Office prior to its initiation.
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VII. BEYOND "DOING BUSINESS'": PEAK NON-GOVERNMENT SECURITY
INVESTMENTS BY PROPRIETARIES ACTIVE AS OF DECEMBER 31, 1974

- As described infra, MHMUTUAL (the insurance and pension complex)
has invested heavily in both domestic and foreign securities markets.
Its portfolio runs the gamut of notes, bonds, debentures, ete. But
other proprietaries have also used this investment route as a method

-of increasing capital and insuring adequate cover.

For examéle, KMJAGGERY is a Delaware corporation located in
Washington, D.C., which purchases general merchandise in a manner
which cannot be traced to the United States Government. It provides
covert procurement for the Office of Logistics (CTA). 1Its total
purchases from January to September 1974 were $437,500. It has no
outside commercial business and has five employees. Yet, as of
December 31, 1974, that entity had invested $149,000 in time deposits.
Another covert procurement méchanism under this same Office is
SPECIAL STQCK.ACCOUNT #3. .This is also a Delaware corporation with
an address in Baltimore which purchases arms, ammunition, and police
related equipment in a manner which cannot be traced to the United
States Government, The company has no employees and is managed by
Headquarters officials in alias. As of December 31, 1974, that

_entity had invested $37,500 in a certificate of deposit,.

" LPJACK was a travel service which was sold recently to an Agency
employee at the time of his reitrement, who had ostensibly owned the
firm before but in fact only managed it for the Agency. As of |

December 31; 1974, that entity had invested $35,000 in a certificate
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of deposit.*

LPDICTUM/LPSPICE was an investment company which was dissolved.
As of March 31, 1973, it had invested $100,080 in Petrolcos Mexicanos,
S.A. Mexico.
| HBSANDSTRAP is a Delaware corpofation located at Washington
National Airport which has provided éecure air support for Agency
employees and classified pouches between Headquarters and other
-Agengy facilities in the United States. The company has accepted
commercial charter flights from non-Agenéy customers for income and
cover pﬁrposes. .As of December 31, 1974, it had invested $144,000
in a certificéte of deposit.

QRTROW was a former proprietary and is now an institute located
in Europe which "seeks to influence and encourage moderate and pro-
democratic youth leaders and government officials concerned with
youth and higher education.’ According to the Agency

_ The Agency withdrew its support from the institute in

1974 and turned over all assets to the management of

the organization. In addition, the Agency provided

surge funding in the amount necessary to enable the

entity to exist in reduced form for about one year

during which time the management would attempt to

arrange private support.
As of March 31, 1972, that proprietary had invested $50,000 in time
deposits.

LPMANTLE is part of the WUTACTIC complex managed by the Cover

and Commercial Staff to provide operational support mechanisms for

DDO foreign operations. It is a Delaware corporation which is used

* The Agency today uses this firm for the purchase of airline tickets
for travel in support of sensitive projects. It is estimated by the
Agency that CIA business represents about 30% of the gross airline
ticket sales of the entity on an annual basis.
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to collect the proceeds from the sale of Agency proprietary entities

and to refund such proceeds to the Agency. At December 31, 1973, its

total assets were $650,220 and its total liabilities were $633,897.

Total stockholders equity was $16,323. It has no employees. As

of December 31, 1974, it had invested $400,000 in a convertible subor-

dinated debenture from the sale of a company and $45,440 in notes

receivable. Another company in this TACTIC complex is LPGLITTER.

It is a Panamanian company which was used as an investment vehicle

for funds reserved for new commercial operations requiring Agency

investments. The investment project was terminated and all funds were

returned to the Agency. The company has no employees. As of December
| 31, 1973, it had invested $246,757 in a Security Note of Pepsico

Corporation, N.V. ’ '

IUQUEST was.part'of the air support complex of the Agency proprie-
taries, Substanfial assets of it were sold and the entity dissolved.
As of December 31, 1974, it had iﬁvested $215,000 in a certificate of
deposit, _ |

LPPANDAILPMET is part of the management and accounting complex.

As of December 31, 1974, it had $470;000 invested in time deposits.
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SCHEDULE I

PEAK NON-GOVERNMENT SECURITY INVESTMENTS BY PROPRIETARIES

ACTIVE AS OF 31 DECEMBER 1974

PROJECT/ENTITY

MHMUTUAL
LPPANDA/LPMET
IUQUEST
LPTACTIC/LPGLITTER

LPTACTIC/LPMANTLE

QRTROW
AdBDERRICK/HBSANDTRAP
LPDICTUM/LPSPICE

LPJACK
KMJAGUARO/KMJAGGERY

KMJAGUARO/SPECTIAL
STOCK ACCT. #3

TYPE INVESTMENT

See Portfolio
Time Deposits
Certificate of Deposit

Security Note - Pepsico
Corp. N.V.

Convertible Subordinated
Debenture from Sale of
Company

Notes Receivable

Time Deposits

Certificate of Deposit

Petrolcos Mexicanos,
S.A. Mexico

Certificate of Deposit

Time Deposit

Certificate of Deposit
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DATE

12/31/74
12/31/74

1 12/31/73

12/31/74
12/31/74

3/31/72
12/31/74

3/31/73
12/31/74
12/31/74

12/31/74

AMOUNT

$470,000
215,000

246,757

400,000
45,440

50,000
144,000

100, 080
35,000
149,000

37,500
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VIII: MHMUTUAL: THE INSURANCE-INVESTMENT COMPLEX

a) A BRIEF HISTORY

MHMUTUAL is a complex of insurance companies, most of which
are located abroad, operated by the Agency to provide the following
services:
a) reinsurance of aircraft damage or liability risks
ostensibly insured under commercially i1ssued policies
(for cover);

b) extending term life insurance, annuities, trusts and
workmen's compensation for independent contractors
and agents working for the Agency who are not entitled
to U.S. Government benefits;

¢) handling escrow accounts* for agents;

d) limited operational support activities, i.e., holding

real estate formerly used in Agency operations abroad; **
and :

e) investing in domestic and foreign markets to obtain
earnings to fund the above.

MHMUTUAL was created in 1962 to provide death and disability bene-
fits to agenté and beneficiaries when security considerations ﬁrem
clude attribution to the U.S. Government. The losses during the

Bay of Pigs prompted its establishment. ' From sixty-seven (67) to
seventy-th:ee (73) companies operated originally under the Domestic
Operations Division and later a board of directors controlled by the
Office of General Counsel. This internal board of the project made

investment decisions.

* Escrow accounts are established when an agent cannot receive his
full payment from the CIA without attracting suspicion. The funds
not paid to the agent go into escrow accounts and are invested under
MHMUTUAL. ‘

- ** The CIA's domestic real proverty holdings appear as Appendix E.
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Lawrence Houston, retired General Counsel of the Agency, testi-
fied that his office instigated the establishment of MAMUTUAL. This
was because his staff would be the repository of ali proElems related
to the death or disability of a person during the course of his
Agency work. These problems were all handled in what Houston called

a very '"sketchy way" and this was simply undesirable from all
points of view. Moreover, when the Agency went into air proprie-
taries on a large scale there were certain risks which simply

could not be underwritten=commeréially:

So somewhere in the late 1950s or around 1960,
I think I was the one that posed that we might
organize our own insurance entities. I had a
couple of lawyer friends deep in the insurance
business, and I suggest I talk to one of them,
and he promptly said, well, it so happens that
I have a couple of offshore insurance entities
that I can make available to you. And we took

a look at them. It looked like they were or-
ganized properly for the purpose. They cost
practically nothing. They were just shells.
But they could be filled out. So if my recol-
lection is correct, we acquired these two as the
first step in what became the MUTUAL project.

Simultaneously, the decision was made that if the Agency was going
to maintain such a capability,

they had to have enough body and backstopping so
that if a suspicious foreign intelligence outfit
tried to investigate, they would stand up under
investigation as would any normal insurance outfit.
In other words, they had to appear to have finan-
cial stability, they had to have names that could
stand up and answer questions, and in other words
appear to be in the normal business of writing the
type of annuities (and) insurance, death. and dis-
ability.

This concept was totally organized originally then under the Domestic

Operations Division. DOD eventually recommended that the complex
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be transferred to the Office of General Counsel. This occurred,
and it remained there until Director Colby decided in conjunction
with Mr, Houston to transfer for operational reasons to the Cover
and Commercial Staff. This was done because CSS had the expertise
and manpower. Moreover, Mr. Colby took exception to the Board
concept Bécause he felt that it diluted the line responsibility by
which all other projects were administered.

As the number of insurance companies grew to cover increasing
demands placed upon the Agency by more agents, the general fund
which was retained to backstop all the needs of these companies
grew, and “thé question was what to do with your money." Houston

explained
~ Now, insurance companies are normally in the business

of investing their funds, and so this being the normal

thing, it appeared to us necessary to preserve the nor-

mal appearance of these insurance companies to carry

on investment programs for the funds involved, and

there were a variety .of investments to be considered.

You could go into U.S. Treasury Bonds, notes and bills,

but actually, from the point of view of insurance bus-

iness practice, this was very unusual. It would be

very, very unusual in the insurance field. Usually

some of them would have some investment in bills, notes

or bonds, but it was a very small part of their portfolio,

and to put it in nothing that that we thought would be

a dead giveaway. So we first went in the direction of

having a general portfolio somewhat similar to the nor-

mal insurance company's investment practices, and T

originally recommended that we have the board of direc-

tors so that we could have available and demonstrate that

we had available the best competence the Agency had in-

ternally to pass judgment on what to do with their money.

Because of shifts in the stock market which made it not look as
promising as it had been during the 1960s, MHMUTUAL went into

certificates of deposit, the Eurodollar market and the bond market,
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It was decided to invest, however, only in Eurodollar bonds that

were ''guaranteed by'the American parent company.'' It was thought
that '"they were a pretty secure investment.' On occasioﬁ, "when

we got the advice of our economists on the DDI side, we took some
government paper that they considered -- foreign government paper
that they considered really a good security."” Houston became the
central figure in this investment scenario:

More and more I continued on this Board of Direc-

tors as giving basic policy advice. We had long
discussions on the areas of discussion, what to stay
away from, what to go into, what it looked like as

far ahead as they might think they could see.  And

more and more I would make the individual decisions

on my own in light of their policy guidance and with
the information which my staff in MUTUAL could get from
the many friends they now had in various underwriting
and investment places on an unwitting basis, who just
thought they were customers. For instance, on the
Eurodollar bonds, they were dealing with several houses
who just thought the fellow was another investor coming
into them and would get very detailed and on the whole
pretty good advice, which often we could check from
inside through some other of our sources. . . .Profits
from primarily the interest operations were very pro-
fitable, and these built up over the years quite rapidly
and were brought into the insurance funding identified
as profits for future possible use.

It was always recognized that a policy decision might
be made at any time that we had funds excess to the
valid backing up of our underwriting, which would be
brought back into the government for such disposition
as might be appropriate at that time.

In terms of actually providing insurance in the aviation and
maritime field, a study would be conducted in each case where in-
surance was required. If it looked as though normal commercial in-
surance would handle it, as was the case with most of Air America's
needs, then the particular entity would go ahead and procure the nor-

mal commercial insurance. If there was something peculiar in the

operational setup that preclud d commercial . companies from accepting
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the risk or if there were security problems, then it would be

handled through MHMUTUAL.
What we would do when it came to aviation and
marine, we would go to one of the cooperating
companies and see 1if they wanted the insurance
for their own accounts, because we had made
arrangements that if there were operations
security problems in any one claim, that they
could handle the investigation so it wouldn't
be a problem if they wanted to take for their
own account. If they didn't want to take it
for their own account or they didn't want to
take it all for their own account, they might
then seed back to us what they didn't want.
And it would be then underwritten technically
out of MUTUAL's account, although they would be
the ostensible insurers. '

" Qeveral of the aviation entities, other than Air America which
dealt almost exclusively with regular commercial insurance com-
panies, did nto feel quite secure with regular insurance. They
turned to MUTUAL. MUTUAL would in turn offer the risk to one of
the cooperating insurance companies. Lf they would take the risk,
they would then negotiate the premium with the. proprietary. If
they did not want the risk, "then they would seed back to us and
we would take the portion of the premium that should come back.
Usually it if went through a company, they would take a small
underwfiting premium to pay their costs, 3 percent or something
like that. And the rest of the premium would go back in MUTUAL,
if they were actually taking the risk."

In 1970 the Inspector General conducted a survey of the secur-
ities held by MHMUTUAL. He concluded that the project seemed to

be secure in its operations in the fields of insurance and invest-
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ment. The IG looked at the investments from a security (i.e.
cover) point of view in‘terms of MHMUTUAL's operational support
function. His concern was that each time MHMUTUAL bought a
safehouse, for example, there was the possibility that audio
surveillance of the house by the Soviets would lead to a dis-
covery of the purchase mechanism used by the Agency. He rea-
soned that, therefore, the purchase of such items by the com-
plex was operationally unsound because it exposed the entire
complex to compromise if a foreign iﬁtelligence agency tracked
back the transactions through various corporations. According

to the Inspector General, no funds of MHMUTUAL were used for
specific projects. What would occur, however, was that a project
would transfer funds to the complex which would then disburse
them as needed through an appropriate entity. This method left
him with major reservations about MHMUTUAL security when it sup-
ported sensitiye1clandestine operations. Thus, MHMUTUAL's pro-
vision of cover, funding for active operations, and record owner-
ship acquired for sensitive operations was deemed inappropriate
and, accordingly, the IG proposed separating operational sup-
port activities of MHANVIL from the instrumentalities of MHMUTUAL.
It was to be restrained to the purposes for which it had been

established in 1962%

* During the course of the IG inquiry no instances were discovered
where MHMUTUAL or its funds were used to influence foreign stock
markets or currencies. The Committee has also found no such
instances.
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At the time of this 1970 review by the IG, MHMUTUAL held a
surplus of $9 million. It also earned income from sources sup-
ported by public taxation. It appears from the questions that
were raised at the time about briefing congressional committees
on MHMUTUAL that this was not done, providing a situation where
an organization with assets of $30 million has been created and
was operating without oversight knowledge ox approval. Moreover,
because MHMUTUAL was no longer a project after its removal from
the Domestic Operations Division, there was no annual allotment
and no annual operational review.

Houston indicated that MHMUTUAL had been operating "'before
‘we told our committees any detail. I think it was mentioned as
a problem'that we had to make arrangements to cope with insurance
problems fairly early on. But the fact that it was a business
and a business of‘this substance was not done for some time. My

recollection is there was not deliberate avoidance; we just didn't

get to it.'" On the question of lack of annual project. review,
Houston commented that this was ''technically correct.'” But, he
added,

As a matter of practice I would say that MUTUAL was
more carefully reviewed in some respects than almost
any other project in the Agency in the sense that we
had the bookkeeper inside the project who was a finance
officer and bookkeeper. The project published at least
monthly reports in detail which went not only to me but
to Colonel (L.K.) White (the Comptroller) and the
Director. These were very detailed reports which often
raised questions which went back for answers.
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The Inspector General was invited in, according to Houston. In
~addition, the Finance Office kept its own books. in the proprietary
accounts branch on MUTUAL. Such reviews were done, he said, 'on a
constant basis."
' We were very conscious of the amount of money in-
volved and the possibilities of someone trying to,

someone yielding to temptation and trying to do
something with all of this money.

b) THE CURRENT STATUS

The project currently consists of twenty-six (26) companies
of which five (5) are domestic. All of the clients of MHMUTﬁAL'
are under ﬁon-official cover.** The Office of Finance has indi-
cated that the current net worth of the project is $18 million
which is the result of retaining earnings. It was originally
capitalized in 1962 with $4 million; A Washington, D. C. lawyer
(MHANVIL) is currently the investment mahager and he provides day-
to-day direction. MHANVIL is a-sole proprietorship proprietary

of the Office of General Counsel. Total assets are currently

%% MHMUTUAL itself is only for covert non-staff officers of the CIA.
In essence, it only works for what would broadly be described as
"agents,' those not entitled to participate in the CIA retirement
plan or in the Civil Service Reitrement Plan. They are primarily
foreigners, and usually DPO employees. Those individuals who were
formerly known as contract agents and who are now known as independ-
ent contractors also participate in MHMUTUAL. In the case of most
agents, the CIA contributes 7 percent and the agent contributes
7 percent, in keeping with CIA practice for regular employees. In
cases where the agent is well along in years and contributions from
' the Agency and the agent would not provide enough funds to capital-
ize an annuity, the Agency provides the initial capitalization; how-
ever, approval of this must come from the DDO.
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$31 million, most of which are held outside the U.S. The companies
do not write insurance in the Unitéd States, but rather reinsure
witﬁ cooperating bompanies who then sell the risk to the CIA for
a percentage of tﬁe premium.' The policies are written directly
-‘abfoad. Each of the U. 5. companies pays little tax and a pro-
prietéry auditing firm audits_the books of MHMUTUAL. This method
of self-insurance enabies the Agency to funnel money where needed
in any of its project. categories. Curfently; 60 percent of the
investments are in Eurobonds, 20 percent in off-shore time deposits
in U. 'S. banks, and the balance is ih common stocks, debentures |
and commercial paper of various fypes. For examplé,'the current
bréakdown is:. |
N ' ' $7 million in time,deposits abroad;

$2.4 million in Common Stock (at cost); - R

$20.8 million in Eurobonds;

$1 million Eurodollar convertible debentures;

$.5.million in short-term commercial paper overseas; and

$.2 million in domestic debentures.

The perfofﬁance'of the MHMUTUAL stock portfolio is noted at
this juncture. 'Comparisons of cost against market value for the
years 1970 through 1975 are given first. Following that are the

gains or losses on the.sales of stock for the years 1963 through

1975.
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STOCK PORTFOLIO PERFORMANCE
Comparison of Cost Against Market Value
Year Cost Market Value
1970 $ 3,792,804 $ 3,689,294
1971 1,123,651 1,069,301
1972 2,969,403 2,872,557
1973 2,650,904 1,242,915
1974 2,440,686 699,422
1975 2,440,686 876,507
Gain or {loss) on Sales of Stocks
N Year Gain or (loss)

1963-1969 $ 197,348.15
1970 (19,910.64)
1971 118,943.90
1972 310,346.37
1973 150,447.03
1974 (172,796.04}
1975 -0-

Total Gain - $ 584,378.77
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Included as Appendix D is an in-depth list of common stock
purchases from 1971 through September 30, 1975. 1In addition, there
are schedules of portfolio sales from 1964 through 1974,

A look at the Project MHMUTUAL Conselidated Balance Sheet for
December 31, 1974 will give some idea of the scale as of that late

date. Current assets (cash in banks, premiums receivable, advances

receivable, accounts receivable, client notes receivable, rent
receivable, interest receivable, and investments maturing. in one

year) totaled $6,910,891.00. Investments (time deposits, bonds

and commercial paper, and stocks at market value) totaled

$25,342,772.53. Fixed assets (real estate and furniture and fix-

tures) totaled $73,084.12. Other_Assets (prepaid insurance, recoverable

deposits, and other prepaid expenses) totaled $32,682.00. These

combined for Total Assets of $32,359,430.45,

As usual, the Project was subjected to an extensive audit for
that year.

The audit included site examination of books and financial
records of 12 of the instrumentalities administered by
Agency-owned management firms as well as review and evalu-
ation of related records, controls, and procedures at
Headquarters. Five instrumentalities administered by
Agency-owned management firms are located abroad and

will be audited later. Audit of the other six instru-
mentalities administered abroad by foreign accounting
companies was limited to examination of financial reports
and such other documentation as was available at Head-
quarters. These latter examinations provided us reason-
able assurance that Agency resources, totaling about one
percegt of project accountability, are adequately pro-
tected.

That audit concluded that MHMUTUAL '"continue(d) to be admin-

istered in an efficient and effective manner and in compliance
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with applicable Agency regulations and directives." Prior audit
reports had commented on the need for a revised administrative
plan and in accordance with these reports, the audit noted, a
"new plan was approved in March 1975." In addition, "(m)inor
administrative and financial problems surfaced during the audit
were diséussed with MHMUTUAL officials and resolved." The audit

noted that total income for that yeér (from interest, premiums,

gain or loss on sale of securities, dividends, rentals, profes-
sional fees, gain on foreign exchange, gain on sale of property

and from miscellaneous transactions) was $4,113,590.00. The

total expenses for that year (allocation of premium income to

reserve for claims, interest, salaries, rent, accounting fees,
‘taxes, loss on property write-off, legal and other fees, communi-
cations, depreciation and amortization, travel, equipment rent,
real estate expenses, pensions, dues and subscriptiﬁns, directors

fees, entertainment, and miscellaneous) were $2,459,260.00. These

combined for a net income of $1,654,330.00.

The cufrent Chief/Central Cover Staff has focused on MHMUTUAL
in a number of interviews with both the Rockefeller Commission -
staff and our own. He has suggested that the real question for
MHMUTUAL 1is what should ité role and shape be after the termina-
tion of the large air proprietaries. One of MHMUTUAL's original
purposes was to provide reinsurance for Air America, CAT, Southern
Air Transport, Inter-Mountain Air, and the other air ﬁroprietaries.

With their passage, a reorganization and redefinition is needed.
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N As to the issue of safeguards against misuse of rﬂvect funds °
or insider informatilon by the Agency, the Chief CCS has told the
Committee that compartmentation, the honesty of the Chief of CCS,.
and display of the portfolios to appropriate congressional commit-
‘tees are what have .prevented or will prevent such abuse.

Houston agreed with the three safeguards outlined by the CSS

Chief. However, he ladded a fourth:

When we were investing in stock, I would have the

list of stock, the portfolio, reviewed by our con-

tract people, and if I found we had any contract

relationship with any of the companies involved, we'd

either refuse to -- Well, a couple of times our invest-

ment -advisor recommended a stock which I knew we had

big contracts with, and I told the board no, this in-

volves a conflict of interest. We won't touch it.

And if we had anything from the Agency contract office

that indicated a relationship, we would either sell

the stock or wouldn't buy it. :

\ _ -

' Houston believes that1iacnuﬂex should continue in some form.
One reason is that "assets are few and far between." The acquisi-
tion of a board of directors, the establishing of accounts, basic
credibility and relations with the jurisdiction in which the entity
is located are not easy.things to do according to Houston. This
creates the "tendency; once you've got something that looks good,
to hang on to it." He would recommend in this regard that the
'Agency be constantly forming new companies and phasing out old ones
on a rotational basis so that the same complex would not remain
for security reasons.

\
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So it's not easy but I still think that they
should make the effort. [The Chief CCS] knows
my views on this pretty well, and we 're all
worried about the security of the damn thing.
But we don't know another way to do it.

“He believes that the current method while not perfect is the best
that can be devised. The problem, of course, is that the genera-
tion of funds for these companies must literally be shown to be
legitimate and non-governmental if the beneficiaries are to be
protected. Consequently, if the government were to create an
office that would funnel money to these companies without the
‘benefit of investment, this would create the risk that a trace-
back investigatibn by a foreign power could discover that the
entity is being funded by the U.S. government. Houston closed by

™ saying that he would invite any controls that Congress would choose

to put on the mechanism in terms of insuring propriety.

| U i o CCs haw Gthd charecloncyd A
Ametrtre W ”M,z 2o an L1
sﬁ«me ,2» P 61—27-74 77‘;3-;—
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!g! THE AIR PROPRIETARIES

i, Lawrence R. Hoﬁston, the former General Counsel of the Agency,

was involved in the establishment of the first set of proprietaries
.of the Agency back in the late 1940's and early 1950's. As noted
later on in section 10, page , Houston has concluded that .
proprietaries should be a mechanism of last resdrt. He asserts
that the Agency learned this in part "the hard way and almost all
of the lessons involved probably came out one way or the other in
connection with a major aviation proprietary in the Far East.
Others had there own special problems, but I think the Air America
complex had pretty near everything.'

The theory of the acquisition of Air America in 1949 was denial
of the assets to the Red Chinese. The CIA first arranged advances
to the company to keep them going when they were running short of
(‘) cash in 1949. These advances were used up and were actually credited

to the purchase price eventually. The airline at that time had

béen organized by General Claire Chennault and Whiting Willauer.

It was a joint venture with the Chinese Minister of Tfansport and

was called Civil Air Tfaﬁsport. Houston described it as follows: -
This normal aviation organization, this would have no
meaning at all, was completely at all, it would have
not standing in international law,  aviation rights, or
any of that. But it worked for what they wanted, which
was to take supplies up-country into inland China and
then to bring back whatever cargo they could get commer-
cially: tallow, hides, bristles, all that sort of trade,
and then they traded that off for their own account. And

for awhile the operations was fairly successful, the C-47's
and C-46's.

To finance this activity and to facilitate the trading of produce,
their lawyer, Thomas Corcoran, had organized a company. That company

was known as C.A.T. Inc. In addition there was a Panamanian

M
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corporation which was involved that did most of the funding.
There was also an envy known as the Civil Air Transport.''to further
complicaﬁé the picture, at this time Chennault and Willauer were
also negotiating with the Chinese CNAC, for the takeover of their
.planes and equipment.' Chennault and Willauer came to the Agency
in connection with that operation in the Spring of 1949, At that
point the Nationalist Chinese were being ''squeezed down south by
the Communists and they were really backing down toward Shanghi,
restricting their area of operation and consequently the produc-
tivity of their commercial venture." Chennault and Willauer indi-
cated to the Agency that unless they got.help they would have to
go out of business.
The agency held a series of meetings in which it was determined
that it had a need for some air transport for some of its operations
CT) particularly involving arms and ammunition and consequently the
Agency needed a contract with someone.
And so we entered into an arrangement, I think in
about September of 1949 whereby we would advance
them, the figure of $750,000 sticks in my mind,
against which we could draw for actual use of the
planes at an agreed on rate. . . . And we did draw
down, I think, all the flying time and expended the
$750,000 between September and about January, at which
time we suspended any further payments or draw-downs.
I think the money was exhausted.
Chennault and Willauer came to Washington about January or
February of 1950 and through a series of negotiations, the Agency
agreed to advance them more funds, taking at the same time an option
to purchase the assets of Civil Air Transport, with the liabilities

left to their account. Any unused portion of the advances were to

be credited to the purchase price. They then operated through the

a
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Spring of 1950 under this arrangement and Chennault and Willauer
"ecame in in the Summer of 1950 and said again they were in desperate
straits for funds.' Once again a series of meetings was held at
which the prognosis was that the operations in the Far East would
have a continuing need for secure airlift and also, there was a
general estimate that the loss of this airlift to the Chinese
Communists would give them a considerably greater advantage than
then possessed because they had almost no airlift of their own at
that time. "The,Agéncy then made the decision that they would
exercise the option given there was no objection otherwise.™
The Agency felt that it was necessary to get the concurrence
of the Department of State. Frank G. Wisner,. at that time the
Head of the Office of Policy Coordination (OPC) which was respon-
sible for conduct of covert actions as opposed to clandestine in-
(:) telligence, and Mr. Houston visited Mr. Liviangston Merchant, who
was Assistant Secretary of State for the Far East.
He and I went to see Mr. Merchant and explainéd the
situation. And Mr. Merchant reminded us. that it was
basic U.S. policy not to get the government in compe-
tition with U.S. private industry. But under the parti-
cular circumstances, in particular as there was really
‘no.U.S. private industry involved in the area, and they
agreed it was important to divide the assets to the
Red Chinese. State would go along on the understanding
that we would divest ourselves of the private enterprise
as soon as such a divestment was feasible, and all of
the circumstances that might obtain.
Of course, the divestiture of these entities did not actually

occur until 1975. And, indeed, some of the entities still as yet

have not been divested. Mr. Houston noted, however, that:

)
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We did not disregard that guidance because after
very considerable use of this asset during the
early '50's, there was a question of whether to
continue it, and the matter was taken up in the
National Security Counsel. And Allan Dulles, as
Director, opposed that we continue the ownership
and control of the assets of Air America, as it
then was known including the subsidy as needed.
And there was a subsidy at that time. It was
about $1,200,000 per year.*

This consideration by the National Security Counsel as ‘to whether
or not to continue to retain this asset and Mr. Dulles' recommenda-
tion that it be retained occurred in 1956.

During this period of time the business of the air proprietary
consisted almost entirely of Agency cargo carriage under contracts
which were usually using a military designation. The company was
not organized, according to Houston, to fly common carriage and
had no status in the international air business.

(‘j The evidence indicates that during this period of time, there
were two struggles going on. One was where control should lie in
the Agency and the other was the policies to be applied to the
operation of the company itself.
The struggle within the Agency ranged all the way from
sort of quiet management discussions as to what was good
management, to-sometimes rather vociferous auguments of
whose in charge here. And the operators always said,
"well, we need to call the shots because it's our operation.
: And this is what we were running into all the time,

of red hot operators opposed to what we would consider good
management . : '

¥ {ouston indicated that there had been a subsidy running to the
entities since 1949. "$1.2 million represented about the maximum .
subsidy given until, I believe, about 1958 was the turning point,
and from 1958 on, there was no subsidy as such that went into iec."
The reason for that, of course, was that-the air complex had become

"money-making."
f‘.
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The management of the air proprietary at this time was in the
OPC structure and was therefore responsive to operations. An

example of some of the problems which were created as a result

_of this is the acquisition in August of 1950 of the entity.

Houston was participating in the negotiations. He had been in-

vited to do so by Frank Wisner.

OPC was a curious organization. Determined as being
attached to the Agency for quarters and rationing :
with policy guidance from State, which was an impossible
situation. Very nice fellows were doing the negotiating
with Wisner -- Frank Lindsay and Chad Breckinridge, who

is now dead. Frank Lindsay has been head of ITEK and
quite unknown to me, when they made the agreement to
purchase carrying out the option, they gave the vendors

the right to repurchase at any time within two years.

And I thought this was. really inconsistent with our whole
position. And during the next two years they negotiated
out that repurchase agreement and in its place substituted
an agreement to give them a first refusal, if we were to
dispose of the airline. That first refusal plagued us for
years. They use to make all sorts of extraordinary claims
under it and it was never exercised and eventually it was
sort of forgotten when Chennault and Willauer died. It

ran to them personally, whether it ran to them and two
others personally, and they all are dead now. But this.
shows a part of the learning curve, which was. thing we

were going through. It also became clear that the organi-
zation of the airline was really impossible, it's sort've
semi-formal partnership with the Ministry of Transportation
or the Ministry of Communications (of the Nationalist Chinese
Government) .* '

That basically describes the preliminary situation from the period
1950 through 1954. It was . in 1954 that George Doole first came
onboard as a‘consultant. Doole and Houston went to the Far East in

the summer of 1954 to observe the operation. 'George went out there

¥ The Nationalist Chinese had by this time retreated to Taiwan,  they
maintained a maintenance base tied to Hainan "“fhe maintenance base
at that time was on a LST and a great big steel barge. And we brought

the LST and the steel barge up to Kiaoshung, and it was really extra-

ordinary what a maintenance job they did on what was almost imgosgible
facilities. I went down and was enormously impressed by the difficul-

‘ties and how well they had overcome them," ms T/ Jelawais.
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L specifically to look at tleorganization of the'Airliﬁe.f In this
regard, it is noted that at thé time the Agency pﬁrchased the Air-
“line it had formed a Delaware corporation to buy it which was first
called the Airdale Corporation, counsel for which was Brackley
Shaw. Shaw and Doole were both very cbncerned about the technical

organization or lack of it, of the operation. Doole demonstrated

to Houston

i

to my saﬁisfaction that it was an absoluté situa-

‘tion and that no one out there had the slightest

understanding of the problem or what they were up

against, or wanted to do anything about it {(in terms

of airline management).
As a result of this Shaw and Doole planned the organization which
they thought was necessary for the future.of the operation. Hugh :
Grundi was installed as -President of the corporation'by'the end of

. 1954.- Management responsibility internally was given to Lyle Shan-

non "who was a management type, although he was assigned to the
DbO,-or b§ thﬁt time it might have been the DDP."

The upshot_of_this review by the Agency was that the theory
of rdnning the aifline was that it would be managed by manage-
ment to be responsive to Operations.''but not managed by Opera-
tions." |

In order to improve its cover 'the Chinese not oniy were wil-
ling, but at ﬁha;'tiﬁe wanted it to be the airline that showed the
flag of China."  This was done on overt records througﬁ Civil Air

Transport Company, Ltd., which was thé subsidiary of Pacific Corp-

‘oration. Pacifib Corporation held title to 40 percent of the

~
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= equity in the corporation .and. 60 pefcent of the equity was osten-
sibly owned by the Chinese, who gave deeds of trust to the Agency
" .for their shares. This overt arrangement demonstrated for purposes
of international law that the company was majority-owned and comn-
trolled by Chinese. The Chinese continued to press the company
to get into the international common carriage field. The company
had several DC-4's and began modest operations between Hong Kong,
Taipei and Tokyo. They graduated to DC-6's, and it was at this time
that the Agency first got into the questibn of competition with U.S.
industry. Northwest was then flying to Tokyo and Seoul and to
Manila, and was trying to obtain rights into Hong Kong. Don Nyrop
had noted the Agency's interest in this area when he had been
Chairman of the Civil Aeronautics Board in the late 1940's and the
r
‘) early 1950's. Houston told the Committee:
He (Nyrop) became head of Northwest, a very tight
manager, a very capable fellow, and he used to.
complain that we were interfering, we were taking
passengers off his airline, and we would go to him
and say, we have to keep the airline in this busi-
ness because the Chinese say they need an international
airline. They're not ready to start their own yet.
And it is necessary to its overall cover status as a
going commercial concern.
By 1959 Mr. Nyrop was complaining that the AgencyAwas doing too much.
Finally Nyrop decided: to complain to the Civil Aeronautics Board and
the Agency agreed to place it before that Agency for a decision.
A meeting was held with the entire Board, at which time Nyrop was

able to make his case "for the fact that he was a private industry,

he. should not be interfered with by government competition."”

M
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) The Agency explained its situation, the cover need, the Chinese
pressures, and the fact that they were keeping the carriage to
what they thought was a minimum that appearances could stand.

And it ended up by one of the members of the Board

turning to Nyrop and saying, Don, you ought to be

glad that you don't have a really good, reliable

‘competitor in there. He said, If you were being

competed with by private business, you'd have real

headaches. You ought to be real glad that it's not

worse than it is. And that's the end of that.
Houston conceded that some passengers were going”on basically CIA
planes instead of Nyrop's Northwest planes. The impact, however,
was minimal. Moreover, the CAB in this proceeding was advised of
the dilemma. They did participate in discussions with both the
Agency and the particular business entity that was making the com-

_3i plaint, and the CAB, after hearing both sides, "came down on the

( .

side of the Agency after making a reasoned judgment."

By this time the airline's commercial international business
was not making money. A maintenance contract work, which was being
done at Taiwan, however, was 'mormally a money-maker, and this was
primarily, although not exclusively, with the U. S. Air Force."¥

There were management problems in terms of the maintenance

aspects of this operation. This originally stemmed from the fact

% The LST and barge which had previously been used for maintenance
purposes became -inadequate. Therefore the Agency built a plant

in Taiwan "that is now there but has been recently disposed of to

E Systems, and a very good plant it was." E Systems' role in the
acquisition of proprietary assets is detailed later.

M
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that individuals out in the field are not particularly astute at
costing their contracts. Doole gave excellent advice in this area.
Moreover, Doole was quick to adv1se when an operatlon is bordering
on not being responsive to the demands of goodlmanagement. Houston.
ci;ed one instance when Doole replacéd‘a contréller in the corpof-
ation who was very able but "had his own ideas of bookkeeping and
controls.” Doole insisted that the corporation put in bookkeeping
and controls completely consistent with U. S. éABland FAA prac-
tices.‘ And of course the maintenance contracts with the military

were audited constantly by the military audit teams that were

right in the plant. |

'By this time the Agency had organized an exemption from the
Contract Renegotiation-Boaid.on the grounds that if the-renegotia-
tion personnel became too involved in the busi?ess, they might
recognize that this was not a straight commercial operation and
discover the fact that the CIA was involved. The Agency went to
the head of the Contract Renegotiation Board a?d got a letter from
the Department of Defense asking for an exemption on what the
Agency and. the Department considered ”perfectl§ legitimate grounds."
Indeed, there was a basis for exemption-in the Renegotiation Act
if the business was entirely overseas, which wés the case with this
cirline. And so, the exemption was granted on!that bagis. The |
Agency was concerned, however, by the fact that it had in prinéiple'

made a type of proflt over 40 peréeﬁt on these Air Force mainten-

ance contracts, that mlght have well have been the subject of re-
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£ negotiation had it not been subject to the exemption. "So the
question was what to do about it. And .finally, we made a volun-
tary repayment against part of the profit on that contract to the
Air Force."

As noted previously, the commercial airline aspect of the
operation was not making a profit and in fact operated mostly -at
a loss. Indeed, there were periods of time when the C-46's
and C-47's cargo carriers were very busy on either CIA contracts,
the Korean War, Diem Bien Phu, and other paramilitary aspects.
There would be periods in between these activities when there was -
nothing for the airlines to do. Nonetheless, the airline was still
saddled with expenses such as crews' salaries and maintenance of
the aircraft which sat on the ground.

(f) So George posed, and we finally organized, the stand-
by contract, which was an apparent military entity on
Okinawa. It was our entity, but it had a military
designation. I can't remember the name for it. And
that entity contracted with Air America for so many
hours of cargo stand-by to be available any time on
call, and that they would pay so much for that capa-
bility being maintained. . . so that is. how we kept
the subsidy going to maintain them during periods
when there was not profitable flying.

Another area of concern was the question of the relationship
with the Internal Revenue Service. From the very start, the company
management was informed that they would .be required to pay the
appropriate U. S. taxes, and while there were the usual business

arguments about whether certain itemé were appropriate for taxation

and whether certain deductions should have been granted, the rela-
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tionship maintained with the IRS was basically a normal one.

Houston recalled that in the mid-50's the company, Air America,

‘received a notice that they were going to be audited by'the IRS.

Company officials came to the Agency and indicated that this might
pose a problem in terms of security. The Agency went to the Com-

missioner of the Internal Revenue Service and indicated that

they would like to have the Commission conduct the audit and have

the audit done by a team on an unwitting basis to see what they

could find out. "We thought it would be a good test of the secur-

ity of our arrangements.'

They put a very bright young fellow on and he went in-

to it. They came up with discrepancies and things that

would be settled in the normal tax argument, corporate-
IRS argument, and all of these were worked eventually,

and then we went to this fellow and said, Now, this

was owned and backed by the CIA, the U. S. Government.

What was your guess as to what was happening?

And he said, Well, I knew there was something there,
and I thought, what a wonderful asset it would be for
the Russians to have, but I came to the conclusion that
it was Rockefeller money.

Thereafter, the IRS would be notified if it began to conduct an audit

on an Agency proprietary, and the audit would be discontinued.

As the operations of Air America developed the problem of largé
cargo carriers arose. In the early days of its operaﬁion the airline
was using C-54's, which had an extremely limited range but were able
to perform notwithstanding under deménding circumstances. Discussioné

proceeded during that period about modernizing the equipment and

the Agency,-through'the proprietary, bought DC-6AB's, a conversion

of the DC-6, which had large cargo doors installed in it. They,
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(- however, did not maintain any jet equipment at that point. This
cargo'system which they developed was getting heavily into a mil-
itary air transport'contract system. The system'was first known
as MATS, and then it became MAC.

They got MATS contracts,Aand Air America got these,
and these were very good to keep a constant utiliza-
tion at a good rate, the MATS rates were usually good,
because the policy was not to do competitive bidding
for the lowest bidder because then you got the poorest

service, but give good rates to the carriers, and then
require the carrier belong to the Civil Reserve Air

~ Fleet. ‘
In 1956 MATS changed its policy and required that bidders on

the contracts to be certificated. Of course, there was no.reél way. .
that Air America could become certificated and so the Agency decid-
ed to purchase Southern Air Transport. While it was technically
(_31 a separate entity, not involved in the Air America complex, it was
actually an integral part from thle management point of view, in that
all managemeﬁt decisions were centered_again in George Doole and
the advisory team in the Agency. MAC eventﬁally aléo_decided'to
require that bidders not only have td be certificéted, but had
to have -equipment quélified for the Civil Reserve Air Fleet.and
this meant jet equipment.. As a result the Agency went into the
acquisition of Boeing 727's. Mr. Doole eventually convincéd Boeing
that they should modify the 727 to enlarge the ventral exiéﬁ, which
was already in the plane, so that the plane would then have a large
airdrop capability. Boeing did so modify the plane and it prbved

entirely useful for these purposes. ''So the theory was that the

rN
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727's would be used on MAC contracts to be available on an over-
riding basis if needed for some major national security operation.“
They were used, usually when they had spare time.
To my recollection, they were only called off once,
of f the actual contract time, and this was for a
possible use which didn't go through. But the White
House asked if we had the capability to move some-
thing from here to there, I think from the Philippines
to somewhere in Southeast Asia, I don't recall, and so
they sent word to management that they wanted a plane
available at the earliest opportunity at Clark Field.
. They pulled one of them off the MAC contract and had
it available, I think ready to go, in twelve hours,
all set for the operation. And the operation was
never called. But it showed what the capability was. .
And what they had to do was get substitute service
for the MAC contract.

During the late 1960's several Chinese airline enterprises started,
both of them on quite a small basis, but one of them which became
CAL had official backing. This occurréd while the CIA's proprie-
tary was still flying under the flag of China. With the establish-
ment of these indigenous .Chinese nationalist airlines which would
fly these routes, the Agency began to plan reducing its inter-
national carriage'work. It decided it-wodld keep the MAC contracts
because this did not bother the Chinese. There was in fact no com-
pétitioﬁ in fhis_area. But plahs were stérted to reduce the inter-~
national common carfiage. This Agency prpprietary, Civil Air Trans-
port Company, Ltd., which had been organized in 1954, had the rigﬁt
in international airiauditing}to negotiate for air routes. .That
was the enﬁity that thereforé:did the common carriage. Thereafter,

Air America did the American contracting followed on then by

Southern Air Transport, due to its certification. Southern was
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- brought on to perform the MAC and MATS contracts with planes'
leased from Air America, which included 727's. Southern Air
Transport actually owned one 727 and leased two from Air America.

Houston noted that it was at this time that an internal de-
cision was made ''we probably couldn't justify this major airlift
with the big jets, and so we started giving rid of them. See, they
had no utilization td speak of down in Southeast Asia. A couple 6f
supply'flights went into India, and I think we used prop planes for
that, to my recollection."” So the Agency beggn to phase out the
727's. This, of course, led to the decision to divest the Agency
of Southern Air Transport and eventﬁally of Air America.

'Intefnal management problems were assisted in 1963 by the
establishment of an executive committee of the board of.directors
of the Pacific Company, Air America and Air Asia. The overt board
of directors in New York City passed a resolution organizing an
executive committee, which included Mr. Doole and two‘éther directors.
Covertly, the Agency put with that executi#e committee some of its
representativgs. This. resulted in management and the Agency being
rgpresented on the executive committee of the Board, and permitted
the viewpoints‘of management, Agency and the operators to meet in
this executive committee to consider policies and make actual deter-
minations andrgive_guidance to the company. Houston indicated that

this mechanism was extremely effective in controlling the company.
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So I think for the last, oh, fifteen, eighteen

years, the proprietary management system was on

the whole pretty effective fromthe Agency point

of view. I think we knew what was going on. I

think we were able to get things up for decisions,
and if we couldn't resolve them at the staff level,
we would take them up to the Director for decisions; .
quite different fromthe early days in the early 50's
that I described, and the operators at least made the
claim that they had the right to call the tune.

During this period of time Operations people

were getting themselves involved in the acquisition
of aircraft and which were getting awfully damned
expensive at this time, and separate projects were

- going after some of this expensive equipment without
consideration of what might be available elsewhere
to the Agency by contract or old aircraft. And so

~ the Director of Central Intelligence set up EXCOMAIR,
of which I was Chairman, and had representation from
both the operation and management and finance out of .
the Agency, to try and coordinate the overall control
and acquisition and disposition of aircraft.

Indeed, a February 5, 1963 memorandum entitled "Establishment of
Executive Committee for Air Proprietary Operations,' noted that
the Committee was '"to provide general policy guidance for the man--.

agement of air proprietary projects, and review and final recommenda-

tions for approval of air proprietary project actions.'" Houston

indicated that EXCOMAIR "was sort of an amorphous group' which tried
to focus on the question‘of whether it reviewed the neéds first and
then came up with recommendations on the operational solutions, or
whether the operatoré came up with a solution and put it through |
EXCOMAIR}\ Houston noted that EXCOMAIR'worked_on a very-informal
basis because "I knew all these people well, and 1 said;‘Let's get

together and sort these out.'" He indicated that EXCOMAIR was
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£  reasonably effective in getting overall coordination. It was re-
sponsiblé for making a thorough inventory of all the equipment
‘that the Agency had in the aviation field, and by and large was
able to keep track of who needed what and wﬁether_an asset was

available that could take care of a problem without the necessity
of acquiriﬁg a new asset.

According fo Houston, a géneral shift.in thinking at the
Agency occurred between 1968 énd'l972 on the desirability of their
holding substantial contingent capacity of airlift. The records
seem to indicate that Mr. Houston apparently convinced the Director
in the early 1970's that the capacity should no lopger should be
retained. Houston commented on'this assessment as foilows:~

: Through what knowledge I had of the utilization

¢ N of the various assets, it seemed to me that util-
ization, particularly of large assets, that is,
heavy flight equipment, was going down to the point
where there was very little of it. Consequently, we
couldn't forecast a specific requirement. Such re-
quirements as you could forecast were highly con--
tingent. But I also remember a couple of times
putting the. caveat into the Director that with a
changing world and with the complications in the
aviation field, once you liquidate it, you could
not rebuild, and so you ought to think very, very
carefully before getting rid of an asset that did
have a contingent capability.
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X: ISSUES POSED, CONCLUSIONS, AND RECOMMENDATIONS

The preceding sections provide a general picture of the _nature,
extent, purpose, function aﬁd problems of proprietaries. WNot unlike
other areas of our inquiry, the issues raised were not simply black
and white. They were, rather, grey in nature. During recent years,
particularly at the time of the Vietnam War, serious questions were
raised about this proprietary capability. Much of the accompanying
criticism stemmed from a lack of understanding of their role in the
scheme .of both United States foreign policy and intelligence. Some of
the criticism stemmed from the suspected entrance of some proprietaries
into areas where they were in apparent comfietition with legitimaee
business interests, such as the airline industry. It is not unusual
that there would be misunderstanding since much of what would have
explained the proper role of these entities had to remain secret for
innumerable reasons. lBut the Committee has not been stymied by that
same embargo and has had a broad look into these operations.

In general, these mechanism have been operated with the utmost .
concern for legality, propriety and ethical standards. What slippages
have occurred were in the field and generally in the aréa of air opera-
tors, not management. Moreover, their usé and past expansion was a
direct result of the demands placed upon the Agency by Presidents,
Secretaries of State and the policy mechanisms of government. This is
particularly true of the large air propriefary coﬁplex which was used
to support paramilitary operations in Southeast Asia. The onaly
exception to this is the investment-insurance complex which was

established on Agency initiative to £fill a pressing need.
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A, An Overview

Using broad authority under the National Security Act of
1949, the Directors of Central Intelligence have established
Government-owned business enterprises, foundations and quasi-busi-
ness enterprises (''notionals") to serve a variety of intelligence
and covert action purposes. Chief among those purposes have been:

1) Cover for intelligence collection and action projects.

Commercial firms established in foreign countries have
in the past and continue to provide pléusible reasons for the
presence of CIA case officers. 'Agency—funded foundations (e.g.,
the Asia Foundation) served as conduits of funds to scholars and
groups doing research supporting U.S. foreign policy ﬁpsitions.

2) Extension of Agency influence and information network in

overseas business community. The very act of establishing a firm

-- e.g., an air or shipping firm -- requires banking, insurance,
and other services that entail support, communications, and inti-
mate business relafionships with the bonafide American and foreign
commercigl world., In turn, this entails at a minimum the clearance
- and access of outside top management into Agency business; the
relatioﬁship on occasion can entail using the Agency's commercial
contacts for information or assistance.

3) Provide suppbrting‘serviCES'for’covertscperations.

Ih paramilitary operations, airlife and sealift by Agency-owned
carriers has many advantages -- flexibility, ability to implant
photographic equipment and other sensors, etc. CIA agents, engaged
in hazardous business ofdinarily uninsurable, can obtain commercial

insurance at standard or subsidized rates via MHMUTUAL, a conglomerate
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of some 26 CIA-owned companies. In country locations where

physical contact with the nearest CIA station is not operationally
discreet, proprietaries can proviﬂe pay outlets and other adminis-
trative services for CIA personnel and agents. On occésion, firms

based in locations with permissive corporate laws and regulations

"I ]-- can engage in many activities

unrelated to their charters. For example, insurance firms can
acquire real estate surrounding targeted embassies on a non-attri-
buted basis.

4) Actual conduct of covert action. In establishing the

"radios" (Radio Free Europe and Radio Liberty) in the 1950's,

CIA acquired a means of directly influencing populations behind
the.Iron Curtain. These, of course, were eventually disposed of
and placed under the aegis of the Department of State, but related
enterprises, such as the book distribution program, which had
operated under radio sponsorship, continued within the Agency frame-
work. | o

5) Outlets for prlvate investment. The Agency would deny

that this is a purpose of proprietaries. Agency officials state

that the standlng pollcy is to prohlblt the 1nvestment of operational
funds of the CIA into private fields without explicit DCI authoriza-
tion. Actually, the existence of proprietary enterprises which,

on occasion, return sizable profits, affirms that private investment
has indeed been a widespread Agency policy. Moreover, the Agency
specifically has authorized MHMUTUAL to act as an institutional in-
vestor for its own and any other Agency proprietary. So the question

really is one of definitiqn and shading.
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B. Size of U.S. Financial Stakes

The size and wvariety of U.S. Government financial stakes in
CIA proprietaries has already been desgribed in great detail.
The attached Table I gives an overview of proprietary income and
expenditures over the years. Some 450 proprietaries have béen
created over the years with 20 presently active (See Table II.)
The largest sixteen proprietaries received about 807% of U.S. in-
vestment (i.e., subsidies). Accordingly, most ﬁropriétaries are
shown to be small-scale operations. In many cases -- the so-called
"notionals" -- the overseas proprietary actually conducts no business
at all; it simply has a commercial charter, staff, and cover arrange-
ments for Agency collection and action projects.

Table I alsoc shows that proprietary income coensists of.a mixture
of CIA subsidy and income. In some cases, the outside income is
from sources outside the U.S. Government income -- e.g., Air America
has received income for aircraft maintenance of KLM airliners in
Southeast Asia. But for the most part, proprietary income is in the
form of "ecross-orders,”" from CIA and other Government Agencies.
For example, the CIA paramilitary project in the Congo placed orders
for aircraft engines and pilot services with Intermountain Aviation,
Inc. As an example of order placed by other U.S. Government Agencies,
AID contracted with Air America to carry rice shipments in Laos.
In this sense, many proprietaries are analagous to what are called
"intragovernmental funds" or "industrial funds" in traditional U.S.
Government budget and accounting terms.

Table I shows, and as we remarked previously, that compared
with earlier years, the size of proprietary expenditures has markedly

declined. The potential for future expansion is nevertheless present.
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Indeed, new proprietaries have been formed within the last
several years.

In terms of U.S. budgetary impact, Table I indicates that
proprietaries do not add much new capital to CIA available resources
-- i.e;, while they have a very large expenditure level and momentﬁm
over the years, the "cross-order" phenomenon means that most of
these expenditures originated in CIA and other U.S. Government
appropriations and that net profits generated by outside business
or investmént have been relatively small. On the other hand, another
way of interpreting the figures is to observe that nearly half the
$1.6 billion gross income of CIA proprietaries has been supplied
by sources outside CIA.

Table II shows the pattern of income, expense, and net U.S.
investment for the twenty largest proprietaries now active, review-
ing their financial experience in the twelve months preceding
June 30, 1975, or the indicated reference date. The two biggest
proprietaries, Air America and MHMUTUAL, are seen to dwarf the
others. Air America will be phased out by.June 30, 1976, ending
CIA's owned airlift and returning an estimated $20 million to the
U.S. Treasury. MHMUTUAL will continue.

Today, the CIAropefates 45 major proprietaries, of which 25
are in the process of liquidation. The 16 biggest proprietaries
did a gross total of $4 million business in 1975, compared with an
average volume of $75 million_anﬁually in the heyday period of
proprietaries, 1967-1973, exclusive of CIA subsidies. On the subsidy
front, the contrast is equally striking: no net subsidy in 1975 vs. '
$26 million annual subsidy in the 1967-73 period. Put differently,
if these sixteen biggest proprietaries had operated throughout
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kinds realized in 1975 ($4 million), the total gross income would
have aggregated $116 million. Actuélly, the CIA reports that
for this for this period gross income aggregated at $1,606 million.
- By this measufe,.CIA's biggest proprietaries are shadows of their
former selves; their annual gross income of $4 million is about
one-fourteenth of the average gross annual income of $55 million
during the 29-year span. Shrinkage would be even greater if these
figures were adjusted for the effect of inflation.
The chief impact is decline of the bigger air proprietaries.
The Agency estimates that of some $761 million of outside income,
at least $658 million was generated-by Air America ($559 million)
and Southern Air Transport ($99 million), in the period from incep-
to 1975. As late as 1974, these two airlines were garnering some
$50 million in outside contracts., With their disposal, total CIA
proprietary annual outside income in 1975 therefore shrinks to
the cited $4 million level. Mbsﬁ of this residual 1s represented
By MHMUTUAL, the insurance investment complex, where Agency-invest-
mént are generating an outside income of about $3.5 million annually.
In programmatic terms, this contrast of today and yesterday
reflects the decline of paramilitary operations in Southeast Asia.
Large volumes of outside orders by Defense and AID, along with
sizable levies by CIA components and some maintenance and passenger
income from commercial operations, had been generated by a covert
war. In turn, these operations had their echoes in Agency air
support for the Congo, Cuba, and other areas. Looking toward the

future, will'new air proprietaries be established? The CIA thinks
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not -- but the matter is not resol§ed as discussion below indi-

cates. Ultimately the program question is whether there will

be future U.S. involﬁement in covert wars -- and whether, if so,

some substitute for CIA-owned air support can meet the operational

requirements of secure, well-maintained local aircraft in place,

with responsive schedules and capacity to gather a limited amount

of signals and imagery intelligence. The Chief of CSS venturéd

the possibility that third-country assets could be used. Another

possibility is use of U.S. military aircraft, overtly or "sanitized".
One thing became clear: CIA sees itself as entering a different

era of proprietaries. It has rejected the long-held doctrine of

"stand-by'" capability -- i.e., the notion that-it is worth investing

considerable capital and operating resources in airlift, sealift,

and other assets primarily targeted toward contingency requirements.

Instead, assert the Agency representatives, CIA is keeping today's

and tomorrow's proprietaries strictly centered on current opera;ional

tasks. The test of retention is the utility of a proprietary in

carrying out assigned roles instrumental in approved Agency projects.
This concept can be examined by listing the twenty major proprie-

taries which the Agency says will survive into the post-1976 time

frame:
: Latest 12-mo,

Code Name " Earned Income ($000)
LPBERRY $43
LPROE/PIKE 139
PDPORTAL 5

BASTE ($1,250 subsidy)

BASIC ( 1,126 subsidy)
PDLEDGER 102 :
PDDYNAMIC 35

TENURE ($199 subsidy)

TERRACE ( 76 subsidy)
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VWCADENZA ( -36 subsidy)
MHBOUND ( 432 subsidy)
KMJAGUARO/JAGGERY 809
QRMYSTIC/CYNIC ( $10 subsidy)
WUDIRK . 0
XIPHOID ($ 191 subisdy)
BACH ( 50 subsidy)
KNOX ( 50 subsidy)
LPHOCUS 22
LPBYZAS/B 2
LPPANDA 21
CHAIR/A ( 4 subsidy)
REMEDY o1 ,
MHMUTUAL (consolidation of 21 firms) $3,560
LPSUGAR 34 (plus $35 subsidy)

The above 1isting'covers only the 20 biggest proprietaries
which currently operate and which will survive liquidation. It
excludes 25 major proprietaries currently oﬁerational but being
phased out -- such as Air America and other airlift.

What does the whole picture of currently operated proprietaries
look like? How many and by what major types?

The Numbers of CIA Pfoprietaries, by type,
as of July, 1974 are: - '
' 71

Operating pfoprietaries , .
(includes 21 props. in MUTUAL insurance complex)

Non-operaﬁing proprieﬁaries 38
Devised facilities 31
Devised facilities/Notionals ("DFN'"'s) 61
Subtotal, externally registered 201
Notionals -- no external registration;
Identity and finanecing wholly
within CIA control 215
Grand total, current proprietaries 416
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Generally,'the notionals have increased in number by about
t:?. 30% since the current CCS chief's takeover of Cover operations
in 1967. This reflects a policy of increasing the number of |
cutout arrangements to increase security -- i.e., reducellikeli- R
hood of outside discovery of the identity of agents or case
officers working under cover of the end-point notional by intro-
docing intermediate nofionals'for payments or identity backstops.

What does this 'J tell us ebouo basic distinctions of
one type of proprietary from another? First, it'indicates that
external registration divides the pot in half. Those which have
some form of legal standing with U.S. (State, local) and’foreign:
corporate regulatory and tax authorities are subject to external
governmental scrutiny. This occasioos additonal expense and man-
power to assure that in all fespects this group of proprietaries
behaves in accordance thh local law and commercial expectatlons
The second group -- the notionals -- exist only as names on doors
“and phone directories aod'stationery, with backstoppinhg for identi-
fiéation‘provided by Agency swigchboards; mailstops, and check |
issuance. . 4 _

The next level of distinction is within the class of legally .
reglstered proprletarles those which carry on a commerciel in-
come-= produc1ng operatlon and those whlch are simply cover arrange-
ments, with at ‘most a bank account and an attorney backstopping
calls and mail. The latter are shown in the table.above as
”devised-faciltiies” and ”DFN“'s

W1th1n the class of commercial, income*—productive or0prietaries,

there is a dlstlnctlon between those which are wholly dependent upon

s
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CIA income in the form of orders placed and/or subsidies; and
those which have mixed outside and inside income.

Even for those with mixed income, it is possible over the
years to aistinguiSh those which have outside income wholly within
the U.5. Government (i.e., a mix of CIA-derived income and income
from ofher Government agencies) and those which have both U.S.

Government income and income from private contracts.

C. "Visibility in the Budget

Accountability to the President and Congress depends'in budget
review upon the extent to which the Federal agencies' budget
review upon the extent to which the Federal agencies' budget re-
quests provide enough information to make possible well-formed
judgments. Therefore, Circular A-11, issued by the Office of Manage-
ment and Budget, prescribes the financial schedules and analytical
and explanatory supporting dafa which all Federal agencies must
provide in their budget submissions, consistent with the Budget and
Accounting Acts of 1920 and 1950 as amended.

The Central Intelligence Ageﬁcy regards itself as subject to
these prescriptions., The Agency_limits its application of this
principle, however to provision of such A-11 materials as OMB and
the Congress ask for.

With regard to proprietaries, this policy has resulted in
near invisibility of proprietaries in the CIA budget sﬁbmission;
Circular A-1ll requires agencies to provide schedules and narrative

" for each public enterprise or intragovernmental fund. The utility

of such data is to reveal all sources of funding, purposes and
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levels of expenditure, and at least approximate indications

of performance through comparisons of past and proposed funding

by activity. As applied to proprietaries, the CIA, perhaps,
‘should have been pfoviding a whole family of schedules for the

proprietaries which actually do Eusiness (i.e., excluding

"notionals.") '

Then, there is the question of the program impact of propri-
etaries. Table I indicates that proprietaries in fact have been
heavily involved in CIA intelligence collection and covert action.
None of this is shown in the CIA budget submission. Yet a bona-
fide policy review of the budget.requires programmatic judgments
of the necessity and appropriate use of proprietaries in overseas
areas. ’

The Angolan question has brought into sharp focus the role
of the CIA's Contingency Reserve. All U.S., aid to forces in
Angola came from this fund. The.only ﬁlacélin the budgets of CIA
where proprietaries have taken on even a limited visibility is in
those years when supplemental financing was needed to establish or
strengthen a proprietary. The budget then shows, tersely, that
for a pasﬁ year.or for completed portions of the current years
that Contingency Reserve drawdowns had been made for such purposes.
For example, one pasf budget showed a certain amount for "RFE,"
meaning a subsidy for Radio Free Europe, but providing no justifica-
tion materials. In turn, this practice reflects the unwritten,
post-hoc nature of the Contingency Reserve financing process -- in
effect, an Executive Branch supplemental in which Congress is in-
formed after the OMB has acted. The budget does not normally indi-

cate Agency intentions to create or establish a proprietary in the
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budget &ear ahead. For any other Federal agency, the notion
of establishing a new publicly owned enterprise without advance
notice to the Appropriations and substantive committees of
Congress would be proscribed.

For the small-scale proprietaries, those which require small
subsidies to get underway, CIA is able to launch them without
supplémental financing -- i.e., within its regular budget --

and, therefore, these remain completely invisible in the Agency

budget submission.

D. Some General Considerations

a.. The relationship of utility to size: The evidence estab-

lished a dilemma faced by CIA planners who recognize that propri-
etaries can sometimes be most effective operationally when they
are large; indeed, as in Laos, there can be a thrust toward enormity
imposed by the very nature of the operation. The dilémma is that
large size conflicts with deniability: In areas of the world or
types of activity where there is little commercial appeal or few
operating commercial firms, where wouid large-scale enterprises

get financing but from the U.S. Government? Laotion operations
actually could not be covered in the end. The.experience suggests
that proprietaries may have limited utility for paramilitary opera-
tions in the future.

b.  The factor of competition with private enterprises. Do

CIA proprietaries of the income-producing class unfairly compete
with private U.S. businesses, both with regard to their Government

financing and their secrecy? Is the utility to the Government of
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such a kind and of éuch magnitude thét CIA proprietaries should
be retained regardless of their competitive impact? Generally,
the CIA believes that CIA operating proprietaries do not compete
with U.S. private enterprise because they tend to do things which
the latter are not equipped, motivated, or staffed to perform.

For example, CIA ﬁroprietaries purchase weapons and foreign arma-
ments and technical'devices; conduct security clearances; purchase
real estate; insure uninsurable risks; train foreign policy forces;
run airlines in remote areas or on commercially unattractive
routes. Would private enterprise do any or all of these things;
It is true that private enterprise does a lot éf'similar activity
under contract to the Government, including highly sensitive con-
tracts for CIA in technical intelligence collection and research
and development. If CIA scrapped its proprietaries and coopted
private firms, suitably.cleared, would this be more desirable in
bpolicy terms? In economy? In operational flexibility?

¢. Relative scarcity of commercial and official cover. The

continuing ﬁush of CIA for notionals reflects‘the scarcity of U.S.
Government official cover in many areas of the world, the develop-
ing desire of U.S. companies not té cooperate.

Some question concerningprofits have been raised. Does pro-
prietary profit constitute a significant add-on to the resources
available to CIA? How is such profit treated in the budget? How
is it controlled? How can the Congress . (or the President, for that
matter) be sure that proprietary profits are not siphoned off to!

accomplish projects not countenanced by the regular CIA budget?
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First, profits (defined as net income to a proprietary after
. coverage of operating expenses) are relatively small. Even in

Fhe days when the most profitable air proprietaries were at full
swing, the most that aﬁy single firm netted was $3.9 million (Air
America in 1967). Over the entire period 1947-1975, total‘pro;
fits have been $50 million, an average of about $1.6 million
annually, for the 16 biggest CIA proprietaries. And in these
years, a net 1059 was sustained three .times -- $2.5 miilion

in 1971, $0.5 million in 1973, and $0.3 million in

1975. Looking to the future, after liquidation of the air pro-
prietaries has been completed, there is forecast to be only one
profitable proprietary: MHMUTUAL a complex of insurance, reinsurance

and, and escrow-holding companies which derives most of its pro-

. fit from investment portfolios. MUTUAL's net income in 1974 was
$1.8 million and this general_magﬁitude of profit is expected in
the foreseeable future.

As for treatment in the Budget, there is both a policy and
‘procedural aspect. The policy'of CIA has changed; in February,
1975 the General Counsel of CIA ruled that profits of proprietaries'
and proceeds of liquidation must be returned to the Treasury as
miscellaneous receipts and cannot be used to augment the Contingency
Reserve or otherwise be applied to CIA operations. This ruling
overturned the practice of the past which, on the few occasions
where profits-were not applied to augment net worth of proprietaries
--i,e., plowed back into the enterprise or investment portfolios--,
was to apply proprietary net proceeds to the Contingency Reserve -

. for later release to operations.
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The budgetary presentation and review procedures only par-
tially focus upon proprietary profits. MUTUAL's profits are
invisible in the Agency budget; they are taken into account and
subject to scrutiny only within CIA; operationally, the DDO annual
operational review has the most detailed grasp of MUTUAL at the
Agency review levels. A stadard set of public enterprise fund
schedules, as prescribed by OMB Circular A-11, would be éppropri—
ate for making MUTUAL visible in the Agency budget. Other commer-
cial proprietaries should show these schedules as well. The
Agency has indicated that the Comp;roller is working with DDO and
DDA to develop a new style and content of budgetary presentation
and review procedures for CIA proprietaries in future'budgets.

To what extent can these new procedures prevent abuses of
proprietary profits? To what extent do they preclude the need
for legislation in this area? What form of Congressional oversight
is needed here-- at what point should Congress exert control?
Improvement of visibility in the budget of proprietary resources
and provision for review of the major proprietaries as a regular
part of budget review by CIA, OMB, and CongressionalVCommittees
would seem to preclude most of the dangers of abuse. On the other
hand, there is one type of abuse for which additional Congressional
scrutiny and safeguards may be needed: the possibility of a small-
scale, high-risk covert project directed by the President or DCI
which is not covered by the regular appropriation but financed by
proprietary profits. No foolproof preventives can be'designed by
law or regulation; nerertheless, the possibility of such abuse or

avoidance of Congressional review can be minimized by requiring
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that all CIA proprietaries have an operational charter approved

by Congress which forbids launcing activities by proprietaries

or using their funds which are contréry to the chartef. This
internal CIA standard would probably(strengthen the existing
requirement that‘covert action projects be certified by the
President and flagged to Congressional Committees. At present,
MHMUTUAL has such a charter (not reviewed or set by Congress) which
restricts MUTUAL to insurance operations. This charter was
established in 1974 (called an "Administrative Plan") and must

be fofmally amended before the Cﬁief of Cover Staff will authorize

use of MUTUAL resources for other missions.

D. Private Investment by CIA.

The authority of the Agency to engage in private investments
and its general policy ambivalence on this matter already have been
néted. Two types of general as well as budget issues are presented,
one the inverse of the other: 1) Could or should CIA engage in
investments which éould accumulate funds outside the budget process
and hence be available for operations that have not public scrutiny
outside CIA? 2) Is CIA investment policy too restrictive in regard
to bank deposits? Specifically, should CIA place large amounts of

money in private banks without charging interest? Some 207% of its

annual of appropriated and advanced funds goes into

private deposit here and abroad, with year-end balances of about
$150 million and average deposits considerabiy greater. The banks
selected get an interest or investment bonus. Their selection is
non-competitive, rooted in historic circumstance, albeit in insti—_

tutions that have shown themselves flexible and responsive in
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providing the Agency services. Much more investigation is

needed here.énd.we éncourage the new oversight committee to

study this issue in greater detail than we have been able,
Probably this is one area where exclusion of the General Account-
ing Office from CIA audits has had an unfortunate effect; Whethef
or not there has been abuse, there is no outside reviewer of a
complex set of financial records and relationships and conse-
quently the question of confidence in the Agency's role in this
area may have.been eroded.

What is the future for proprietaries?

Discussion on these quesﬁionskalready has been covered in part.
No new proprietaries are in formation or planned. This past fis-
cal'year, 1975, one new proprietary was created to purchase a site
for the new location of the New York CIA base; it serves as a.
real estate holding company or lessor for land and building.

The main provison for new growth is the plan of some years
standing for establishment in MHMUTUAL of several corporate ''shells™
-~ legally constituted and registered companies that do very little
commercial business but which can be adapted to various new CIA
missions. To adapt to these new missions, as noted, would require
CIA to amend the MUTUAL Administrative Plan. But this could be
done quickly; the existence of the shells avoids the leadtime of
creating new corporate entities, with all the complications of
local laws and risk of exposure.

While CIA proprietaries are small today compared with yesterday,

they are so largely for administrative reasons-- i.e., responsive
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to Executive Branch direction. 1In this sense, there is no

reason in law, although there may well not be another era or

set of occasions when CIA will find proprietary expansion to

be operationally desirable. The Congress should be a partner

in the process of reviewing such expansion, if it should occur,

by providing for changes in the charter process. Another approach
is the setting of substantive guidelines for proprietary operation.
This approach is typified by the post-Katzenbach guidelines that
prohibit CIA operation of tax-exempt foundations.

Lawrence R. Houston, the former General Counsel of the Agency,
was iﬁtimately involved with all of the proprietaries for his
entire tenure with CIA. Consequently, his views have been invalu-
able to the Committee in reviewing and evaluating the history
and the role of these mechanisms. In the course of a far-ranging
interview with the Committee Houston concluded that proprietaries
"'should be the last resort for use to backstop Agency activities.”
He grounded this opinion on the fact that:

they are cumbersome. To be properly run they take
many, many man-hours of many, many different parts of
the Agency, so they are expensive in man-hours. There
are built-in difficulties in running what appears to be
a normal business for operational purposes. There's
really a built<-indichotomy there that leads to a contin-
ual conflict with policies. And due to the number of
people involved, there is a security problem on the
old grounds that security doesn't go by the mathematical
increase in the number of people. It goes geometrically
as to the number of people, the security risk.
This assessment seems correct based on all the evidence.
The current Director of Central Intelligence has insisted on

the streamlining of such opérationsj and is keenly aware of the

potential for abuse. (See appendix F). It is, for example,
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the current written policy of the Agency that 'to the degree that
domestic proprietary or cover companies are required, a clear
justification will be developed as to the relationship of their
support of our overseas operations."”
In the one area of continuing large-scale activity, the
investment complex, the Director has moved to insure propriety
even in an area where there is no evidence that any illegal con-
duct has occurred. The current policy, established as of
June 1975 is:
Project MHMUTUAL will be operated in conformance with
appropriate legal restrictions. Arrangements are being
made for the briefing of the appropriate Congressional
committees. Particular attention will be given to
avoiding any possible conflict of interest situations
with firms with which the Agency has contracts. Parti-
cular concern will also be exhibited over possible
improper influence on the stock market or stock dealings
through the investments involved in MHMUTUAL.

The Committee is mindful of the potential danger inherent in. such

operations. Therefore, it recommends that the review of this

and other similar projects by the appropriate oversight Committees

be stringent in the extreme.

The disposal of proprietaries has also generally proceeded
along legal and ethical lines with more than due concern for con-
flicts of interest. Most notable in this spectrum of actions was
the degree to which the Agency tried and did in fact avoid any
conflicts of interest when it sold off Southern Air Transport.
Such internal vigilance no doubt should and will continue. More-
over, with the establishment of a permanent oversight committee,
the CIA's job in this regard will be made easier because it will

be able to report on its dealings on a regular basis and avoid

criticism,
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DOJ:,S TLIE CIA POSSESS THE LEGATL AUTE ORI"'Y
- T.O SELL A WHOLLY-OWNED GOVERN-

MENT AIRLINE WITHOUT RECOURSE TO - -
, THE FEDERAL PROPERTY AND ADMINISTRATIVE.
S R SERVICES ACT OF 1949, AS AMENDXED?
UCT ap o o o .
L 30,1975 . ~ I. FACTS

DocId:32423532 Page ig2 o : Q“'ﬁ?f‘T

.of the Unl‘.ed Suates. It has been w1de1y renoruea in. unclass

admitted. W 1thm this context it is the statutory responsibility o

There ex is two airline corporations wholly owned by the

- United States Goverament, which corporations were pur'chased by, and
are undexr the direct control of, the Central Intelligence Agency. Gwner shi
of the corporations was acquired by means of appropriated funds expended

by the Agency under its conﬁdential funds a;ut‘nority,‘ the procurements thus

' bemg ma.de out,s:Lde of the I‘ederal Proaeny‘ and Admmxst,.a‘. ive Se rvices

Act. Both corporations were created by the Agency to assist it in fulfilling

jts statutory responsibilities and, ovexr the yeai's, ‘both have engaged in .

many sensitive support activities in the urd~’ rance of- thc national security

-r

ed media ha

ote

tne Cem.ral Tmelllcrence Adency on behal_f of 'he Uri'lted States Government

the de ‘facto owner of the coruo -ations. Notwithstanding, that ownership is

still a classified fact. The activities and missions of these corporations

in support of the national security of the United S‘;a«.es would have baen
. . X . F ol - ) ) ’ B
impossible if United Staztes Government ownership had been oificially

¢l
o]
s
r
fnp
¢
n
[t}

of Central Intelligen_cc to protect 'hg overt commercial postur

cor—\or@tlons and the cl assified ,na‘anie of cexrtain of their activities.” Now -

ad +



the Director has determined that the covporations ave no longexr required

by the Ageﬁgy» in the di~sc':.hafge of its respon'siiailitics'-,' t‘nat“&hey are ;:xc‘:%:ss

‘cé Aggnéy requiremén;ts, and he ha's. direcﬁéd that they be diiszaosed of

eitixer by sale or liquidation. . |

} S o AIL.‘?STATUTES' R ‘
;o | L . The f‘ederal ??opei;t‘;.r a;n‘d 'Administra‘civé Seﬁicés; A‘c.:t‘of' léé(),'.

as amended, (40 U.S.C.A. 471 et seq., hereinafter rcfer—}:ed. td z;s 'lbha

By

Act'), is in general the con’;rolli'ng statute insofazr as Govefnrrient_°p:opert}

'is procured, used and disposed of:.

.

It is the intent of the Congress in enacting this =
legislation to provide for the Government an economical
. and efficient system for (a) the procurement and supply
K - .of personal property and nonpersonal services, including
. related functions such as contracting, inspection, storage,
: jssue, specifications, property jdentification and classifi-
AT cation, transportiation and trai_fic_ management, ‘establish-
' ment of pools or systerads for transportation of Government
pexrsonnel and property by motor vehicle within specific ¢
areas, management of public utility S'ervic'es,’ repairing s
-and converting, .establishment of inventory levels, establish-
ment of forms and procedures, and representation before
. Federal and State regulatoxy bodies; (b) the utilization of ‘
(c) the disposal of surplus propexrty; and

e < 2 b e s o

available propexty; »
(d) recoxds menagement. 40 U.S.C.A. 471,

As an executive agency, the Central Intelligence Agency is within the pui'v

of the Act (40 U.S.C. A. 472; 481), but along with a nurbexr of othex é.gencf

] - v .
it wag exempted from the Act:

and activities, \_/

Congress, dcpartments, agencies, corporations

i

Loy =TT
; .{‘ oo e !\O}\aﬂnd persons excmptcd from provisions
; IV PR ] ' :
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A Nothing in this Act shall impaiz or affect any °
. authoxrity of— S e

- a¥a : Lo
o . . i el
A . : - o . .. ..

(17) the Central Intelligence Agency; -+ .

40 U.S. C.A. 4714(17).

The Act's legislative history provides an insight into the bread:
of the excmption and, io 2 litnited dégree, Congress' intent for giving it.

Special exemptions from the act. —This sudb-
empts from operations under the act a

o '~ section ex
- aumber of zctivities requiring special treatment,
Chief among these are prégiﬁams for price suppoxt,
stabilization, grants to farmers, and foreign aid; — = .
procurement procedures under the Armed Services . ©
Procurement Act of 1947...; the stock-piling of -
eitical materials; the nationzl school lunch program;
the Housing and Home Finance Agency with respect
" to the disposal of residential property; the Atomic
Energy Commission; and the Central Intelligénce

Agency.

' tis noﬁt intencied by these exemptions that those e
. administering the agencies or programs listed shall
" be free from all obligation to comply with the pro-
visions of the act or from 2all jurisdiction of the I
_Administra’cor. On the contrary, it is»expected that ' -
they will ag far 2s practicable procure, utilize, and
dispose of property in accoxrdance with the provisions
of the act and the regulations issued thereunder, '
as common-use items and adminis-

particularly so far
it is intended

 frative supplies are concerned. Likewise,
hat the Administrator shall have full authority, with

. respect to the agencies ox programs mentioned, to

) }g%r\}* ake surveys of, and obtain reporis on, property and

L E-‘us4?:ope:c"ty~n’1ana.gement practices, to cooperate in the

o ) and to report
QT 20 1978 P

establishment of inventory levels,

excessive stocking, in accoxdance with the provisions
@H\ o of section 206 (a) (1) and (2). ‘
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In oLber words, to the extent that compliance with
the act and submission to the jurisdiction of the :
-Administrator will not so 'impair or affcct the authority’ -

of the several agencies to which the subsection applies

as to interfere svith the operation of their programs, the

act will govern. Any disputes that arise can be scitled

by the President under the authority to prescribe policies’
.. and directives vested in him by section 205 (2). U.S. Code

Congressional Service, 1949 VOl 2, p. 1504. (cmphasis |

added) : » s L e L

- s had
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‘.pphcatlon of the Ac‘. would ”1moa1r oxr affect" is clearly the, Anency s

autnorxty to e‘cpend COI’LflanLlal funds.

The sums made avc.uaole o the Agency taay
be expended without regazd to ‘ne provisions of law
and regulations relating to the expenditure of Govern~
“ment funds; and for objects of a confideniial, extra-
. oxdinary, or emexrgency nature, such expenditures to
s  be accounued for solely on the certificate of the Director
and every such certificate shall be deemed a sufficieat =,
voucher for the amount therein certified. Sec. 8(b),
: C_A. ACL- of 1949, as amended '50.U. S C.A. 4033(0) '

The CIA Act of 1949 (63 Stat. 208 P L. 81 110) became efLer.lve Ju“e 20

1949; the Act (63 Stat. 378, P. L. 81~ 152) J’ulyl 1949 ," Sl

’ . ' . : The ques.,loq of 1aw dﬂus presemed is: ,Ln ellmcr apd. dispog,in«

- of the two airline corpoi*atiohs-, must the Acr ency adhere to *h&, Act a_'-‘)_d

- v -

submit to the jurisdiction of the Administrator, General Sexvices

: S Ad‘TllLSt 21007 n e ST e S :
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The bra ad aut.homty &Iorded the Arfency by Secu on 8(0), sup 2,

“is c0'1c1u51ve-—-"( )he sums. made avc.;l blé to the Ag_ency may be expended

- without regard to the provisions_ of law and regulations relating to the °

s

'e'xper'xdifmra of G_overnment funds; ...." That authority is enhanced, not .

[ . ) . A R ° L .
limited, 'by the Am——”(\)o ing shall impaixr ox affect the authority of— ...

the Central Intelligenc:e Agency_‘.’,' and by the Act's legislative history. It
: ’ e ! ’ - . Lot . ..
follows naturally that the Agency's authority to procure on 2 confidential

P " basis without recourse to the Act inherently carries with it the_auﬁ;b.oritye

to dlspose on a codeern_lal ba.,ls o 1t‘br>u.g, recourse to x.ha Act By wa.y‘of N

PR 54

s

S an cxtrcme hypo'chetical, suppose tnc, Arfency had procur ed a'-S\ ‘."ct
weapons system, without Soviet knbwledge. _ Using Sectio:a. 8(b) authc’uri‘cy‘,‘

. it had expended funds through a secure facility for the procurement and

brought the system to this country where it was studied and tested. By

virtue of the testing the Government was able to develop electronic counter

»”
.

measures which would effectively nullity the system. Upon a determiﬁatioz

that the ysuem is oi no fur her use, can it be .»e;:.ou.sly arﬂued n.ha‘, 1,’5

Laa )

-disposition by the Agency s_houid be anything other than confidential? The

a

purchase was confidential; possession of it by the United States Governmen!

was confidential; and, the knowledge gained and the countermeasures -

developed are confidential. To hold otherwise would re-nder ne 1mendecl

- ‘ L AT
" purpose of Section 8(b) a nullity. {1. - FRON?
: h : 5 o A .
I 0G) N
; | nzpnrT [P 80 8T
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| K 4 ) " The sno‘rt e;co%e‘s'smn.‘of C.on.gre.'ssi‘oriél intent found in the Act
'iegisla‘tive.history suppor;s the view that the Agenc':;r‘s acyunf;‘_laes. m:tA -

cio;uidcntial'funds arca are not within the pufvie\%r oé. the AAcf‘" ”As}."f.ar'aé;

u..se and disi)d.sitflén Ashbu'.li be "L .in a.ccorc;

e -

P ac icable. .. procuremaent,

‘;Vlbh the 5r<¥v;.smns of Lhe Act.. ..panlcul;l;rly" Téo 'fal; as cémrﬁbrﬂu'se_ items
and ad*nu;l.:sbramre sunphes a.re ccnce.r.ned’ .i»‘ It .1's sﬁgé‘éét‘ea{fhat a Cover;

erdy c.or.nme;cmi alrlme used in sup-oor.. Aof forelgn

ment-o"\vned bu’é ov
within a "common—-usé items anc’.

1ntelhcence actlvules does not fall
Simila.rly, ‘if the last paragraph

“administrative supplics'' categorization.
quotad above is read in the

-

of leglslativé history '(.emphasmeo. porqor;)
cew (T)‘hé ‘act will. .. (not). e

nec'atlve, the proposﬂ:mn becomes clea.g.
_govern.. ;,(if). . comnhance wm.h the : ac; and SL.bmlS,::lOn to the Jurlsdxcuon
impair or affect the auuhouty of the several

of the Admmlgtra\.o* will. ..
bsectm'x aophes as to 1menere w1tn. tne opn_ra.uo

a-gencn.es ton\f{nlch t‘«:re subsectio
of th#ir'progr;ms‘. T .\Ver‘e t,;-\, Arrency‘_r'eqﬁired_ to comply \\/‘l.un Lhe_ -
AAC'& a.nci Slemit-tso‘thé jur L1§n'6f the A;lrﬁiniséfgtor in mé e*;e.rl;:;s"e  ‘ ~
| 1 s clo‘m{id‘éntial funds aataor-i;y; not only would d‘lau autho i‘y :b-e i.r:i;.;ai;e
; ox a.f;ec@&, Bqt_ many of the. An’cncy s mos§'si'g‘niﬁ-.cag‘c!stabu..o&‘) L\,.‘xc;r rie
-1lui'e.s“woxild bevlfr.ustrat-ec'l o o ) ' - .
- ) L

nd re spdnsib'

neoo
) f OM
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" In looL:md at CIA’S cxpress auu.nority to procure on a confidenti.

o " L n . . . . ] " PN . . N . . : N . .
basis and examining the nature of its implied authority to dispose, genera

statements on the rules of statutory construction are helpful, = Foxz’

example: -

A

DPoceId:32423532

s

Where a statute confers powers or duties in
general terms, all powers and duties incidental and
necessary to make such legislation effective are
included by implication. Thus it has been stated, 'An
express statutory grant of power or the imposition of.
a definite duty carries with it by implication, inthe = - '
absence of a limitation, authority to employ all the =
fnean§ that are gsua]ly' employé,d and that are necessary _‘
to the exercise of the powet or the performance of the =, .« .

~duty.. . That which is clearly implied is as mucha = . -
- pare, of 2 law as that which is exprcssed S

bxd . o - . . : * ..
Sy . = A4 .

The ‘rule 'w}iereby a statute is, by necessary - -

smplication, extended has been most frequently’ T

. 'a‘ppli_ed. in the_ construcﬁbn of laws delegating powers
to public officers and administrative agencies....
Thus where the powar to create an office is granted,
the power to abolish it will be 1mphec1 and where an

- administrative body is given power to enact regulations
or exercise quasi-judicial powex, the power to provide
for internal rules of nrocedure will be imolied. ... The .
power of a m"mcwoahty to sue and be sued was held to '
imply the power to employ special counsel for those pur~
poses. although the city had a regglar salaried 2ttorney.
A municipality, empowered by statute to construct sewexs
for the pre'serva‘é?oz of the public health, interest an
convenience, was permitted to construct a a protecting wall
and pumpmrf plant which wexe unnu,cessa*y ior the propex

- avorking of the sewer, but were essa*'ztlal to pubhc “aalhh
Sutherland Statutory Co*xst:*uctvon § 5"02 :

‘} I\J ? ’ 7
el 99 1975 | S;G:

Page ff'ﬁfl A : . o ' L .
; R : . .~
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Similarly,’ e I o

are abundant.

' legislative' enactment mu

~U.S. v. Jones, where a st

_ stated:

s

,(M W 8

v .. {I)t nas been held that an express scdtu-‘ory o .
'dram, of a right, power or privilege carrics with it
by implication, in the absence of a limitation, all . .
‘the means that are usually employed -and that are ' L
nccessary and proper to the exercise or enjoy rment
of the right, power or privilege granted. - In such B
case, the power necessarily 1mp11ed is a paxt of = . = RS
the legislative act. There is cven authority in . S
Suoport of the rule that power in a statutory g grant

may be 1mp11ed although it is not 1ndlspepslblo to el
.50 Am. Jur., N

_ the exexcise of the power-, «ramed. .o,
'-Statu‘i:es§428.- ' R ""_ '

Cases wmch speak to J’xe sub_]ecl, 0£ 1mphed sta‘uuory p,o‘;v_'ers"

™ SChmmd‘“en V- CcTebrezze, Judcre Hol;zof;. held. Lha_L:‘,'._'

i J.)t is a well esbe_bhshad rinciple of .,La“utor conerucLlon thal. ever
P P Y Y

st receive a sens:.ble and reasonable cons,ruc‘.lo'

- 4 '-

that would ef ec"u.ate its -ourposes If a strict,‘ ‘litez_'a.l interpretatiori wbuln

frustraﬁe the objéctive of the 1e<71.>1a.,1ve body and would lea.d to an absurd

e e “o45 ¥ Supt, 825‘ 827 (1905) In

or m...lle :r:esul it must be av01dad

atute crave Iedera.l ofrlcers L.he power {_o eniorce

compliance with the law but was silent on the powe-r to arrest ‘che court

So noucrn the terra arrest is notused in the .
statute, the language employed necessarily 1m011es .

")\\ %hau such power Was included,

aty

Win

SEGRET
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. Necessary 1mohcu._10n rmeru to a loclcal

_necessity; it means that no other interpretatian
is permitted by the words of the Acts construed; .
‘2nd so has been defined 25 an implication which
results from so strong a prooc.‘nh._y of intention.

+hat an intention contrary to that imputed cannot be
supporbed. The term is used whezxe the intention
with regard to the subject matier may not be mani- .
fested by explicit and direct words, but is- gadmered
by implication or necessary deduction from. Lhe ]
cn‘cums:.auces and the genera.l lancuaoe. e :

.

Conscquently that \Vh-iéﬁ is implicd in a statute is.’ V'
as much a part of it as that which iz expres ed,
for a stal utory grant of a power carries with i‘c,
by iraplication, everything necessary to cazry '

" out the power and make it e: ffectual and complete.

.204 F.2d 745, 754 (19 3) certiorari denied,

98L Ed. 368; enearmg denied, 98L Ed. 404,

&

CONCLUSTO\' o
 Adherence to the Federal Prop'e‘;:‘.:y and Administrative Services

IV.

-

of the two airline c':orpdrations would do far more than

Act in disposing

impair ox affeé:t Aaency proarams. it would endancer the nat 1c>na1 securlx.y

‘e

which the statut ory authorlg.les avallable to the Avency we;.e desi Gncd. to:

The GCentral Intelligence Agency', bécause of the unique ,statuf:ory-

Uu ]9 m‘g 9.
'U i /\ QLPNET - K
B55 DocId:32423532 Page 190 "’L‘J“LS,




i

i

) ] P €
e o e e 2 S A s B e i

R

Vi

W 53[!945‘ DocTd: 32423532 Page 191

oo s u

.«‘,o procure p:coper.,y comldcng.lally \VlthOle. recourse to the Act and ,‘che

jmplied .power {o dispose of proper“y' comfldemlally xvxtnou., ?ecou*se to ik

PAN

-.'grant prbvided it in Sectioﬂ 8{b) of the CIA Act, 2nd because of the ‘up_ique

[y

. .

I'natu:cc, of ltS statut ory ICS‘OO*‘LSlblll\.leS posaesses bouh the’ C4<.PrL.SS powe:

o . -

.. .- 7 . RESPECTFULLY SUBMITTED .
. Pl
..‘,..-.' . .. . . mes .-'— — : _.’.' /
. Assis/a Gcneral Counsel
: . Cen tf‘*’\%;.g.qlllo'ence Aaeﬂ.cy‘

*}\\q

J‘f
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'PLANS, PROGRAMS, AND PROJECTS HR 230 8 |
8. ADMINISTRATIVE PLANS, LIQUIDATIO\I PLANS, AND FISCAL
ANNEXES ' :
GENL”V\L

(1) In the furtnerance of some Agency Ob_]eCthEa it is necesqary to establish,
operate and support overt Instrumentalities which do not have ostensible -
" afiiliation with the U.S. Government. These ostensibly private organlza-
tions which may be susceptible to-scrutiny by a variety of tax znd regula-
tory authorities, the press, hostile elements and others, require operational
security of o high order. It is essential that they are established and
managed in accordance with normal practices and requirements of the
type of enterprise concerned, and that they are staffed with qualified
personnel whose cover histories are compatible with such employment.
"It is also essential that there are adequate general management, financial
and security controls consistent with both operational. effectiveness and
the requirements of nonattnbutlon for the protectlon of the A"encys
interests.
7+ {2) The controls and procedures which .are apphcable to an mstrumentahty
will be specified in a project outline and administrative plan or fiscal
annex. Standards and format for administrative plans and fiscal annexes,
" as well as for liquidation plans to be followed when an instrumentality is
to be discontinued, are prescribed m H.H.B 2.;0—-1 . .

b. POLICY : : . e ;
{1} The establishment or contmuance of an instrumentality is ]ustxﬁed only .
. when it contributes to the accomplishment of the Agency's mission and
is operationally determined to be the most advantageous means of gaining
a particulqr and necessary objective. The purpose of an instrumentality
‘shall be to conduct szcret operabxons or suoport such operatlons under

. cover of its overt function.
o {2) No binding commitment with respect ’co the estabmhment of any in—
" strumentality shall be made before the approva.l reqtured by this regu-
lation has been obtained." ‘ .

¢.  DEFINTTIONS -

(1) PROJECT. A project is a mana"ement device throucrh which specmc
operational activities are undertaken to meet programmed objectives.
Budgeting and finarcial accounta bility are maintained acam.st ‘the project
for funds and resources authorized for it.

{2) mSTRUME\ITALITY An instrumentality is a comoration a foundation,
partnership, sole proprietorship, or other legal entity (within the private
sector, domestic or foreign) for which: specxﬁc,funds or other assets
have been authorlzed under a formally approved progﬂct Wlthm a pro,ect '
there may be one or more instrumentalities.
o= {R) Proprietary " A proprietary is an instrumentality In which the Agency

! _ -acquires ownership of a controlling interest, through appropriate
! s nominea or legal entity arrangements. The Agency exercises, through
stockholder or other equity arrangements, control of the instru-

‘mentality in terms of the policy, adm_mstratxon Iormu‘a.tion of

budzets, and the application of funds.”

(b) Operational Investment. An operational investment is the acquisition
. by ithe Agency of an equity in an instrumentality, through appropriate
!\'. . " nominee or legal entity arrangements, of less than a controlling
e interest, with.the expactation of recovering some or all of its invasi-
ment. Any influence the Agency may exert over budget formulation and

BT
1o B 9 N

) . a‘:’ {‘ . o ' o
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230-8c(3) /. PLANS, PROGRAMS, ANL_£ROJECTS

the application of funds is a matter of negotiation. (NOTE: Operational

loans shall be handled in accordance with provisions of HR 30-9 .

and chapter IX of HHB 30-1) ‘

{c) Subsidy. A subsidy is the contrib tion of funds or materiel to -an-

jnstrumentality by the Agency, with the Agency acq_ui'ring no equity

in the asscis nor right of participation in either the income or

the profits of the entity. (Paymenfts to foreign linison services are

~excluded {rom this definition.y There are two types ol subsidy:
(1) Controlled. A controlled subsidy involves support of an instru-

mentality whose income is primarily derlved from A.g‘:ency.'funds B

and which is therefore largely Bependent upon such suppori. To

the extent that the Agency is able to exercise control it does so

through the formulation of bud'gets, the requirement for financial

": . accountings, and the applicatiori of funds. Where a project consists
: of a combination of separate sdbsldy and proprietary instrumen-

talities, proprietary regulations .ym be applied to the proprietary
instrumentality. .

instrumentality, to which negétiated fixed-sum incentive pay-

.. the exerclse of discretion over: expenditures are at a point es-
sentially beyond Agency control. Evaluation of performance Is

amount of the fNxed-sum pa}%ments. .

' (d) Funding and Payrolling Instrumentalities. A funding or payrolling

instrumentality is used to fund or payroll Agency activities when, for
. “through an overt mechanism. The Agency has legal or beneficial cwner-

" pominee or Jegal entity arrangements. Although these instrumentalities
--are proprietaries, they operate under special authorizations that may

vary substantially from the requirements of this regulation and .

| 230-1.

PROJECT OUTLINE. A pfoj ect outline is a written plén for acCompﬁshing o

programmed operational objectives. Upon approval by appropriate au-
thority it becomes the framework within which the project is implemented

" and its effectiveness Initially evaluated. " - :

PROJECT RENEWAL. A project renewal is the approval after evaluation

" by appropriate nuthority for continuation of a project beyond the period ,
~-covered by ibs initial approval or previous -renewal. -The rcnewal may SR
* update or supersede certain provisions of the project putline- -~ =~ 77 7

ADMINISTRATIVE PLAN. An administrative plan is a supplement to
.the project outline which upon approval by appropriate anthority consti-

... tutes the administrative framework within which the instrumentality is

.- to operate. To that extent it replaces all Agency regulations, except this -

40 regulation and HR 230-9,.in the management of project instrumentalities,

their internal activities and non-Agency emplayees.. An administrative .~

 plan is required for all projects establishing and utilizing proprietaries,
- operational investments, funding and payrolling 'instrume'ntalities, and

controlled subsidies. _ - '
TERMINATION. ' Termination is the discontinuance of a project or an
instrumentality, upon writien approval _of the Deputy Director or Head

- of Independent Office concerned.. :

LIQUIDATION. Liquidation is the seitlement of accounts of an instru-

 mentality, the final disposition of its remaining assets, and dissolution of

the instrumentality.
“Revised: 1 August 1959 (454)
'\‘.\‘- ° N

SHY  sEeRET

(2) Noncontrolled. A noncontrolled subsidy involves support of an .

ments of Agency funds are made, but budget formulation and . -

a matter of operational judgmént, not~necessa.;ily related to the

. yeasons of securlty or cover, funding or payrolling must be accomplished’

ship of a funding or payrolling instrumentality through appropriate '
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(8) DEACTIVATION Deactivation is the ‘discontinuance of the Iunctxon!ng
.f.. . of an instrumentality, with the charter or franchise retained but in an

<o+ inactlve status, pertding determination as to hqmdatlon or reactwntlon of

the instrumentality.

() LIQUIDA’I’IO\I PLAN. A liguidation plan prescribes the- procedures for
' ~ implementing ‘a properly authorized operational decision to ferminate

. ‘,the Agency’s active use of a specific instrumentality and to dispose of
the Agency's portion of the assels. An approved plan is required for
liquidation of all proprietaries, operational investments, and controlled
subsidies with proprietary aspects. No hqmdatmg action wﬂl begm until
the liquidation plan has been approved.

(10) FISCAL ANNEX. A fiscal annex is a supplement to the project outline
that sets forth funding arransements, specific accounting control, 1.
nancial reporting requirements, and writeoff px_-ovisions. A fiscal annex-

"is required for all noncontrolled subsldxes

'd. AUTHORITIES AND RESPONSIBILXTTES

(1) AUTIIENTICATION OF ADMINISTRATIVE PLANS, LIQUID‘&TIO‘I PLANS,
: AND FISCAL ANNEXES, (HEREAFTER CALLED SUPPORT .SUPPLE- -

MENTS) -

(a) The joint approval of the Deputy Director havinv junsdxchon over
. the project 2nd the- anuty Director for Administration is required for

(i) establi.shmerit,' deactivation, or reactivation of an instrumentality;

(2) all support sudplements and amendments thereto, including spe-
= cific deviations because of unforeseen or emergency conditions

(3) transfer between prOJects of any instmmenhllty and rem’tlnlng
S ~‘-',. assets. :

" (b) Advances of runds toan mstrmnemahty be;ore approval of the re1ated ’
. - admmlstratlve plan or fiscal annex require the aoproval of the
‘-'(_-f : Deputy Director concerned, the Deputy Du’cctor for Admxmstratlon
el " " and the Comptroller.

(e} Al liquidation plans require the approval of the anuty Dxrector con—
L . cerned and the Deputy Director ior Admuustratxon.

(2) PREPARA""ION

. {a) The Cperating Official h'wmg Junsdxct*on over the pro;ect is re- . .

sponsikble for the preparation and coordiration of the administrative
plan or fiscal annex, and, when required in connection with termina-
tion of the instrumentality, the hqmdamon plan. .

* - (b) Administrative plans require the concurrences of desxo*nated renre-

~ - sentatives of the General Counsel; the Director of Finance; the

Comptroller; the Dircctor of Security; and the Chief, Coverv and

Commercial Stafi. Liquidation plaps require the concurrences ol the

designated representatives of the General Counsel; the Director of

Finance; the Chief, Cover and Commercial Staff; and in addition,

the Comptroller for those liquidation plans involving the disposition

of assets with an estimated market value in excess of $50,600. The

assistance and counsel of other offices will be obtained when their
-functional responsxbmby is involved.

(c) Fiscal annexes require concurrence of the Dlrector of Finance and tne

‘L, Chief, Cover and Commercial Statf.

| aRevised: 29 October 1974. (840) e o - 16.1
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- {3) PERIODIC REVIEW AND REAFFIRI‘&ATION. '.I‘he Operating ‘Oflfictal — '
" responsible for the project will revlew each approved administrative. -~ 7 0 - . - .
plan or fiscal annex at least once each year, comcldent with consldera- - K o
tion of renewal of the project and will either
(a) affirm in wriling to the responsible Deputy Director that the prevlously'
. approved provisions remalin adequate and valld; or. :
- (b) Initiate approprlate revlsion when chanwing cxrcumstances dlctate the e

need.

P mte
.
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' FOREWORD

‘Rescission: HHB 230-1 dated 1 August 1969 10 January 1973 and‘
- 16 March 1973 ‘

This haﬁdbook'incdrporates the Agency procedures pérta'

o'“~
to the administration of project instrumentalities that willfbe
followed in carrying out policies prescrlbed ln HR 230-8. e
- FOR THE® DIRECTOR OF CENTRAL INTELLIGENCE
_ JOHN F. BLAKE
“Deputy Director
A for
* Administration
DISTRIBUTION: SPECIAL
X ‘ A
E\ ,* zs\* il
wal an i3T5
™y
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- SUPPORT SUPPLEMENTS FOR AGENCY INSTRUMENTALITIES

1. DPURPOSE - o

_This handbook sets forth guldance for developlng support supplements
(administrative plans, fiscal annexes, and liquidation plans) governlng

Agency 1nstrumentallt1es ‘as required by. HR 230-8.

2.  GENERAL: S »1.';‘~1-“.; S
Properly approved support Ssupplements modify or waive spec1f1c prov151onc
of Agency regulations except HR 230-9 and, in lieu thereof, set forth
the provisions for special authorizations and management control of -
Instrumentalltles in the conduct of their affalrs. They are de31cned to
promote . o : :«v.~ o TR

a. the most effectlve manacement to 1nclude stafflnd of each_”
mentality with personnel quallfled to manage it in accordagce w1th‘

Agency objcctlves under sound pelsonnel p011c1es and prac#¥ices; 7

b.- ‘the. estdbllqhment of an effective budcetlng, accounting, and re-

' porting system that will produce accurate, timely, and useful re-
ports of financial status and flnanc1a1 results of tha oporatlons
of each 1nstrumenta11ty, WL R

“c.. the establlshment of an accountlno system for the 1nstrumenta11t1es

that is compatlble and. reconc11ab1e with Acency flnanc1a1 records,

d.. the highest degree of cover and securlty compatlble w1th the overt .

- character of each 1nstrurenta11ty and its operatlon or support
ob; ectlves 5 : : : ,

the effectlve Agency control of fundlng to,’ and assets held by, the.
1nstrumenta11L1es

the orderly deactlvatlon or 11qu1dat10n of any 1nstrumenta11ty that‘
has ceased to be of operatlonal value to the Aoency

3. AIBHVISTRATIVE PLAN PRESENTATIOV

The administrative plan prcscntatlon should con51st of (a) a memorandium
requesting approval of the administrative plan by the Deputy Director
having jurisdiction over the project and the Deputy Director for Admini-
stration; (b) the administrative plan (usually drafted by the support.
element in the operating component concerned); and {c) a concurrence
sheet evidencing concurrence in ﬂppllcable prov1510ns of the administra-
tive plan by the designated representatives of the General Counsel; the

Comptroller; the Diregtor of Finance; th° Dlrcctor ‘of Security;. the

t

vised: 149 Octobe? 1974 | | | :'“
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Chief, Cover and Commercial staff; and such other Agency components

whose functional rgsponsibilitics»are involved. The memorandum should
state the project's operational objectives, the reason why it is believed
that an instrumentality is the most advantageous means for attaining the
objective, the type of snstrumentality to be used, funds approved for

the current year, funds programmed for the ensuing fiscal year, and, in
the case of a revised plan, a statement as to the need for the revision
and funds cxpended for the past two years. e .

4.  STANDARD PROVISIONS AND REQUIREMENTS OF 'AmMINISTR;\TIVE PLANS -

.. Standard provisions and requirements of administrative plans are listed -
below. A single reference may be made in each administrative plan that
: the provisions of HHB 230-1 are applicable.  Substitute or additional
. provisions may be included in each plan to the extent necessary wherever

‘the standard provisions and requirements are not applicable. .
" a. .. BUDGETING }1‘° S u”lffA*’ Lo '77':?*}756:f437¥ff‘14:3 7i?“‘f;?f'

ra(1) - PuEEose_'.:Q ;L?“E: fi:fﬂlﬂni;.'* g;f;&'}:gylfmﬁg}y: ,;;v;ﬁ?l -

“% .tus .o The approved annual operating budget’ for a project provides .-
illiute the means to ‘integrate-it into the plamning and budgsting
“amzic . system of the Agency.. _The process for the annual renewal of a
: project permits the appropriate Deputy Director, through his
-  review, evaluation, and formal approval of the project and its
=.i-v. . operating budget, to authorize the continuation of the activity,
e v under which funds may be advanced, controlled, expended, and
. accounted for, within the terms of the approved operating
budget of the project. The approved operating budget of the
- project provides a basis for an objective evaluation of the

real (total) cost of the activity, to include: - . .
Sy (@) Tramds Available T T TR RTINS T

, Clear identification of funds either available or presumed .
- ~to be available to the project (or instrumentality) from ‘
a1l sources during the period of the proposed .operating
. budget, which will include - .~ o L
'(l)' any prior-year funds (beginning cash balance, in-
-~ - cluding liquid assets); - P

".(g)' otheriU.S, Government (non-CIA)'fhnds;
"“'Eﬁﬁy (3) other CIA funds; . .

R Lo 4 véll_otﬁef income;
QL en BR

o (5) the new funds.requi?emént of the proj=cr (from
(; ifﬁ | , current appropriation). '

W So9is Docld: 32423532 Page 200 ' o _ “Revised: 27 . .cob-.w 1974
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_ 3 (b) Proposed Expendltures

Clear 1dent1f1cat10n of all proposed expendltures Te-
quiring cash, broken down in sufficient detail to separate

(”) flxed expenses (overhead), and '
Q) operatlnc expense o

(c) Estlnatod Cash Balance at the }nd of the Ilecal Year

(2) Pregaratlon

T (a) Operatlnc budcets are to be prepared annually for each
.. approved project, with a detailed breakdown for each
"Llnstrumentallty The budget will cover the past year
‘(estimated obligations), the current year {propos
‘ v a forecast for at least the next year's operatlon' in -
0 iTw il agreement with the limitations contained in the refevant, .
73L3% : 1 operational program. The categories of expense wi#l be ™7 .
L oianconsistent foreall years and, Wwill follow.the general .~ =
wo vivdlassification of accounts im.its prescribed accounting
‘ reports, to facilitate comparison and justify increases
or decreases (overhead vs. operational; stateside vs.
‘; overseds, salarles travel etc., as appllcable)

- :._:1'7f*-5=tbj Schedullno of approvals of operatlnU budoets will conforn
S "7‘""'7__H1th the schedules established by the approprlate Doputy
‘Dlrector for annual pro;ect renewals

- (c) “The Office of th° Comptroller is to be prov1ded a copy of
~ the approved operating budget for the project lWﬂ°d18t81Y
. following formal approval by the appropriate Deputy

Director. . This requlrement also ‘pertains to any subse-
quently approved revision of the project operating budget.

'b. FU\IDING . . . R . e '._:‘;-._»“A \- .
(1) Instrumentalltles generally snould be prov1ded Wlph cash not
in excess of three months' normal operating cash requirements.
RNt Y Further funding of any instrumentality should be deferred a
-'_seaa)a?é whenever available funds exceed this limitation. If substan- -
’ L . tial amounts above this limitation are on hand, the instrumen-
wwt 305 ta1ity should be required to return the excess to the Agency. -

GIA

(  Revised® 29 October 1974 I | | B
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Funds in jny instrumentality that are in excess of normal

operating requircments may be held for operational purposes

‘when justified by the appropriate Operating Official and when’

approved by the Deputy Director concerned and the Deputy

Director for Administration in the following circumstances:

(a) In order that the instrumentality may present periodic

‘ financial-statements'reflecting substantial cash balances

. and- investments for the purpose of 'strengthening cover

. and providing the eppropriate stature in the comumity of
its operations ' o ' o R,

T T

(b) To permit the instrumentality to make investments for the
{i: purpose of providing income in such amounts that will

-+ :1end the appearance for cover purposes of not having to

: . rely solely on periodic contributiOns~throughoutfthe year
. (Agency funding) ..o TR R SR

23
j
L .
p

errs ey N [ PP

RIS CS COUNRTE RIS LA I o BERPEE VO IR A I o RN SN
(¢).. To provide the .instrumentality with funds for any un—§;
P Loy eusually large. anticipated disbursement(s) in order to &
s adipreclude undue attention which might be .created by in-
it i.-jectioh of a large amount of funds and their immedlate
e v withdrawal eI Cieglioc mocoees e

e

e - e o -

.~ (3) Funds, as needed, will be made available to an instrumentality = -
. .. . through various appropriate funding mechanisms in coordination .
# 3e-  with the Cover and Commercial Staff and the Office of Finance. ..
vt AL funds received by the instrumentality will be deposited in -
its bank account(s) whose use and authorized signatories have
. been approved by the Operating Official responsible for the .
project. Dual signatories are preferred on all bank accounts.

i L (4) "All bank accounts éstablishéd by instrumentalities will be .
' ' " . _reported to the Office of Finance wvhen opened, or notice’
. thereof will be included as a part of the first financial
S _ - report submitted by the instrumentality covering the period in
.. .. - vhich the bank account is established. Data reported will
' ihclude the name and address of the bank names and titles of = -
A - . signatory authorities; the reason why an account is operable
{ .. ... ..onlybya single signatory, if such is the case; and whether
' the signatories will be covered by a fidelity bond. Bank
accounts normally will be in the name of the instrumentality
unless deemed operationally inadvisable by the responsible
Operating Officlal, reported and explained concurrently to the
. : Director of Finance for review. If the bank account is to bz
; ' - Y "Mip some other namne, appropriate protective control documents
S -~ will be executed. _ . . :

4 . _ “Revised: 29 October 1974
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(5) Requests for advances of funds to instrumentalities must dindi-
cate (a) the specific purpose of the advance; (b) the identity -
. . of any intermediate instrumentalities used to introduce the
. funds; and (¢) the accounting treatment to be given the funds
in each receiving instrumontality, as well as any other infor-
mation that will assist in the clear identification oE A"ency :
fundlng on overt records and statonents , ' #(.v,, 4

*i(6) ' The concurrence of the Director of Finance and the Comptroller
.. ‘and the approval of the Deputy Director concerned are required
-1 wnofor a transfer of funds to be.made between instrumentalities
». o . rof different projects. Excepted from this requirement are
.. . transfers involving payment for actual services rendered,
..-uzad o reimbursement of expenditures made in behalf of the trans-,
mlttlng 1nstrumcnta11ty, or accommodatlon fundlng

v a ese sy ., “'_-‘ e P

i (1) All refunds from lnstrumentalltles to the Acency, wh°t S
ks ::'. permanent or temporary, must be explained by a memorandum T
% wolXistating ithe purpose of the refund ‘and the effect of the refund

on th° overt records and statements of the 1nstrumentallty

-, :(2) - In the event funds are to be returned to the Aqency under
Sl paragraph 4b(1) above, the Operating Official having juris- =
- o} 7. diction over the project will devise the method of repayment
Qz;f:‘ in coordination with the Director of Finance and the Cover and
P Commerc1al Staff S RTINSO .

d. AGENCY CERTIFICATIOW AND APPROVAL

~ .2 . The pro;ect case . officer will reV1ew £1nanc1al statemnnts submltted
- by the instrumentality (see pa aragraph 4n(3) below) and attach his
.l .certification that "to the best of my knowledge and belief the
—_— . - ~=' - statements are true and correct and the rcporLed expenditures are
(i o . within the scope of the project authorization.”  In addition, the

" financial statements will be approved by an appropriate Agency.
approving officer and forwarded to the Proprietary Systems Branch,.
Office of -Finance, at the earliest possible date and not later than
sixty days after the close of the accounting period; extensions of
time will be granted by the Director of Finance upon approopriate
‘and reasonable Tequest. Approval procedures for the writeoff of .
assets are outlined in HHB 30-1 chapter VIII for cash and recelvables
153f}aﬁd HR 45-6 for inventory or property items. A copy of the financial
AL statemean will be forwarded to the Office of the Comptroller.

OCT an Ja75 When the instrumentality is funded by more then one Agency compon5nt
A ! ‘the case officer certification and approving Offler approval of
( o (wi . such components also will be obualned :
J i

®
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HHB 230-1 PLANS, PROGRAMS, AND PROJECTS
e. ACCOUNTING IN AGENCY RECORDS
‘The Office of Finance'is authorized to accept fhe.finahéial state-
“ments referred to in paragraph d above, for appropriate recording
in the Agency's system of accounts. ' S
¢ PROTECTION OF U.S. GOVERNMENT INTEREST . -

;:(1).‘In the cése.of'a'stock—issuing iﬁstrumeﬁtality; all purely

nominal stockholders (as specifically differentiated from

:1:-.- Agency-controlled holding companies or non-Agency connected -

. beneficial :shareholders) either will endorse in.blank at time
s, rvof issue the stock certificates. issued in their names or
- execute an irrevocable stock power covering the stock issued. .

(2) In'the-case of a nonsfock~issuing~iﬁstrumeﬁtéii£?,”control'-A:
documents protecting the equity or other interests of the ¥
© Agency will be executed. Those documents may be overt or |

- Counsel. . The classified documents will be executed on beh 1£

.

3
- t

< rPersonnel. i su SUCTIRINIA LS T n L JRE e S

.1(3).'The,ekecuted-stock.cértificates, irrevocable stock powers,

" -declarations ‘of trust, memoranda of understanding or other .

. control documents evidencing Agency equity or interest in
Ainstrumentalities will be forwarded promptly to the Propri-- -
etary Systems Branch, Office of Finance, for recording and
custody. - When such documents need to be retained by an in-
strumentality, the reasons that necessitate such retention .

- will be reported to. the Proprietary Systems Branch, Office of
Finance, by the Operating Official responsible for the project.

This report will detail the documentation retained and the lo-
cation and type of safekeeping facility 4n which.it is held,

- and- include a signed statement of the custodian acknowledging

‘ - responsibility for the documents. When possible, copies of
e -.-- the documents will accompany this report. . .- PR
o PERSONGEL POLTCY o R

¢y Unless'covered_in thé projeci outliné, ceftain'persohnél data

mst be included in the Administrative Plan. This should set
forth a. table of organization, salary scales, benefits and
allowances to be provided, and a statement of key personnel
selection procedures. Such data will be reviewed and approved

"?{Ev‘ffﬁgbyche Director of Personnel.

PAT 1

)

UGH 94 1815 | : e
6 1 : . v :
QELJ}:}‘E Pa.ge 204
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(5) The employment of an individual who will be Tesponsible for

; I ) ."sz (ﬁ;ﬂ(éf(ﬁkﬁfi | .TT' . ;? o | ':jﬂ'}' thg: f:;; Tf_ f;fi,;éf:;::;.ij

( . S-E-C-RE-T
4h

(2)' Neither salaried employces of instrumentalities nor persons

7 engaged by instrumentalities in other than an employee status
will Teceive pay in excess of the maximm rate of a GS-15
unless approved by the Director of Central Intclligence.

(3) No commitment regarding benefits or insurance coverages will
" be made to personnel of an instrumentality until such proposals
have been reviewed and approved by the Deputy Director con-

- cerned and the Director. of Personnel.
(4) If cover employment is to be provided Agency personnel, such
7 action requires prior coordination with the Cover and Commercial
. Staff on an individual basis. ' R '
M . .‘r."-
. the maintenance of the instrumentality accounting records will
.. ..be subject to approval by the Director of Finance. . & . -

.f (1).fThe'insﬁranéé program required by ‘proprietary instrumentalities

“will be coordinated with the Cover and Commercial Staff for
" implementation through MMUTUAL facilities or through an .
‘alternate method agreed upon by the responsible directorate
and the Cover and Commercial Staff. Insurance coverages
. provided through M{IMUTUAL include, but are not limited to,
© workmen's compensation, aviation, marine and other equipment
' ‘coverages, property damage, liability, fire and extended ’
coverages as well as those personnel coverages referred to
below. ' » S '

(2) A1l staff and contract employees as well as detailed civilian:
and military perscnnel assigned to a proprietary instrumentality.
are entitled to the statutory or contractual insurance bene- -
fits applicable to them by reason of their Covernment employ- -
ment status. All personnel directly hired by a proprietary | -
jnstrumentality are entitled to. the following: S

(é) Life insurance and commitments fér;death aﬁd.disabiiity'u
iR ‘benefits in the performance of duty in accordance with
HR 20-49. S o o
v.‘,(b) Retirement pension and annuity'benefiﬁs if approved by
the Director of Personnel. . _ :

E{E(ﬁ?” S0 LAV ey " Medical and hospital insurance benefits if approved by

the Dircctor of Personnel.. MDMUTUAL does not normally
either directly underwrite or reinsure these coverages,
but the Cover and Cormercial Staff will provide advice
and assistance upon.request. . i

-
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i. CASUALT{” PROVISION
 See ﬁarag;éph‘s below. o : | o o
jeo LEG‘\L}SER‘VICES o e L
o TTHe Officé’bf Gehéfa1 C6unsé1 a£ aillfiﬁéé.ﬁiil'ﬁe iépé advigéd'of'
the current status of the legal requircments of the jinstrumentality .

and will be responsible for accommodating its legal problems and .
' for approving the use and the fee of outside counsel. Any attorney

 ﬁljﬂfused by an. instrumentality will be selected or approved by the

- #T0ffice of General Coumsel. — © . o UL el

| ﬁ.bifff(l) ‘Unless covered in the'projecf‘outline;‘therevShOhld.bé a

statement in the Administrative Plan outlining the securitygii. e
requirements. This should include the types of operationalfse- -
curity approvals; physical and document security controls; -

;. ... .contact and commmications procedures between the instrumentality.

“Z=7- -Fe “and the Agency; security indoctrination of persomnel; procedures

i 0 for periodic review of operational security and rTelated matters

" by CI Operations; emergency procedures, if applicable; and
" ‘requirements for storage of classified or sensitive material.

.. (2) An instrumentality will be managed in a manner consistent with
‘7 -its overt purpose to avoid disclosure of its true nature and

~" " the Agency's connection with it. No non-Agency person will be
made witting of the true nature of an instrumentality without
prior approval by both the Operating Official concerned and

_ ‘the Director of Security. All persons considered for em-

" ployment in an unwitting capacity also will be reported for

. approval, with appropriate biographic- information. The respon-
"sible directorate may ‘establish additional requirements and '
‘procedures ‘as required. LT T

A [ T

 An audit program will be developed and implemented in accordance -

. with the requirements of HR 31-1. - The prior approval of the Chief,

" Audit Staff is required for the employment of either witting or un-
‘witting public accountants for audit - purposes. ' -

ﬁ‘ o . A | N . o ‘ . - . .
UG ._.,‘u 1575 R o Revised: 29 October 1974
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n. FIRANCIAL ACCOUNTING AND REPORTI\F

(1) The Instrumentallty will maintain an accounting and a flnanc1a1
"~ ryeporting system consistent with the dictates of cover and
securlty and approved by the Dlrector of Finance,

'(Z)j The accountlng system w111 prov1de -

«(é) full- recordlng of the flnanc1al operatlon of each instrumen-
o .tallt),-,A : - . :

B (b)iﬁcontrol over and accountablllty for all fUnds property,
-~ ... and other assets for whlch each. 1nstrumenta11ty is re-
Ly spon51ble, : . - ~.: e *:::q_ o
"7~:(c) 1nfbrma+1on Tequired for 1ntegratlon of 1nstrumenta11ty
Tt ,accountlnos into the aCCOLntlng records of the Acency,

'any other flnanc111 or cost 1nformatlon requlred ﬁlr .
effective management of the 1nstrumentallty by. theare- ot
spon51ble Operatlng OLf1c1al -

et T e
Sl s

(3) The 1nstrumenta11ty w111 submlt ‘the follow1no flnanCJal state-:
ments and lelated data on. at least a qudrterly ba51s

(a) Balance Sheet S .'_ S s
'(b) Statement of Income and Expense. | | -
. 53(¢) -Summary Statement of Cash Recelpts.

() Sumary statements of each transactlon in Certlflcates
‘ of Deposit-and interest- bearlng accounts.

S (e) Schedule of salaries pald to Aoency staff and contract
S personnel. ‘ . i :
.:(f];‘Schedule of salarles ‘and expenses, c1a551f1ed by general '
- - categories, paid to directors and prlnc1pal executives of
-the 1nstrumenua11ty ' o :

(g) Schedule of cash in bank accounts w1th certlflcatlon that
- reconclliation w1th 1nstrumenta11ty accounes has bes
made 1nd revieved.

E}{)ﬁﬁ (h) If an asset has been wrltten of durlng the TCpOrtan
. period, a schedule also will be included with the fi-

QR qn MHS o nancial report describing the item(s) written off and the.
" circumstances that support the writeoff action. = Write-
(:, 3 4&;3 }\ - ' off action is subject to the approval procedures in
W R S HIB 30-1 chaprer VIIT and HR 45-6. :

‘pocta: 32a2Revd Sacky tober 1974 SRS -
BW 50955 DocId:3242Re¥isahye %%ijb 0 . ‘ Ry TMRDET 9.
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'(i) Any other financial reports Trequired by the Office of
- Finance and concurred in by the Agency component re- - .
" sponsible for the project. ' L oLt

(4) The statements will be certified as true and correct by the
principal agent of the instrumentality. The statements will
clearly reflect Agency -funding for the period covered, or such
funds will be identified in 2 covering memorandum signed by -

~the appropriate Agency approving officer transmitting the
statements to the Office of Finance, including specific identi-
- fication of -the manner in which the funding is recorded on the
: books of the instrumentality. In addition, the covering memo-
~randum will identify all fictitious accounts and-amounts in-:

e " cluded in asset, liability, capital, income, Or expense accounts,

-7l the balances of which are distorted to cover present or antici-

"« pated Agency funding or interproject transfers of funds or

. . equipment. If overt records must be deceptive for cover

L 7wl purposes, supplemental Teporting should give complete and -

" -ui o+ accurate information forxinternal,Agencylrecords. S

Se,

| amcets aggi ?
¥

»

. 6. BORROWING, LENDING, AND PLEDGING OF ASSETS ..
L TeEEND e Cnepnafi cRILUUIE BT e b mevrzil

- e o
IR A : Y
LT A

< [ [ Y
hp-e 1w rmat i ‘..

“The prior: concurrence of the Director of Finance and approval of )

the Deputy Director having jurisdiction over the instrumentality
" are required for borrowlng or lending funds or pledging any asset

by an instrumentality. ‘Bank overdraft privileges will be con-
sidered as borrowings and require the same concurrence and ap-
proval as stated above. Notional borrowing or lending in order to

~ pass Agency funds between instrumentalities for approved funding

~ purposes does not require the above concurrence and approval.

p.  INVESTMENT POLICY

1 (1) When an Operating Official wishes to invest funds that_have
been approved for retention in accordance with paragraph 4b(2)
" above or funds that are 2 portion of the three months normal
- . operating cash requirements, he will forward to the Nirector
-~ _..of Finance for his approval a nemorandum Tecommending the
investment of funds. The memorandum recommending the in-
vestment of funds will provide the following data:

(a) Reason for the investment.

' ".;)(j(%) Types of investment recommended, restricted to the following:
, WUNT A y . v . -

' s - (1) .U.S. Governmment securities. -
Al RN 196 : @ o . B : -
BRI ' -2y Interest-hearing accounts or Certificatcs of Neposit
U L o " in member banks of the Federal Reserve Systcm only.

°

DocId:32h03532 Paggméng : _’ ; Revised: 29 Ottober 1974
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(3) Non-U.S. Government securities; list specific ‘issues
recomnendcd for purchase. - - - -

.-

(c) Maximum amount recommended for 1nV€SLﬂ°Ht in each type.
(d) Length of time investment of funds is ant1c1pated.

(e) 'In the event of investménts in'securities, state the name .
~in which they will be registered and the typée and location
of safekeeping facilities to be used for the securities.

(2) After 1n1t1a1 approval of the Dlrector of Finance, the 1nstru-
. .. mentality may, at its discretion, make continuing investments
... .+ -in U.S. Covernment securities or in interest- bedrlno accounts
R ¢ § Certificates of Deposit of approved bank(s) hav1na maturities
’ of one year or less. Each purchase of Certificates of Deposit
having maturities of greater than one year and each investment -
~-: in non-U.S. Government securities must have prior apprayal of
..sthe Director of. Plnancc and thb Comptroller..‘-,.h,, §F .
q. REAL PROPERTY AND OFFICF FUQNISHINGS . ;g;._ _.~”'j;5_.“_ i e
(1) - The 1ease of Teal property requlres approval of the de510nated

. Agency approving officer for the project concerned. Purchase,’

. construction, improvements, or alterations of real property
(except improvements or alterations included in approved

. - operating budgets) require approval of the designated approving

-officer for the project concerned and, in appropriate cases,

the technical authorization of the Director of Logistics.

(The component responsible for the project will maintain a _
record of real property held by the instrumentality, 1nc1ud1n0'

- the following information as applicable: country or state of
location; type, i.e., purchased or leased; size, 1.e., squarc
footage of bulldlno and acreage of land; purchase price;

~ permanent improvements or alterations totallnv $1,000 or more;

v annual rental and term of lease, unless the property is acquired
- : .. for less.than 12 months and the rent does not exceed $250 per
-(: g oL month. This information will be made available to the DlrecLor :
. ‘ .. of LOUlstICS upon Tequest.) ' - e s

’ _ (@) Th° pr rocurement of office rurnlshlnvs not 1nc1uded in approved
‘operating budgets requires the prior written approval of the
‘Operating Official re>pon31ble for the project.
0l

QIMITATTO\I ON I\’DIV IDUAL DISBJQSE'MENTS A\’D COVTR\’"TUAL ARR\:\GE\'F'\TS

Ly

Gt 3°4EW5 Except for funding .transactions, any disbursement in excess of

A ' $5,000 or contractual arrangement of more than 12 months' duration
g
RY Qj% - requires the prior approval of the JCSLGnated Agency approv1ng
( L - officer for the pro;eot concerned. , L
i T L . _ |
e Revised: 29 October 1974 o L Y
- E2 IDPDTF . :
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s.  SPECTAL ADMINISTRATIVE EXPENSE - POLICY

(1)

Travel and subsistence expenses incurred in behalf of the
instrumentality by authorized representatives will be paid on
the basis of actual and necessary expenses. When actual and .
necessary expenses excced the maximm allowable rate established -
for reimbursement for actual expenses under HR 22-7, the
claimant will provide detailed justification. Authorized -

_ representatives may include stockholders, officers, directors, .. .

employees, any individual retained in a professional or inde-
pendent contractor capacity on a fee basis, and staff agent or

© - contract persomnel wholly integrated into the project. Air

" transportation less costly than first-class will be used to

. instrumentality.

the “extent practicable. When first-class fares are paid, such ~ .
payment will be justified in writing in the files of the -

‘any of the # .~

Operationa}‘entértainmeﬁt_expehsesvincurred by
accordance with HHB 30-1 chapter IX, to the extent that such .
expenses are reasonable and necessary to the accomplishment of ~

- operational objectives. _ _ e TR e

sl Sl .

; 2N ~

Directors of instrumentalities may be paid up-to $50 per day, o
. and travel and subsistence expenses for their attendance at
directors' meetings, except that the payment of $50 per day
‘will not be allowed to directors having an employment.re-

'"! lationship with the Agency or with the instrumentality..

- (4) Expenditures authoti?ed in paragraphs s(1), (2); and (3) above
© - will be reviewed at periodic intervals by the responsible case
officer to evaluate the necessity for such expenditures and -
' - their reasonableness.--~;.- S s j‘_~?_y“-1;““_7;_u;‘._ E
" t. TERMINATION AND LIQUIDATION R A S S

3 :“ ;(1).'The'Administrative Plan will provide that when a prbprietarf¥  -

e Il ¥
C % L
o \

o)

o (2)
. Jul ap 1878
| (;! f%f
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project or part thereof ceases to have operational value or
will cease to have such value in the immediate future, the _
responsible Operating Official will prepare and submit to the -
Deputy Director concerned for his approval a proposal to B
hﬁerminatc the project or a part thereof. -~ - T
- The proposal will set forth any conditions or considerations
that have a bearing on the decisicn to discontinue the project
or a part thereof and include the date that 1t is recomrended
- operations cease. ‘ : ) ' ‘
The. 1iquidation plan will be prepared in accordance with the
provisions of paragraph 6 below. S

Révised: 29 October 1974A
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(4) 'If the proposal includes deactivation of any project instru-

' mentality, together with a disposition of a portion of its
assets, the memorandum will set forth, in an attachment, in-
formation concerning planned disposition, after settlement of -

. obligations, of cas R and noncash assets of the instrumentality.
The plan for partial disposition of assets rcqulres the same
approvals as a 11qu1ddtion plan

5. COVTINGEVCY CASUALTY PLAN

A contlngency casualty plan should be prepared for Instrumencalltles 1f
'requlred by HR 20-49. : :

6. LIQUIDATION PLANl',E:”f," fﬂf@f’ff""gff:z;;.;cff

PR P S T HEP I Tt e :J-"v

RN

- When the Deputy Dlrector concerned has approved 11qu1datlon ‘and d15-~ .
- solution of a project instrumentality, a liquidation plan will be developnd
- by the re%pon31ble Operating Official to cover liquidation of the assets
and liabilities of the instrumentality as required by HR 230-8 and in
~ accordance with the format and substance set forth below. It wle be -
-.forwarded for approval as prov1ded in HR 230-8d. :
'-é;”"Identlflcatlon of 1nstrumenta11ty(s) to be llqu1dated

. b. ..Approval for termination (cite approved proposal as requlred in
' 'paragraph 4t(1) above) , .

c. .A concurrence sheet show1ng concurrences in the appllcable pro-

. visions of the liquidation plan by the designated representatives
of the General Counsel; the Director of Finance; the Chief, Cover
and Cormercial Staff; the Director of Logistics, when real and
personal property holdings are involved; other Agency components

. . : , when their functional responsibilities are involved; and the Comp- :

1 S troller when assets of an estimated market va]un 1n excess of

' ' $50,000 are 1nvolvnd .

N

Sd. Flnanc1a1 ‘Statements

o , Furnish a current statement of assets and liabilities, and a pro-
T . _jected statement of assets and 11ab111t1es at datc oE termination
' to include terminating expenses. -

REC— e erethOd of Liquidation

RPN
3 ~ (1) Party responsible for actual liquidation. Explaln how llqulda—'
OCH an 19715 tion of the instrumentality will be handled, such as by princi-

- pal ageat, cleared and witting attorney, etc.
L '
i;l i :

Revised: 29 October 1974 L 13 -
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(2) How will the instrumentality be disposed of?

'(a) W111 it be disposed of intact? If so, by bid, negotiation,
‘ gift, etc.; or . R -

(b) Will the 1nstrumenta11ty shell be transferred to another
Anency pr03ect or L

c

(c) Will the charter be termlnated or .

T (d) Will the 1nstrumentﬂ11ty contlnue to opelate w1thout
' ”'Aoency part1c1pat10n,_or -

R .:_.A,,,

(e) - Will the 1nstrumenta11ty be deactlvatcd but retalned in a
dormant state for future p0>51b1e use? ' o

1f; ) Requlrement 1f any, for additional funds to cover 11qu1datlon and
s estlmated date of f1nanc1al llQUIddLIOH U

JorT A
0 a - ....l..

e g.;frDlsp051tlon of Assets and quuldatlon

(1) If the 1nstrumenta11ty is not to be sold 1ntact how w111 )
noncash assets be disposed of? By bid, negotlatlon, transfer
to another Agency prOJect gift, etc.. A o "__.__::§f;,15f

NN Include a p051txve recommendatlon to be developed in conqulta—
tion with the Director of Finance for the disposition of all
cash assets including funds recoveled or reallzed throuOh the

- llquldatlon process.

. ’ ) L ) )
[P UCUPVI.. L S P LV PRI

| h.'- Plnal Audlt
The plan should provide for a flnal audlt before the 1nstrum°neallty
is liquidated or sold. . , , :
i -Authorlzatlon for adjustment of Agency f1nanc1a1 Tecords’ for proflt
;or loss . A - S _ Rt _ :

3 A positive statement ‘that the Offlce of Finance is authorlzed to
e - make necessary adjustments to the instrumentality's investment
" account based on the final liquidation flnanc1a1 statement

" 7. FISCAL ANEXES

a. GENERAL

"Use of the f15ca1 annex 1is based on the principle “that accounting
requirements should be dectermined by the nature of the relationship -
betneen the Lnstrumeqeletv and the Aﬂepfy tne degree of control '

Rr[;?’: o 3(\5‘.;' o
(414 o <\\kJ Vi ‘ Rev1,ed 29 October 1974
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‘ exerc1sed by the Acency and fJnally, the availability oE meanlngful
_accounting data within the instrumentality: In -this light, fixed,
pro forma adcounting requirements are not sought; rather, each case
will be approachedvlhd;v1du111y through the flscal annex w1th,a
‘view to establishing accounting rcquiicments that will assure that

" use of Agency funds is controlled and adequately documented to a
degree consistent with the nature of the 1nstrum°nua1Lty and its
relationship with the Agency. A flscal annex 1s requlred for all
noncontrolled subsidies.. : e D S

b. ACCOUVTING PRINCIPLFS
The purpose of the flscal annex 1s to documont the parrlcular flscal '
. realities of an individual noncontrolled subsidy (HR-230-8c(2)(c)(2)).
" The ' fiscal annex may authorize appropriate deviation .from normal ,
~ Agency accounting requirements. . It- 'should establish. funding arrange-
; i ments, .Specific accounting controls, .financial reporting requirements,
R _'%f “‘and writeoff. prov151ons consistent. both with the fiscal realities
el e ~and with the.Agency's responsibilities for proper use of. funds’.”
' ' ' Accountlng control should be established through the use.of Aoency
advance accounts, intransit accounts, and memorandum accounts to
follow the flow of -funds from the case ‘officer to the ultimate

ke Loy Armeot g .:..4.‘_."‘":57

rec1p1ent. o LR AR AR ST TS A T Sy

- FINANCIAL SDNH}ENTS oo *‘ fi».ﬁ ;f“jfﬁd':;;;ﬁ:ihriff”:';.
Prov151on should b° mad° in the flscal annex for flnanc1d1 state-
‘ments to be'used as the final element of accounting control through

use of Aoency memorandum accounts e -..*:: hijfhf :

(i) when financial statements are the normal practlce oE an 1nstrU¢
nontallty, ‘ :

o o (Zj;'when they are avallable to the Aoency w1th1n the onaraulonal B
}relatlonshlp, and _ ‘f. o .

(3)A when the Aoency contrlbutlon is 1dent1f1ab1e there1n.~

d. " USE OF CFRTIFICATIOV AS EVIDENCE OP FULFILLMEVT OF THE PURPOSES
~FOR WHICH FUVU: WERE ADVANCED : _

‘When meanlngful financial statements are not avallable ahd the
N U naturée of the operation 1s such that insistence upon financial
fﬁ”;ﬁg-'_‘” "r\ i-Fz()hﬁtatcnents is inadvisable, it is considered appropriate znd con-
ey I istent with Agency practlce to provide for documentation of
ont I M&k an 1975 ‘mgervices Tendered" in the form of a certification signad by an
— appropriate case officer and approved by the designated Agency

.a.;, approving officer for the project concerned. . Such certification.
: ibgb\ executed on requests for advance subsequent to the initial advance
; (’ . should rcad substdntlally as followJ _
' , | 15

5 , Revised: 29 Octobbr 1971 o
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I certlfy thnt to th° best of my knowledae and bellef funds

advanced to this project have been or are being used for the

purposes for which they were drawn and further agvanccs are
: warranted -

~In these 1nstanccs applopxlate ev1dence of 1ece1pt of funds by the
B instrumentality or its representatives normally will constitute

. ‘full accounting for use of the funds and no memorandum accounting

proccdure need b used ‘ .

© e

€. USE OF CERTIFICATION FOR OPERATIOVAL REVIEW
“In addltlon to the use of certlflcatlons to support ‘use of funds
sil Operatlnﬂ Officials occasionally desire to use this procedure to
=izt -ensure. that dpproprlqte periodic review of the financial aspects of
G ‘the instrumentality is accomplished by responsible officers. In .
~..#&0 such cases the fiscal annex may provide that certifications will be’j .
.-the basis for recording and clearing the memorandum account even G
+ .. though accounting requ1rements are satlsfled prior to such re- P
,;.3 cordlng and. clearing.: S e SO

.

.-,,

e S oy P TS v, e e
XY R B B . Tt :

‘%DHWMMmmmmmwmmmsu,wﬁﬁﬁﬁ'

0cca51ona11y oporatlonal interest in projects requires that certain
financial information be obtained from the instrumentality. This

” Lnformatlon ordinarily consists of data regarding the use of funds

that indicates that such use is, in general,. consistent with the

pUrpose of the project. Althouah these data are of accounting
51gn1f1cance, the format, arrangement, and . objectlve of the reports
may be in a form that 1s not susceptlble ‘to technical treatment and-
recording in the accounts of the Agency. In such cases the fiscal

© ‘annex should indicate- that the financial report is requlred for :

-*. operational but not accountablllty purposes ; .

g. REIMBURSEMENT FOR OPERATIOVAL DzFICITS

If ‘the amounL of Agency sumport is datermlned by the opvratlno'
- deficit of an instrumentality, payments must be supported by finan-
' cial statements or other satlsfactory ev1dence establlshlno the

' -amount of the def1c1t.
h. FORVAT OF FISCAL ANNEXES

. Althouwh the format is not rigid, the sections described below are
. ... the minimum requirements of a fl%C&l annex. Other sectlons may be
addﬂd as necessary z : : T ‘

;f?ﬁ*r ey ! {)“ﬁ S SR
16t , : ' Revised: 29 October 1974
s R o
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PLANS, PROC_, “AND PROJECTS

(1) Purpose and Instrumentallty

-

Furnish a brief, sterile statement of the nature and purpose
of the project and instrumentality to be used. Include a
brief description of the Agency's relationship with the in- -
strumentality, showing the degree of control that the Agcncy

can exercise over the fac111ty in its usc of and accounL1n0
for funds. :

(2) Funding

Describe the basis for advances to the instrumentality, and

the mechanisms to be used in introducing funds into the activi-
ty; state whether it will be funded by headquarters or specified
field stations. Any special or unusual 1cqu1rem°nts should be '

, set forth in this sectlon.

(3) Accountlng and erteoff R ':'.;‘ij;;fﬁ

. Define the accounting requirements applicable to the instru-if .
'mentallty and prescrlba the documentation required to permit
certification and writeoff by the authorized certifying officer."

“The use of memorandum accounts should also be descrlbed in

this section.

. DISTRIBUTION: SPECIAL

=5
O
=

( _ s ’. i1
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3 February 1975

o MEMORANDUM FOR: Director of Central Infellige,nce

SUBJECT: Proprietary Withdrawals and the Contingency Resérve :

‘ ‘1, Iam attaching a memorandum of law entitled "Px opr1etary
Withdrawals and the Contmgency Reserve " This was discussed with- you '
last week.. S ' : '

2. Itis obvious that a number of pohcy decxsxons and actions \v111
~ flow. from this decision. Our congressional comzmttees need to be appro-
‘priately informed, the Comptroller will need to work out certain adjustments:
with OMB, and I also believe there are certain policy decisions that the
Comptroller will have to work out with Finance with respect to pending
transactions which would have placed returns from proprietaries in the
Reserve. I shall send copies of this memorandum of law to all interested
components and will assist them in'any way they w1sh

//,é A /UC,»,,M.__‘_;

JOHN §S. V\'ARNER
¢ Genera} Counsel

Attachment

cc: DDA T SN
DDO - : : . : . o :
oLc
. 7 Comptroller : . S ) S
: “D/Fmanci'* : : < R I SR
RAe rH ISW:sin o | T
' Oglﬁ3%}§?5ddre:,5f=e . / S B
ER via Ex Sacty w/ati e / L
. ‘ : E ZI\IPDET
\J ‘ A OGC Subj: APPROPRIATIONS w/ati”  CLBY 000276
Il - Chrono : : ,
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3 February 1975

MEMORANDUM OF LAW

SUBJECT: Proprietary \Vit}adrax{rals and the Conﬁingency Reserve

° REFERENCES: A. Memo to DCI fr C/CCS, dtd 8 Jan 74, subj:

' . ' Project MHMUTUAL Policy ‘ '

" B. Memo for the Record fr Comptroller, dtd 19 Aug 74,
same subject ‘ -

1. Reference A recommended that there be returned to the Agency
Reserve starting with calendar year 1973 that portion of MHMUTUAL annual
profits not required for Project needs. ‘The Director approved the basic
‘paper on 8 February, but noted "surplus funds from MHMUTUAL earnings
will be returned to the Treasury rather than the Agency Reserve." v .
Reference B recorded a telephone decision by the Director that "/w/hen -
‘funds are withdrawn from proprietaries, they will be transferred to the

Contingency Reserve...."

. 2. .The purpose of this paper is to examine the legal aspects of these
policy decisions. The concept of the Reserve was established in 1952 as a
means by which the Agency would have flexibility to fund projects or
activities which had not been contemplated in the normal appropriation
_request. Its purpose was.to create a mechanism to provide funds for-

~ unforeseeable requirements which would be more rapid and secure than
_the supplemental appropriation procedure employed by other Government
agencies. TheRefservé has been funded by direct,appropfiation and by
transfer of unobligated appropriations at appropriate times after the close

" of the fiscal year. Funds were and are released from the Reserve only with .-
the approval of OMB with subsequent notice of each Reserve withdrawal
furnished in writing to the two appropriations committees. - "

)

1K
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3. In lieu of a specific annual appropriation act for the Agency,
OMB by letter notifies the chairmen of the two appropriations committees *
that the Agency budget of a specific number of dollars is contained in the
DOD appropriation request. The letter also specifies the accounts in which
‘these funds are located. In the past where there were appropriations to the
'~ Reserve, that letter would specify the amount of the operatmo budget and

the amount to be applied to the Reserve. After committee action, appropriate
letters, sometimes separately. and sometimes jointly signed by the chairmen "
of the two committees, are sent to OMB specifying what has been approved
for the Agency budget and confirming the accounts in which they are located.
: Thereafter, the necessary transfers to the Agency are accomplished pursuant
to the. authomty of Section 5 of the CIA Act of 1949, which was specifically

~ worded so as to permit appropriations for the Agency to be placed in the .

. accounts of other agencies and then transferred to the Agency free of 2ll

" limitations and restrictions on the appropriation from which transferred.
The effect of this was to. permit those funds to be expended under the authori-
ties of the CIA Act of 1949, ra ther than the authorities of the appropriation
acts from which transferred. A transfer under other authority such as the
Economy Act would require that the funds be spent in accordance with -

~limitations of the appropriation from which transferred, both as to purpose b
and annuahty Unlike any other agency, our "appropriation act" is the
process described above and consists of the following principal elements:

a. the OMB letter;
b. the chairmen letters,
¢. the DOD appropriations act aporoved by the whole
' Congress and signed by the President; and
‘d. the transfers to the Agency approved by OMB and
_authomzed by Sectmon 5 of the CIA Act of 1949.

4, The question then arises whether a retmrn of money from a
previously established proprietary can be placed in the Reserve and
later expended by the Agency under the law. There are several provisions
of law based on Article I, Section 9 of the Constitution, which states that "no
'money may be drawn from the Treasury, but in consequence of appropriations |
made by law," Twenty years after the Constitution was ratified, the act.
from which present law derives was enacted. That law is sechon 628 of
‘Title 31 of the U. S, Code w'mch states:

Except as otherwise provided by law, sums appropmated
for the various branches of expenditure in the public service shall

i o be apphed solely to the c’bJeCtS for which Iﬂh;ey are respectively made,
REC : and for no others. _ '
- JUN 3V 1375
o ;' B ' : 2
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5, Ilustrative of the uniformly str1ct interpretation given to 31U.S.C.

628 is a decision rendered by the Comptroller General to the Secretary of

the Treasury and reported at 37 Comp. Gen. 732 (1958). In this case
Congress had authorized an appropriation for payment of inequitable losses’
in'pay sustained by military officers under emergency economy legislation,
but did not thereafter include funds for this purpose when it enacted appro-
priations for the Treasury. The Commandant of the Coast Guard had advised
a subcommittee of the House Committee on Appropriations durlng appropnatlon

" hearings that, unless the Committee had an objection, it was intended to pay -
‘such claims for losses in pay from the Coast Guard appropriation for "Operating -

Expenses." Thereafter, the General Accounting Office Claims Division deter~

mined that over $30,000 in such claims were allowable, but the Comptroller
General was forced to conclude that no claims could be certified for payment

 because there was no available appropriation earmarked for their payment.

Citing 31 U.S.C. 628 and stating the rule that "the approprlatlons provided
by Congress to the Federal agencies may be used only for the objects for

" which they are made and no others, " the Comptroller General decided that
- the statement made by the Commandant before the House subcommittee did not

have the effect of making funds appropriated as "Operating Expenses" available

for payment of the special claims. "The Comptroller General held that the
approprlate recourse was to submxt a request for approprxa.txon to the Conoress. o

6. In 1849 the Congress sought to buttress the appropriation principle.
set forth in the Constitution by passing a law from which is derived 31 U.S.C.
484, which pro'vides in part:. :

The gross amount of all moneys received from whatever
source for the use of the United States, ... shall be paid by the
officer or agent receiving the same into the Treasury, at as

' ea'rly a day as practicable, without any abatement or deduction
on account of salary, fees, costs, charges, expenses or clalm
of any descrlpnon whatever

B Also Section 487 of 31U.S.C. (originally passed in 1877) provides speclfxcally o

that all proceeds of sales of public property of any kind, (with certain excep-
tions not relevant here) shall be deposited and covered into the Treasury as

" Miscellaneous Receipts and shall not be withdrawn or applied, except in

Ree

Dooid:

cohsequence of a subsequent appropriation.

7. Where the Agency makes funds available to establish a propmegary
or to add additional investments, the funds arc recorded on Agency books

'as havmn been expended and the Director certifies to the expendxtur '

w1 FROM -
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under. sechon 8(b) of. the CIA Act of 1949. I am informed that when an
expendlture of this type is recorded on Aoency books, nevertheless, a
memorandum account is maintained so that the Agency has a record of the
precise amount of Government funds mvested in the proprietary. I am also o
informed that, if a proprietary were to be fully liquidated with the proceeds
~scheduled to go to the Reserve, but the funds returned are in excess of the
investment, the excess would not be placed in the Reserve, but would be
credited to Miscellaneous Receipts. Where funds are returned to the Agency
from a proprietary, the current procedure is for the Agency to "reverse”
the original expenditure entry and, for those funds which are to go into the
o Reserve the Reserve account on the Agency books is credited, with notifi~
cation to OMB. : ' ' : :

8 Let us take a hypothetxcal situation where 20 years ago the Agency -
expended $1 million to establish a proprietary. At that time the $l million
would have been recorded as expended, certified under the Director's
authority for purposes contemplated by the appropriation of 20 years ago. }
In the meantime, that $1 million would have been spent by the proprietary y o
for salaries, purchase of equipment, or for other purposes. The Agen y
either supplemented its original expenditure with additional monies or the ,

) proprletary might have made a profit during these years. This pr oprietary, B
. at Agency direction, now hqmdates its activities, including the selling of
" assets. Under the Constitution and the laws cited above, it is my opinion
'~ that the law requires.all such return of funds to the Agency to be covered
‘into the Treasury as Mlscellaneous Recelpts. '

9. The Agency may not legally expend these funds once again thhout
the approval of the Congress, and by that I mean the full appropriations
process and not merely the approval of OMB and notification to our two
approprlauons committees. The essential element missing in this latter

- procedure is that there has not been an appropriation bill approved by the
Congress as a whole and signed by the President. In effect, the Agency
would have had its approprlatlon supplemented \Vlthout the full approprxatxon

process. _ o _ :
/ S/ c/ i

JOHNS WARNER .
: ‘\/5 General Counsel N
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Common Stock

No.lof . : Purchased at . 31 December 1971

ZEGEZFZEIPIONT - CCE0G MH

Date of ] ' : ,
Purchase ' Stocks o ’ . Shares o Per Share Amount Pex Share “Amount P/E Ra:r .
‘Electrical Equipment - v
'3/31/71 -Combustion Engineering 11000 i 61-3/4" §2,201.18- 62-1/8 62,125
4/ 5/71 Combustion Engineering 500 . 61-3/4 31,115.90 62-1/8 _ 31,062
4/ 5/71 Combustion Engineering == . 500 - - 61-5/8 . "31,038.30 62-1/8 : .- 31,063
2 4/23/71 Combustion Engineering = 100 : 69-3/4 . . 7,020.%8 62-1/8 - 6,212
é> 4/23/71 Combustion Engineering .- 2900 : 69-7/8 203,810.21 62-1/8 180,163
- . Total and Average Price. . 2000 66'354 335,186.57 62-1/8 | - 310,625 - - 18
h L : R ‘ ' » K '
N 6/ 9/71 = McGraw Edison - - S 3500 o 43 , 151,597.50 34-1/4 .~ 119,875
6/10/71 McGraw Edison - 1000 . 43-1/4 43,496.30 34-1/4 34,250
6/10/71 McGraw Edison S B " 500 . 42-3/4 21,576.90 34-1/4 : 17,125
: _ Total and Average Price - 5000 . 43 . '716,670.70 3¢-1/4 I71,250 s 14
" Insurance ‘
.10/21/71 Crum and Forster - 15000 29-7/8 .~ 149,375.00  31-1/2 . 157,500 . 11
11/ 1/71 Hanover Insurance . 10000 36-7/8 '36,800.00  41-1/4° 41,250
12/ 7/71 Hanover Insurance 1000 o 38-5/8 - /38,650.00 < 41-1/4 41,250 :
_ : 'Total and Average Price . 2000 _ , ) 37-3/4 - 75,450.00 e . %1<1/4 - - 82,500 ‘ 7 ..
11/ 1/71  ohio Casualty = - 1000  43-3/64 . 43,750.00 - 48 48,000 T
\ Office & Busineés'Equipmeﬁt
‘6/13/70 IBM . - . ! 400 | 275 110,281.00 336-1/2 - 134,600 . 36
0il | |
7/11/69. Texaco . . 4000 37-1/3 ' 149,365.60  34-3/8 137,500 .10
. . . : . o : . ' B e
e~ Elem
. >R
. , = . .
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< A
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" Common Stock"v
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: N
= B . . . L ) - .
>Ete of ' . T No. of o Purchased at 31 December 1371
>urchase .~ Stocks ' : -~ Shares - . Per Share ' Amount Per Share Amount P/E Ratic
= - v e — , : : :
E ytilities _ - . o A
11/64 VEPCO 533 32-3/8 17,241.07 - 20-1/2 10,926
800 . 32-15/16 + 26,331.94 20-152 16,400 .
_20-1/2. 27,326 S11

|

/18/66 . VERCO ,
_ 1

Total and ‘Average Pgiqe 32-11/16 43,573.01

&)
(%
[

. 4
£TE abeg

4$ 1,123,651.88

jot sﬁown above are stock options to buy 7,500 share
rhe»option is good until April 3, 1875.° December 31,

$ 1,069,301
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Y
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s of Arablan Shield Development Company stock @ $.25 per share..'
1971, prlces on Arabian Shield are 1-5/8 - 2-1/8. .



%/21/72
i s

1728772
3/ 6/72
3/ 8/72

6/ 9/72

{_, 1/72

11/ 2/72

8}2i/72

11/10/72".

Stocks

Automotive Supplies

. Irvin Industries

Javelin Corporation

Broadcésﬁing o

. Metromedia Incorporated

Conglomerates

‘W.R. Grace

W.R. Grace

‘W.R. Grace

Total and Average. Price

Electrical Equipment . -

McGraw Edison

Food and Beverage

4Quaker Oats

Quaker Qats . o

Total and Average Price

Food Services

Servomation Corporation
Servomation Corporation
Total and Average Price

A

 CoMMON  ‘OCK

&o..of~;.
Sharesg

5000
6000

5500

5000
2000
1000
8000

5000

3000
1000
4660

re0n”
+._150
7650

purchased at

.29 December 1972

“ .

RECEIV

LT

Per Share Amount Per Share amount P/E Ratiur
13-5/8 67,929.63 9-1/8 45,625 15
 22-5/16 133,875.60 . 10-1/2 63,000 13
| 38-1/4 210,218.00  32-1/2°- 178,750 19°
39-15/16"  149,683:16  26-1/2 132,500 .
23-1/16 ‘58,121.08 ~ 26-1/2 53,000
28-1/16 - 28,093.80 26-1/2 26,500 . .
73-172  ¥35,898.04 ~ 26-1/2 312,600 13
43-1/4 '216,670.70 - 40-3/8 201,875 16
40-1/2 121,389.50 = 45 135,000
40-7/8 40,864.00 45 45,000
0-5/8 163.253.50 45 180,000 24
28-5/8°  214,765.80 25-5/8 '192,187.
" Stk Div .00  25-5/8 3,844 _
. 28-178 314,765.80  25-5/8 Iégfaif 14
. R . R . . Q:: R
C i EZ
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COMMON STOCK

. .
& v . . _ . . o . .
ate of : - No. of ' Purchased at ' 28 December 1972 ,
yrchase Stocks Shares ' " Per Share Amount Per Share ~ Amount P/E Ratic
§'. Housin |
'ﬁ R fff'__g ’ . : ' ' : . . : ' .
2724/72  shapell Industries - 5000 . - ' 25-1/2 - 127,85%.50 20-5/8 : 103,125 i2
ba ‘ T : - . o . : - : : S .
-:'E'. oo . Tnsurance , o T e e i
& o T I = o
9/14/72  Hanover Insurance S 1000 : . 52 N 52,000.00 - 54-1/4 ' 54,250
08Y19/72 Hanover Insurance - . 2000 . : 51-3/4 .+ 103,575.00 54-1/4 o "108,500
£y20/72 Hanover Insurance . 200 : - 52 © 10,400.00 54-1/4 10,850 o

» - ‘Total and Average Price 3200 ‘ 51-?75 . - 165,975.00 54~1/4 173,600 10
5/18/72  Leasco A 5000 ~ 26-1/2°  102,731.20 19-1/8 95,625 . 7
0723/72 Monarch Capital Corporation 5000 . - - 17 ' 84,825.00  18-1/4 91,250 16

_Office and Business Equipment | _ N ‘ »
0727772 IBM T T T TR = 380=1716——"T14,020:00 402 S 1205600
.1/ 8/72 IBM : Lo : _ 500 378-5/8 188,925.00 - 402 - 201,000 .
_ Total and Average Price. 800 78=5 * 302,945.00 397 ' : . 321,600 37
Retail Clqthing . _ _

2/724/72 Associated Drygoods o 1600 . 54-7/8 - 87,826.00 52-1/2 . 84,000
3/15/12 Associated Drygoods 2000 - . 88~-1/8 116,266.60 52-1/2 - 105,000

. Total and Average Price - 3600 : . 5§—§§§ 204,092.60 52=177 9,000 18

. ) - " o 8. . |
& s
,EE? ég C;;
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igte of

rnarchase
e T———— .

3/72
22/72

—

o Qf{?EEZE

usire

9L

1/64
118/64v

Stocks

vtilities

" American Tel-&‘Tei~

American Tel & Tel .
Total and Average Price.

VEPCO
VEPCO :

Total and Average Price

Yot shown above are stock optionéito

Fhe option is good until July 2%, 1%75.

COMMON . JCK

,No. of.

Shares

10000

5000

5000 2 -

533
800
1333

buy 7,500 shares of Arabi
December 2%, 1972, pr

2% December

1972

$ 2,969,403.98

'§ 2,872,557

an Shield Development Company stock @ $.25 per shéré;
ices on Arabian Shield are 2*1/4‘to'2—5/8.v A

purchased at
Per Share Amount Per Share:- Amount P/E Ratio
43-9/16 435,545.00  52-3/4 527,500
52 . 260,147.00 52-3/4 £ 263,750 a
15-378 §95,692.00  52-3/4 791,250 12
32-3/8 17,241.07  22-3/8 11,926
32-15/16 = 26,331.94  22-3/8 17,900
§EZIX§T€r 33,573.01  22-3/8 29,626 11
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8/72
6/72

11/72

n‘,8/72

' Stocks

Automotive Supplies E

Trvin Industries

_ Javelin Corpo?atlon_

Broadcasting

Metromedia Inéorporated :

Elecﬁrical'Equipment.

McGraw Edison

Food and Bevera34

bQuaker Oats

Food Services

Servomation Corporation

No, of
Shares

5000

6000

5500
5000

4000

7656

- COMMON STOCK

Purchased at

31 Dec 1973

Per Share Amount Per Share Amount P/E Ratio
13-5/8 67,929.63 3 15,000 4
22-5/16 - 133,875.00. 2 ‘ 12,000 2
3g-1/4 210,218.00 7-3/4 42,625 * 4

. &

43-1/4  __216,670.70 18- 5(g~;' . 98,125 -7
40-5/8 = 162,253.50 ' 28-7/8 115,500 17
28-1/8  214,765.80  1l-1/2 87,975 5
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‘§'5/73
4/73
’1/73
9/72

10/72
11/72

5/72
2/73

. %0/72

T 113

2712

Stocks_5
Housing o )
Shapell Industrieé’l]-xf{

Insurange

American Reilnsurance S

- american Relnsurance

Total and Average Price
Gulf Life Holdings
Hanover Insurance
Hanover Insurance
Hanover Insurance

Total and Average Price

Reliance Group

Reliance Group

Total and Average Prics

' Monarch Capital Corpdration_

U.S. Fidelitj and Guaranty

 COMMON STOCK

Purchased at

31 Dec 1973

Per Share amount Per Share Amount ‘P/E Ratic
25-1/2 . 127,853.50 7-3/4 138,750 3
42-1/8  342,850.00  24-1/4 194,000

38-1/2 .- ' 77.000.00 --24;154' - 48,500

S 119.850.00 - 242,500 9
17-3/4 426,572.95 10 240,000 . 5
26 52,000.00 12 24,000 ‘
25-7/8 103,575.00 12 s 48,000
26 . ~10,400.00 . 12 4,800

. 35778 T65,975.00 12 76,800 8
20-1/2 102,731.20  10-1/8 50,625
12-5/8 . 25,332.00 - 10-1/8 20,250 |
=i7&¢ °  128,063.20 . I0-1/8 70,875 4
17  84,925.00 9-3/4 48,750 6
. 40-1/4 44,280.94 ~ 36-1/8 39,737 10
| =
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- COMMON STOCK

ESETFEEIPIO0A  COQE WA

.Date of B o .. 'No. of . purchased at 31 pec 1973 :
c urchase _ . Stocks C ~ ' Shares _ " Pey Share - Amount Per Share Amount P/E Rat
: Retail Clothing - '_;, ' _ | A A
(ﬁ 2/72 .  Associated Drygoods - 1600 o © 54-7/8 87,826.00 26-3/8 42,200
o 3/72 . Associated Drygoods : - 2000 : ©58-1/8 " 116,2665.60 26~3/8 - 52,750
) " potal and Average Price 1 3800 55-3;5 , 04,0920 ~376 - 94,550 7
[ Q) R .
utilities ‘ _
5/64  VEPCO ' 800 : 32-15/16 - . 26,331.94 14-1/2 11,600  »
_6/64 VEPCO . 533 . 32-3/8 - 17,241.07 14-1/2 7,728
Total and Average Price 1333 o 32-11/16 - . 43,573.01 14-1/2 © 19,328 6
' '$ 2,650,904.83 : $ 1,242,915 .

ot shown above are stock 6ptiohs to buyx7,500 shares of Arabian Shield Development Company stock €$.25 per share.
‘The option is good until July 21, 1974, December 31, 1873 prices on Arabian shield are 1-3/4 - 2-1/4.
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ate of . , L .No. of ‘ ' Purchased at 31 December 1974
ggchase . - Stocks . S Shares = - Par Share Amount Per Share Amount P/E Ratic
ﬁ X . . . s . . - . - i
o Automotive Supplics _ _
vglvz Irvin Industries o 15000 : ) _13-5/8 ' 67,928.63 1-1/2 - 7,500 2
®%/72°  Javelin Corporation .. 6000 22-5/16 133,875.00 1 6,000 4
§ i 1 _ . , o
o . Electrical Equipment _ . o ,
6/72  McGraw Edison 5000 ¢3-1/4  216,670.70  11-3/8 56,875 . 6
Food and Beverage ’ S . '
11/72°  Quaker Cats - goo0 40-5/8 = 162,253.50 = 13 52,000 6
Food Services _ )
8/72 Servomation Corporation - ' 7650 - 28=1/8. 214,765.60‘ * 5=1/2 42,075 X -3
_ ‘ _\\'S,,'
. L(\ .
N
‘ : § <
X e
. : N
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Fite of ' - No. of - : ' purchased at - 31 December 1974
rarchase ‘Stocks ‘ " Shares : - Per Share Amount Per Share * Amount . . 2/E Rati
. S .
é _ ) Housing , o ‘ , _ ,
m?/72' . Shapell Industries ..~ 5000 : 25-1/2  127,859.50 - 5—1/2 27,500 -
‘ - Insurance
2/73  American Reinsurance . ‘gooor . 42-7/8 342,850.00 13 104,000 o
4/73 American Reinsurance ... 2000 : 38-1/2 .. 77,000.00 13. 26,000 Lo
' Total and Average Price- 16660 R 42 4§19,850.00 i3 130,000 Def
1/73 Gulf Life Holdings . 24,000 S 17-3/4 426,572.95  6-3/8 153,000 4
°/72 " Hanover Insurance T 2000 A 26 A 52}600.00, 5-3/4 - 11,500
10/72 Hanover Insurance - 40006 . 25=T7/8 . - 103,575.00 5-3/4 : 23,000
11/72 -  Hanover Insurance . _ _ 400 26 10,400.00 5-3/4 . 2,300 ‘
‘ Total and Average Price : 6400’ 8 ' 25-1/8 . 165,975.00 5=-3 : 36,800 S
5/72  Reliance Group : 5000 20-1/2  102,731.20  5-3/4 - 28,750
, 273 ~ Reliance Group - A .. 2000 S ©12=-5/8 . 25,332.00 -5-3/4 . . 11,500
oo Total and Average Price ©. 7000 o 18- - %28,063.20 5-379 . 40,250 . -9
\_j2  Monarch Capital Corporation’ 5000 - .17  84,925.00 . 8-3/4 . 43,750 6
1/73 U.S. Fidelity and Guaranty . 1100 o . 40-1/4 = 44,280.94 = 25-3/4 zs,sz\sgg . 9
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2/72
2472

fiv,

Lu
bt

5/64
6/64

Egchase - A
" Retail Clothing

Stocks

 Associated Drygoodé
.Associated Drygoods

‘Total and Average Price

Utilities

VEPCO
VEPCO

Total and Awerage Price -

" No. of
Shares

1600

© 2000

. ‘§g664>.

800

S 5330
1333

- COMMON STOCK

Purchased at

Per Share

31 December 1974

. Per .Share Amount  Per_ Amount P/E Rati
54-7/8 - 87,826.00 17-7/8 28,600
58-1;8 116,266.60 . 17-7/8 35,750
] - . 263'5§2036 - ] 50 6
. 32-15/16  26,331.94 §-1/4 - 6,600
: - 17,241.07 8-1/4 - 4,397 . ®
IETIor 3= 16,957 . 6
"§ 2,440,686.83 $699,422 .
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wDate o

2,72

££Z 3Bed  ZECEZEE

-~

/12
11/72

8/72

wPurchase

/120

_ Stocks

Automotive Supplies

Irvin'Industr;es '

‘Javelin Cbrpo:ationAi

 Electrical Equipment-

' . McGraw Edison

Food and‘Beveraée

Quaker Oats.

i

_ Food Services

Servohationﬂccrporation '

No. of ' -
Shares

5000

6000
5000
".4000:ﬂ-

7650 -

COMMON STOCK

Purchased at

30 September 1975

'Per Share Amount Per Share . Amount - P/E Rat
13-5/8 - 67,929.63 4 . 20,000 5
22-5/16 133,875.00 1 6,000 3

| 435174  216,670.70  18-3/4 93,750 15
40-5/8  162,253.50. 18 72,000 12

| 26-1/8 ~  214,765.80  8-5/8 65,981 6
S
<§:b
ol
: : )
&R
AN S
€ .§$ O



A
3

£

Ioeqd G606 MH
%

39553r$ g

iate of
rchase

2/12

afivg

a\ /
= 2/73
4/73

.1/73
9/72

10/72
S11/72

5/72
2773
- 0/72

73

&.{«

'Housing

Shapell Industries

Insurance

American Reinsurance
American Reinsurance
. Total and Average Price

.Gulf Life Holdings

Hanover Insurance

Hanover Insurance

Hanover Insurance . e
Total and Average Price

Reliance Group
Reliance Group
Total and Average Prlce

_ Monagch Capital Corporatlon'

U.s. Eidelity add Guaranty .

No. of

Shares

5000

. 8000

2000
Y6000

24,000

2000
4000

_.400
6400

5000

2000

7000

5000

1100

COMMON STOCK

purchased at

"30 September 1%75

Per Share amount Per Share Amount P/E Rat’
25-1/2 . . 127,859.50 8-1/8 40,625 6
42-7/8 . 342,850.00.. 13-3/4 110,000
38-1/2 - _71,000.00 - 13-3/4 27,500
a2  419,850.00  13-3/4 137,500 Def

- 17-3/4 -426,572.95 6-7/8 165,000 . 7
26 " 52,000.00 6-3/8 12,750

-25-7/8 103,575.00 6-3/8 25,500
26 10,400.00 6-3/8 2,550
25”7 I65,975.0Q 6-3/8 40,800 Def
20-1/2 1102,731.20  6-1/8 30,625
12-5/8 - 25,332.00 6-1/8 12,250

= . 128,063.20 §-1/8 12,875 " .Def
17 84,925.00 - 9-1/4 46,250 8
0-1/4 44,280.94  29-7/8 32,863 12
c_.’\'
o
o
N
&%
D RS
SRS
& § S



/

g -

=

W -

L‘;r . . ) ‘ .

. COMMON STOCK -
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[w] .

g . » - o _ . -
-Date of . o o .. No. of : , Purchased at . ;30 September 1875
‘Purchase . Stocks L S Shares = . . Per Share : Amount Per Share Amount ‘P/E Re
i, S—————— e . : i Do : -

X . _ . ‘ , ‘
‘§ o Retail Clothing ' _ , ‘ | | | _

M 2/72 . Associated Drygoods . 1600 ' - 54-7/8 87,826.00 27 . 43,200
w 3/72 - "Associated Drygoods | - 2000 . 58-1/8 116,266.60 27 : 54,000 -
& o Total and Average Price . 3600 56-5/8 204,082.60 2T . - 87,200 S § §
m ! N ) . - . i . . ) - - . . B ) . - )
§¥/ . utilities o |

'ssé4 . vEPCO - . - - 80 32-15/16  26,331.94 11-3/4 9,400

- 8/64 VEPCO . _ . 533 . ' 32-3/8" 17,241.07 11-3/4 6,263 .
' - - Potal apd Average Price = 1333 . 232-1 16 . 43,573.01 1i-3/4 15,663 . 6
- | ' | ‘, o $°2,440,686.83 ‘ © 876,507
]
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NOTES ON THE SCHEDULES OF GAIN OR LOSS
ON THE SALE OF MHMUTUAL INVESTMENTS

Note #1

The MHMUTUAL. portfolio, from which the attached schedules of gain or loss
on the sale of investments were taken, is not an accounting document in the
sense that it is used to account for funds handled by the Activity. The purpose
of the portfolio is to prov1de management with a p1cture of the investments held
by the complex at any point in time. The portfolio is not audited per se, and in
past years no attempt was made to insure that each presentatlon tied d1rect1y '
back to the previous portfolio; that has been done in recent years. Due to the
lack of audit, certain errors were not discovered, and they were carried forward
to the present. One example is on the 1970 presentation of the sales of stocks

"~ to date. The total sale price of $2,226,883.29 when subtracted from the total

‘HY 50955

Note #3

purchase price of $2,246,793.93 results in a loss of $19,910.64 instead of the
loss of $27,802.99 as shown under tne column marked gain or (loss) on sales.

The total gain on sales to date should therefore be $177,437.51. For some un-
known reason, the balance carried forward to the 1971 schedule of gain on the
sale of equ1ty is stated as $206,314.47 which involves an overstatement in the
cumulative gain on the sale of equity in the amount of $28,876.96. This error
has been carried forward to the present. : -

Note #2

The portfolio figures cannot be directly tied in with the financial state-
ments for MHMUTUAL in the case of bonds since the statements reflect an average °
cost for all the bonds of a particular issuer, and the apprec1at1on on a dis-
counted bond is recarded as income each year thh a commensurate increase in the
book va1ue of the bond

The only bond transaction dur1ng 1970 was the sale of SaO 000 of U.S.
Treasury bonds.  This transaction is found on the schadule titled "Debenture
Investments." ' oo 4
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Stacks

Burlington Industrics, inc,
NatToaal Steel Corporatlon
Scott Faper Coupany

Jo €. Ponny Comprny | »
Coluntia Broecdeasting Systoem -
Scett Foresran & Cospany
North Accrlcan Avicilon
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Recoont Bivioy Corparation
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ical Bark 1LY, Trust Company

Deeve & Corpany
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Potorostio .
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Insurunce

Kartheastern Life
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POﬁTFOL.O SALES OF STOCKS T0O DATE

Total

Ko, of _
Shares Furchace Price

Date of
Sale

13,812.93

300 3
' 16, ,5‘,?2

300

1100 37,596,777
250 16,278,210
Ho8 16,609,652
£oo 20,976.00
300 16,332.75
500' 20,000y
1500 e, 203,02
Loo L, 112,46
1700 32,613.52
900 LE,053.48
) 15,030, /6
150 o k3 ettlgn
17'..‘0 '! g'l /0 ’
o0 14,302.69
2000 101,35%.37
690 ' o 15,54, 92
200 : 13,691, 80
1600 63,740 06
- hooy 16h, 601,76 -
2090 10, 039,62 .
3000 106,030, 50
007 150,725, 24
3000
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6/ £/65
11/ 6706
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1 h/eG
115706
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11777768

N/27705
Vifevziy .

/27708
V27708
7/ 25769

2725009
1755709
2720709

Li/30/69

L730/09

hr3n/09
W/ 7760

11/-2/69
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Net , Coin or
Sale Price {los-Yen St
20,1i65.70 $ 6,053.77
* 11,592, 11 I (RATR
28,913.79 (8,02,
13.02.15 300505
21,545, 0% 5,275,050
23,649,15 2,217.55
15,052,408 (1,2:0.e0
22,279.L3 (b, 01200
h,,,.u.h? (5, b
AT C.onl. oo
13,217, 2% 15,073, 72
64,991.16 16,217.58
22.,370.43% clLol o
54,017,045 0, re ng
26, 7000 (22,075,000
‘?6,37?.“6 12,0V4.57
111,016, 0% 10,051.¢7
24,917.05° 9.377.13
16, 380.17 2,003,373
79.775.09 35,055 14

154,955, 62 (9,815.¢",
82,959.74 {21,129.63)
200,270 06 :3u,1?3...
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Cob
SGonoral Dynamics

J’nelﬁ

Solea Thraugh 1949

Aocrvican tase Products

Arargican taveral Gas

Uovlineton [rdysiries
ag

Cice Curla

dr. Poersos

Gereral Fooads

)-4ll(l f:tL\rd

ll

Lluﬁli? Satiensl Life
faticeal Cosh fRegister
RiA .

Srelly 011 Produces
T ax

u.s. F:dc!ltv & Guaroriy

Yeras

Totel Sales 1970

Teral Sales to date

Yo Farsignetased eompanics

%

) .
Yoo ol
SO
AN IS

1000
Lhin)
LG
2500
2590
Gt
020
1009
Linon
AT

NPTy

UNH ]
L0450
1060

Lo
3900
5000

202,287,069
LA, 097.,93
V25030, 6%
liﬁ,;;f £2
tha 655, ‘7
l“é,{?!,cﬁ
98, 75..51
71,216,389
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Pla ha, 55
133,800.90
216,579, 00

162,024,.85°

(3.4%9.,00
36, 702,56
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B/71
/14/71
/Y/71
17/71
'17/71
/10/71
29771
22771

~J
[

/17/71"'

4/71
TLSTL

22/71

/14771
"5/71
1\/14/71
" 5/71
21/71
'y 71
AL/
125/71
16/71
’16/71
) /15 /71
20/71
127/71

1) 30

Ly

Stocks

Sales Through 1970

" Abbott Laboratories .

American Tel. & Tel.

"American Electric Powe
Ampex T

Bankers National Life
Bankers Natiohal Life . -
Bankecrs National Life
Central & Southwest
Control Data

Coca Cola . .
Continental Telephone
Chubb Corporation

Dr. Pepper

Lastman Kodak

Emerson Blectric
Flcetwood Enterprises
Ford Motor

" Gillctte -

Hlardee Foods .
llouston Matural Gas
Johns Manville
Libcrty National Life
MMM '
National Cash Register
Pepsico ‘
Pillsbury

Reynolds Metals

Scott Paper

Shappcll Industries
Southern Company
Sterling Drug

EQUITY SALES .TO DATE

" No. of
Shares .

4000
4000
5000
4000
1000

1500

1000
1000
1000
4000
8000

- 2000

2000
3000.

. 2500

1000
3000
3000
5000

6000
6000
2000
2000
4000
2000
‘1000
5000
4000 .

© 10000

4000

Total

- Purchase Price

-'§$ 3,584,897.25

$

257,534.86

200,373.50 -
185,594.44

146,568.14
29,750.00
44,625.00
29,750.00
48,229.01

143,370.36

317,479.10
206,557.89
121,500.00

33,357.50

198,656.73 -

186 ,467.44
38,219.13
154,237.41
165,947.09
60,000.00
3,124.15

236,419.04
©131.279.00-

163,032.52
106,738.00

238,440.41

94,178.57

55,407.47 .

166,649.10
129,643.25

281,317.00 -

121,807.73

Net
Sale Price

Gain or
(Loss) on Sale

-$-3,791,211.72

®

$ 206,314.47

278,083.99
-193,615.88

141,819.03

89,542.58
33,500.00
50,550.00
34,250.00
46,509.06
37,429.84
394,210.53
166,917.41
131,750.00
63,383.59
218,339.70
185,489.51
46 ;260.26
181,127.95
133,250.78
69,224.35
Z,405.16
256,064.284
178.200.00
230,733.41
. 78,830.54
255,933.19
107,153. 84
21,025.77
117,592.02
137,822.01
197,966.00
172,658.95

$ 20,549.13
{(6,757.62)

. {43,775.41)
(57,025.56}
. 3,750.00
e 5,925.00
4,500.00
(1;719.95)
{105,940.52)
76 ,731.43
(39,640.48)
‘10,250.00
30,026.09
19,682.97
(077.93)
. 8,041.13
26,890.54
(32,696.31)
9,224.35
(218.99)
19,645. 80
46,921.00
67,700.89 -
(27,907.46)
17,492.78
©12,975.27
(34,381.70)
(49,057.08)
8,178.76
83,351.00)

- £50%,851.22
& -
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on
Date of
Eale

]
29/71
37/18/71

30/71
ﬁg/15/71
T29/71
§218/71
8/19/71
GF24/71
g7

oFz 2

Stocks

u.s. Fidelity & Guaranty

U.S. Fidelity & Guaranty
Universal OLl Products
Warner Lambert .
Western Casualty & Surety
Western Casualty & Surety

Western Casualty & Surety -

Xerox .

'Total Sales;lﬁ?l'

Total Sales to Daté,

" Shares

EQUITY S:.. S TO DATE
No; of

3500

1500

4000

2500

400 !
1400 o
2200 o
2000

Total

Purchase Price

127,361, 80
154,000.00

- 113,444 .75

182,928.50

25,000.00 .

93,400.00
139,975.00
' 161,652.30

Net
Sale Prico .

Gain or
{(Loss) on Saloe

+160,076.64
172,835.59
102,221.53
1085,513.66
©31,180.00
112,150.00
174,900.00
221,942.48

32,714, 84
18,035.59
(11,223.22)

2,585.16

6,180.00
18,7506.00
34,925,00
60,290.18

$ 118,943.90 -

B et S,

$ 325,258,37

. ——————— D —
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g EQUITY SALES TO DATE
Je of © _ . No. of ° ) : Total . Net : Gain or
Fale Stocks . ' Shares : o Purchase. Price " . Sale Price {(Loss) on Sale
W - o ' ' . ' o
g - sales Through 1971 o L _ : , , _ $ 325,258.37
If 1/72 ' American Reinsurance : : . 8000 $‘ 331,687.40 386,350.00 $' 54,662.60
8/72 Ashland 011 oo gooo - - . - 220,314.00 235,986.93 15,672.93
/72 Combined Insurance Company . - 5000 - 122,500.00 131,375.00 8,875.00
L2772 " Combustion. Dnglneerlng . 5000 o o ' 335,186.57 364,278.67 -29,092.10
¥21/72 . Crum & Forsterx _ ) - 2000 : - 5%,750.00 60,712.50 : 962.50
8/18/72 Crum & Forster ] . . 3000 - ' 89,625.00 99,000.00 - 9,375.00.
2/11/72 Dean Witter . _ 300 . B o : . 6,300.00 . 8,196.36 ] 1,296.36
1/ 6/72 - -Gulf Life Holdings . . 2700 . . 137,%827.17 151,531.74 13,604.57
1/ 8/72 _Gulf Life Holdings g 1200 - A 60,574.92 B 66,958.65 ©6,383.73
1/10/72. Gulf Life Holdings .. 2100 e ) . 104,372.42 119,3%0.69 - 15,018.27
1/18/72 " Hanover Insurance . 2000 : . 75,450.00 - . 98,750.00 23,300.00
a/ 1/72 1BM i ) 400 - 110,281.00 ' 159,316.80 49,035.80
4/ 3/72 International Tel & Tel. . 7000 . . 433,870.42 . 394,861.05 (39 009. 37)
8/17/72 John Deere - 5000 ’ o 321,474.10_. .. _..358,647.16-___ -37,173.06
i, 2/72 Life Insurance of Georgia 2500 - . B83,125.00 93,000.00 ] 9,875.00
3/ 7/72 Nationwide Corporation 10600 o ' 110,000.00 '130,875.00 20,875.00
1/ 7/72; Ohio Casualty - 1000 ’ : 43,750.00 49,000.00 ) 5,250.00
8/ 9/72 01d Line Life Insurance Company 500 . o 16,925.00 21,875.00 . 4,950.00
8/10/72 01d Line Life Insurance Company 6000 . ' , 203,115.88 262,500.00 59,384.12
9/14/72 Texaco v ‘ 4000 149,365.60 ©133,935.30 {15,430.30)
( Total Sales 1972 ‘ ' g ) ~ ' - . $ 310,346.37
Total Sales to Date. o ' : : ' _ - S § 635,604.74
"y
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- EQUITY SALES TO DATE

FZEIPITOA  GGEDS MH

o ‘No. of pate of .. Date of Purchase  sales - Gain or
cguritz : " Shares " Purchasa " Sale v Price- -, - Price {Loss) on Sale
o . . ) - - ‘ - S T - . ‘
afes through 1972 ‘ ‘ : : . $635,604.74
wgrican Tel and Tel = - 10000 a/12 1/73 43-9/16 - . s53-1/2 ©99,609.74
merican Tel and Tel o 5000 o 12/72 - “1/12 52 . ’ 53-7/8 9,450.35
) ; . ~ 8OO 0 11/72 2/73 378~-5/8 430-7/8 41,772.09
HMrican Tel and Tel o 1000 .. 2/73 ’ 5/73 51 ‘ 51-1/4 264.99
aérican Tel and Tel : - 90600 - 2/73 . 6/73 4 51 . 50-7/8 C {1,123.68)
.S. Fidelity and Guaranty ‘ - - 2000 0 - /73 - 7/73 : 40-1/4 41-7/8 3,162.80
ngersoll Rand ) » 4000 - 1/73 : 10/73 67-3/8" 72-1/2 20,544.91
ontinental Corp - ' 5000 - - 2/73 - - 10/73 : . 40-5/8 - : 40 " (3,549.37)
. R. Grace - - 8000 - . 1/72 10/73 : 29-1/2 - 28 {11,136.53)
.5. Fidelity and Guaranty ' 1000 1293 11/73 ‘ 40-1/4 . 40-1/4 _ 24.01
hio Casualty - - 1000 S 2/73 ' 1r1/73 . 44-3/8 . ‘ 44-3/4 ' 375.00
hio Casualty . : 4000 : . 2/73 11/73 . 44-3/8 44-1/2 . 500.00
afeco Corp o 4000 ' 2/73 ' 11/73 : 50-7/8 . 49-1/8 (7,000.00)
.S. Fidelity & Guaranty 2900 : 1773 "11/73 40-1/4 . ~+39-3/8 (2,447.28)

‘Total sales 1973 o - | . | © $150,447.03
Total Sales to Date o - o o $786,051.77
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through 1973

an Shield Devel. Co.

No. of

Shares

5,610
:'7,500

EQUITY SALES TO DATE

Date of
Purchase

8/72
4/74

Date of

Sale

7/74
-10/74

Purchase

Price

-
.

37-1/2

1/4

Sales

. Price

5<7/8
. 13/16

Gain or

(Loss) on Sale -

$786,051.77
(176,996.04)

4,200.00

 $613,255.73

R



B pn e B . 8 . ) ’ o . st

LLa0L MH

A - 7+ EQUITY SALES TO DATE

No. of Date of "' pate of Purchase ' Sales Gain or

fe:plnnd
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CIA Domestic Real Property Holdings*

CiA has a variety_of real property holdings in ‘the United
States ranging from the major, overt Headqnarters complex in McLean,
Virginia, to small leased "safehouse" apartmenrs(in many citiee.
Real property holdingé also inclnde seven CIA~eontroiied installations
used as training sites, supply»depots, research and development -
centers, and communications transmitting and receiving facilities.
jThe 237 domestic real property holdings are sdmmarized for. this
report as follows:

a.‘AOQert'or nominal properties (oﬁert properties are
identified as CIA{ nominal properties as Executive
Office of the President, but‘CIA control is admitted

upon request) of which there are sixty-ﬁwo (62);

b. Offieial cover properties (identified as under the
contrbl of other U.S. Government ageneies and CIA rela-
tionship is classified from CONFIDENTIAL through TOP
SECRET) of which there are fifty three (53),

c. Safehouses_(properties, generally'apartments or resi-
dences and generally leased, acquired for covert meetings)

‘of which there are eighty-one (81);

* The information contained in this section has extreme sensitivity
as a grouped data package. It lists the entirety of CIA real property
holdings and personnel assets in the United States as of 13 January
1975; accordingly, release, unauthorized disclosure, or loss of this
" information would have severe operational impact on the activities

of CIA. .

HW 50955 DooId:32423532 Page 245



Vd; Non—officiaIAproperties (identified as private firﬁs

which may be wholly ot partially controlled by CIA and

housing.CIA employees)“of'Which there are forty—one (41).

Attachment 1 lists CIA domestic real property and provides

specific addresses for all overt and nominal CIA reai property
holdings. Official cover properties; safehouses, and non-official
properties are listed by generel location. Numbers‘of personnel -
and utlllzatlon purpose are shown for each category of real property
This report is developed as a real property summary, therefore,
personnel data supplied are predomlnantly based on CIA space utili-
zatlon reports, and slight varlatlon may exist in some instances.

'.A llmlted number of CIA personnel are located in non-CIA- controlled
space -- for example in the Pentagon, in private res1dences, or in
commercial companies -- and these propertiespare not listed in this
real property summary. \Non-official properties not occupied by CIA
staff or contract employees are_hot listed. Attachment 2 is a sum-

mary sheet of all the previous figures.

W 50955 DocId:32423532 Page 246
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Washington, D. C. § Suburbs
A.

[ S

Location

SECRET -

DOMESTIC REAL PROPERTY LISTING

Street Address

Overt & Nominal Properties

Langley, Va

~ Washington, D. C.
Washington, D. C. .
Washington, D.. C.

Oxon Hill, Md

Washington, D.
Washington, D.
Washington, D.
Rossliyn, Va
Rosslyn, Va
Rosslyn, Va
Franconia, Va
McLean, Va
Arlington, Va
Alexandria, Va

Washington, D. C.

Arlington, Va

ooo

v Magazine Bldg » 1815'N. Lynn St.

Route 123 (CIA)
Central Bldg. 2430 E St. N.W. (CIA)
East Bldg. 2430 E St. N.W. (CIA):

‘South Bldg. 2430 E St. N.W. (CIA)

10530 Riverview Rd. (FBIS)

Navy Yard, Bldg. 213, 1st § M, S.E. (EOP)
Navy Yard, Bldg. 159E, 1st § M, S.E. (EOP).
Navy Yard, Bldg. 202, 1st § M, S.E. (EOP)
Ames Bldg., 1820 N. Ft. Myer Dr. (EOP)

Key Bldg., 1200 Wilson Blvd. (EOP)

(EOP)
{EOP)

Chamber Commerce Bldg, 4600 N. Fairfax (EOP) -

901 Colimbus Rd.{FOPY

Official Cover Properties

Locations
Locations
Location
Location
Location
Location
Location . -
Location

SECRET

Attachment 1

“Personnel

364

18
22
a8

15
62

Purpose

Hgs. admin. offices § printing bldg :

Technical labs § offices
Technical labs § offices

Technical labs § offices

Counter-audio training § FBIS

antenna field ]
Photo development § analx51s
Map storage

- Storage

Hgs. admin. offices

‘Hgs. admin. offices

Hgs. admin. offices
Supply depot & RED shops
Elint § tech. admin. offices

" Hqs. trng. offices

Technical training area
U.S. resident contact

FBIS photo § printing’

Research § operational support
Translation § operational support
Foreign intell. collection

Supply depot § ELINT training
Counter audio lab' § office
Document research analysis
Training lab § office

Field investigation office

E2 CL By 029557
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Location

C.

Arizona
California

<A,

et o bt ok ok ek ok b ot b b [ o b

_ DOMESTIC REAL PROPERTY LISTING

Safehouses
37 Locations

Non-Official Properties

1 Location

Location
Location
Locations
Location . .
Location
Locatiocn
Location
Location
Location
Location
lLocation
Location
Location
Location

Overt § Nominal Properties

Street Address

SECRET

1 Non-Otficial Installation.

Los Angeles, Ca
San Francisco, Ca
San Diego; Ca
Hawthorne, Ca

M it e SO I
HRIRR R T vt SR TS

. SECRET

A §
ST |

3

v

‘Personnel  Purpose

N.A.

-
W

b
—

—
R R R S At I R Y

Covert meetings

Manages agent accounts § cover
backstop - :

Operational support (dormant)

Foreign intelligence collection

‘Human source assessment

Debriefing site

Mgt. services for proprietaries
Research § operational support
Public opinion analysis
Research admin. office

Travel support

Translation

Airline,‘foreigh operational supp.
“Airline, covert admin. travel

Covert procurement, general
Covert commercial audit

Aviation equip. R§D and procure. -

u.s. resident contact

U.S. resident contact
U.S. resident contact
Personnel § recruiting office

E2 CL By 029557
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Location ' © Street Address

California

B. Official Cover Properties

Locations
"Locations
Location
Location
Location -
Location

I L

Location
Location

-

C. Safehouses
12:Lo¢atioﬁs

D. Non-Official Cover

j 1 Location
4 Locations
1 Location -

3 Locations .

Colorado’
A. Overt § Nominal Properties

SECRET-

" DOMESTIC REAL PROPERTY LISTING

Personnel

Purpose

N.A.

Connecticut

A. Overt § Nominal Properties

C et~

"SECRET

Field investigation office

Foreign intelligence collection
Paper plant
Field procurement office

~ Field supply office .
Gen. admin. support to SCnSlthe

projects
Air logistics support
Audit of covert operations

Covert meetings

Covert Commercial investigation
Foreign.intelligence collection

‘Management § admin. of sensitive

projects
Contractor liaison, sensitive
- projects

U.S. resident contact
Field recuriting office

U.s. resident contact

E2 CL By 029557
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'SECRET
DOMESTIC REAL PROPERTY LISTING

SECRET

Location Street Address Personnel Purpose
Florida
A. Overt § Nominal Properties
4 Key West, F1 © 5 Foreign broadcast station
Coral Gables, F1 6 U.S. resident contact
'B. Official Cover Properties
2 Locations 25 Foreign intelligence station
1 Location 33 Foreign commo. center _
1 Location -16  Field investigation office
C. Safehouses
2 Locations N.A, - Covert meetings‘
D. Non-Offical Cover
lrLocation 3 Administers survivers' benefits -
2 Locations 7 RED and procurement, aviation
o : equipment
1 Location 9 Cuban propaganda operations
Georgia
A. Overt § Nominal Properties
Atlanta, Ga 3 U.S. resident contact
B. 0Official Cover Properties
1 Location A 6_‘ Foreign intglligence'collection'
Hawaii
A. Overt § Nominal Properties
Honolulu, Hi f 3 U.S. resident contact

EZ CL By 029557
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SECRET

DOMESTIC REAL PROPERTY LISTING

Location  Street Address

Hawaii
B. 0Official Cover Properties

1 Location
1 Installation

I1linois

A. Overt § Nominal Properties

" Chicago, Il1
Chicago, Ill

B. Official Cover Properties

1 Location
1 Location

C. Safehouses
2 Locations

Indiana

"A. Overt § Nominal Properties

Indianapolis, In

Louisiana

A. Overt § Nominal Properties -

New Orleans, La~ | ]

SECRET

Personnel Pﬁrpose

w

.22

11

N.A.

Field liaison CINCPAC
Commo’ relay station

_Field recruiting office

U.S. resident contact

Field Investigation office
Foreign intelligence collection

- Covert meetings

U.S. resident contact

U.S. resident contact
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Purpose

Location . Street Address Personnel
Maﬁsaéhhsetts
A. Overt & Nominal Properties
Cambridge, Ma » 12
Boston, Ma 1
B. Official Cover Properties
1_Locati0n 13
1 Location 7
C. Safehouses .
2 Locations N.A.
Maryland
A. Overt § Nominal Prdperties
Highland Pk, Md 7
- Baltimore, Md® 2
B. Official Cover Properties .
1 Location 11
" 1 Location 1
1 Location 6
T. Safehouse§
1 Location CNAL

SECRET

Training facility

U.S. resident contact
Field recruiting office

"Field investigation office

Foreign intelligence collection

Covert meetings

U.S. resident contact
U.S. resident contact

_ Maritime research § tralnlng

Security liaison

Covert meetings

E2 CL By 029557
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Location

Minnesota

A. Overt § Nominal Properties

SECRET

DOMESTIC REAL PROPERTY LISTING

Street Address

Minnéapolis, Mn

St. Paul, Mn

Missouri

A. Overt § Nominal Properties

"St. Louis, Mo
Overland, Mo

Kansas City, Mo
Nevada

A. Overt § Nominal Properties

None .
B. Official Cover Properties

" 1 Location
New York

A. Overt § Nominal Properties

~ New York, NY:
New York, -NY

_ Niagara, NY
Schenectady, NY
Syracuse, NY

SECRET

Personnel

Purpose

7 U.S. resident contact

1 Field recruiting office

6 U.S. resident contact

2 Field investigation office
- 1- Field recruiting office

35 Training § R&D installation
28 - U.S. resident contact

1 Field recruiting office
".2 U.S. resident contact

3 U.S. resident contact

5 U.S. resident contact

E2 CL By 029557
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SECRET.
DOMESTIC REAL PROPERTY LISTING

Location  Street Address - : Personnel Purpose
New York '

B. Official vaer Properties

1 Location ‘ : ' 30 “Foreign intelligence collection
1 Location . : : 22 Field investigation office

1 Location ‘ _ © 2 Photo procurement, foreign persons

C.” Safehouses

23 Locations . - ' ' : , N.A.  Covert meetings

D.” Non-Official Properties

1 Location ) : : 9 Foreign newspaper service:

2 Locations 11  Foreign intelligence collection
2 Locations : - - 7 Proprietary management services
3 Locations : . 28 Overseas book distribution
i 1 Location ‘ " ) ) 2  Contractor's Liaison
A North Carolina . '
; "1 Offical Cover Installation ' 24 Field training facility
e . B
a . Ohio
9?' ' ‘ - A. . Overt § Nominal Properties
i . : . <
' Cleveland, Oh o ' 3 U.S! resident contact
. Cincinnati, Oh 3 U.S. resident contact
% . , . .

i B. Official Cover Properties
] 1 Location ‘ : - . o 5 Foreign intelligence collection
& SECRET : - E2 CL By 029557
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Location Street Address ’ : ' "Personnel Purpose
Oklahoma '

" . A. Overt § Nominal Properties

Tulsa, Ok . 2 U.S. resident contact

Oregon

A. . Qvert & Nominal ‘Properties

,Por'tland, Or . 1 Field recruiting office

Penhsyivania

A. Overt & Nominal Properties - L S "_»-':",- . o o oo ome

U.S. resident contact

Philadelphia, Pa 7.
Philadelphia, Pa 1 Field recruiting office '
Pittsburgh, Pa & U.S. resident contact
Pittsburgh, Pa 1 Field recruiting office
Tennessee - ’
"1 Noﬁ-Official Installation ' ' . (47 Company) Aviation equipment procurement & .
fyi
Texas B
’ 5
A. Overt § Nominal Properties , gf
 Austin, Tx 1 Field recruiting office Ni
Austin, Tx 1 U.S. resident contact P
Dallas, Tx 7 U.S. resident contact B,
Houston, Tx - 4 U.S. resident contact - g‘
. . ) ' oy
B. Official Cover Properties ’ o _ : . \ ot
1 Installation ’ . . : . 2 Ordnance depot )
: SE.CRET ' " E2 CL By 029557
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SECRET
DOMESTIC REAL PROPERTY LISTING

Covert meetings

U.S. resident contact

U.S. resident contact

Records Center, Training, R&D,
Commo Facilities

Field Training Site

Technical R&D :

Minor ordnance storage

U.S. resident-contact

Street Address . Personnei Purpoée
Texas ” ' .
C. Safehouses
1 Location . ‘N.A:
Utah .
A. Overt & Nominal Properties ’
Salt Lake, Ut 2
Virginia
» A; 6vert & Nominal Properties‘
| Richmond, Va I | :3
B. Official Covér-PropertiéstL:VV ) )
1 Installation (4 Stations) 286
1 Installation - - 76
1 Location 72 ‘
1 Installation 3  R&D project
1 Location 0
Washihgton_
A, Qvert § Nominal Properties
Seattle, Wa ’ ‘5
B. Official Cover Properties
| | .24

1 Location

SECRET

13 o =y ) 0

Foreign equipment analysis

E2 CL By 029557
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SECRET

DOMESTIC REAL PROPERTY LISTING ;

Location : Street Address
Washington
C. Safehouses
1 Locatioh

D. Non-Official Properties

1 Location

Wisconsin -

Al Overt § Nominal Properties

‘Milwaukee, Wi [

- Personnel

Purpose

N.A.

Covert meetings

Contractor liaison -

U.S. resident contact




Attachment 2
SECRET _

CIA Domestic Real P:dpefty"Summafy Sheet

: Overt § S S : .
Location - Nominal Official  Safehouses ~Non-Official

Washington, D. C. and- s L _
Suburbs 13 37 16
Arizona E _ ‘ : R P |
California : ‘ 10 12 9
Colorado :
. Connecticut ..
Florida
Georgia
Hawaii
I1linois
Indiana
Louisiana
Maryland
‘Massachusetts
Minnesota -
issouri
Nevada
New York
North Carolina
Ohio.
Oklahoma
Oregon
Pennsylvania , o ,
Tennessee ' B ' i : 1
Texas - ‘ : '
Utah
Virginia
‘Washington
Wisconsin
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29 AUG 1973

:
|

MEMORANDUM FOR: Deputy Director for Science and Technology
' . - Deputy Director for Intelligence v .,
Deputy Director. for Management and Services
Deputy Directbr for Operations -

e

INFO Inspector General

SUBJECT : Questionable Activities:

1. As an aspect of the a;legations of improper CIA activity
in connection with the Watergate and associated matters, the - _
Inspector General was directed to assemble all information avail~
able in the Agency on any Suchlactivities. Certain specific matters:
were provided to him, and the Director by memorandum of 9 May 1973
directed all employees to repo%t any activities, current or past,
"which might be construed to bé outside the legislative charter of g
this Agency." This information was assembled and consolidated by
the Inspector General in a memorandum of 21 May 1973 and certain
individual memoranda thereafter supplementing it. This material
was used in a detailed, page-by~-page review of all such information
with Senator Symington and Congressman Nedzi, as Chairmen of the
Senate and the House Armed Services Intelligence Subcozmittees),
respectively. In addition, I undertook very specific commitments .
in my confirmation heerings to ensure that the Agency will remain o
vithin its legislatiye'charterQ I am arrenging for the published. -
‘ transcripts of thdse hearings to be circulated throughout the ' '
Agency for compliance, and at that time will reaffirm the specific . -
direction made by_Dr. Schlesinger in his memorandum of 9 May 1973. -

- This will also be incorporatedAinto appropriate regulations.

A 2. . With respect to the specific questionable activities which
vere reported as a result of the search made throughout the Agency,

hovever, I believe it essential to take specific action in order

- that these not seem to be condoned or overlooked. I have therefore

- developed specific instructions on each reported activity. These

. are included in the attachments to this memorandum, and have the

P ’
W¥ 50955 DocIdk32423532 Page 259

force of specific direction to you to 'pass on to appropriate

.lubordinateS»the instructions outlined. Separate packazes of such -

3 instructions are being developed for each -Directorate in order to .

.. respect the sensitivity of some of the activities discussed, includ- K{}{)hﬂ

~;ing those which are deemed quite appropriate within CIA's charter. ' I Wi
L e ~ JUN 25 1975
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Similarly, each activity is placed on a separate Page so that the - | -
Deputy Director concerned may most ea51ly forward it to the office
or offices directly concerned w1thout dlstrlbutlng it more broadly.

3. In the event that these instructlons raise substantlal
difficultles of 1mplementatlon or compliance, I would appreciate
your raising such cases with me dlrectly, with whatever recommenda-
tions you .may have for modlflcatlon to carry out the spirit of the
action undertaken here but to avoid undue dlS“uptlon of legitimate
activities. In the absence of such notice, I will expect full
compliance with the 1nstructlons outlined hereln.

L. Each-addressee Deputy.Director is instructed to recommend

to the DDM&S modification or addition to Agency regulations of -
appropriate language to reflect the direction included in this

. memorandum and attachments addressed to him. DDM&S will be

responsible for consolidating such recommendations and making an
overall report to the Director through the IG,. coordlnatlng w1th

A General Counsel.

LET

. W. E. Colby.

(27 August 1973)
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