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1. / have had several meetings with USAGE since his memorable interview
with. C	 3 'on 23 August when he was told that the internal Austrian
reporting which has constituted his main effort since last April is of little
interest to us at this time. Hewes also told that we would request an
evaluation of this internal Austrian reporting from local Austrian aganuiee to
determine what interest may exist and whether this interest might not lead to
some financial support which might enable him to continue same, or even all, _
of his present effort. Failing this, he understands that the funds assigned -
him muit follow the shift in emphasis we want in his operations, that if
Austrian agencies are not sufficiently interested in his production to under-
write them he must be prepared to curtail his Austrian activities sharply and
apply the larger part of his funds to the Rumanian and Hungarian possibilities
whien ha has. He was also told by C -1 that the long political and histori-
.cal atuaes he has been preparing as a background for'theseRucanian and
:Hungarian operatione must be put into their proper perspective. He is to
concentrate on presenting us with actual operational possibilities and plans 	 •

: and can then fill us in on the aver-all material after he has something concrete
actually in operation. This decision to abandon or out dowa on internal
Austrian reporting came as a surprise to USAGE, who had thought we were satisfied
with his targets and his results. This was in part due to my preoccupation with
the	 operation and our withholding evaluations of USAGE's work which
.have been coming in these past few months until we had an aver-all picture of
the reactions to his 'production. It is quite obvious that USAGE will not give
up his Austrian cimle or any large part of it without a tussle. He speaks of
his Austrian covers* and connections as the aircraft carrier from which he can
Operate into the Balkans and insists that he cannot' 	 this complex without

hamstringing himself. grta of his Austrian show are no doubt indispensable to
work into the.lalkans from that country, but the greater part of it, if other
Austrian agencies are not interested enougN to support it, must go.

2. We are now determined to get USAGR's Rumanian and Hungarian shows on
the road. He, too, is, enthusiastic and is confident that the already existing
nets in these two countries can be activated quickly and will within a few
months give us a volume of returns which will enable us to judge their potentials

accurately. We are now taking steps to paper USAGE so that he can make a trip
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It has been more than a year since he haa seen PAPANACE, but he has been in
touch with him via the mail and through MARGARIT, who is his liaison man to
PAPANACE. USAGE is certain that the PAPANACE net is still there, that it has
not been offered to any other agency, and that PAPANACE remains loyal to him
and will put his entire assets at USAGE t a disposal. USAGEteuggestion for
papers to allow him to travel mould have delayed the activation of the opera-
tion. He wanted a'US passport, either a phony oneor one actually reflecting
the US citizenship which has long been his dream. I countered this with the
suggestion that we get his an AGO card as a Department of the Army civilian
to replace his AGO card representing him as an Army Captain (this was issued
him by Captain Richardson about two years Ago, was called in when we took over
ZIPPER, and has been returned to him only for limited periods 'hen a particular
need arose). This we should be stile to get quickly and it will, with proper
military orders, allow him to travel to Italy.

3. The problem of paperine MARGARIT is far more difficult. USAGE says
that NARGARIT must go to Greece to activate the PAPANACE lines running through
that country. I do not understand why this is necessary if PAPANACE has his
organization under control as alleged by USAGE, but if the trip to Greece is
necessary we Must get MARGARIT a foreign passport from one of the countries
whose passports are available for a reasonable sum. WARGARIT ',peaks only .
Rumanian which complicates matters. A short term papering for MARGARIT mould
do for his trip to Rome with USAGE, but we must also find a long tern solution
to this problem. USAGE thinks that $1000 to $1500 per month for a period of
a few months will suffice to prove the value of this operation. He is still
hoping for the long run to put through his long range financing plan for
PAPA/1ACR which involved a cheese factory in Sardinia coating about $6000
originally and very likely to show sufficient profits to support moat of the
show later..

4. USAGE has almost finished thefts and descriptive material on the	 .
. PAPANACE net in Rumania, which includes penetrations of the labor unions, the

	

eommemist party, youth organizations the government and the army. These 	 •
penetrations were started shortly after the end of the last war (see 3GL,A,-1036,
560, and para. 7 of W(1.4-535. Rote: ML-A-535 was the notional project 116 .
from USAGE, but the background material in pars. .7 is factual). USAGE empha-
sizes the need for high security since any hint that this group is active in

way could result in wholesale deportations, imPrisonments or exteiiination.
UWE La disturbed by the continuing British interest in PAPALCE. He is now .
Convinced' that they want to assassinate him. This seems pretty farfetched to .
me, but he insists it is a distinct possibility. He bases this belief on the
fact that PAPANAGE is one of the most eager proponents of Balkan unity, a plan

• which collides with the century Old divide and rule tactics le Britain in .
''Europe. USAGE believes that the British want to get PAPANACE out of the way
'and install in his place a figurehead who op uld put the PAPANACE net gat their
disposal, but who mould not insist on the Balkan federation plan which PAPANACE
favors. I find it hard to believe that the British are worrying about a plan,
'to unite the Balkans in the dim future when they are faced with the imminent
possibility of a Europe forcibly united under the Soviets, and consider it
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probable that the British interest in PAPANACE is, for the present at lecst,
purely an intelligence matter. USAGE thinks it necessary for security
reasons that we convince Organization A and ZIPPER that although we have
examined the PAPANACE angle (they were told we were interested), we have
found it of little interest and are doing nothing with it.

5. Recently .a Hishop_ILEU a Rumanian in exile has approached MARGARIT
Gmunden with a request TEirbe be put in touch with PAPANACE. LEU has a

.British passport, and USAGE is convinced that he is a British agent. LED
requested an interview with PAPANACE, and POMACE has . agreed.if MABGARIT
thinks it wise. USAGE ls idea is that LEU should see PAPANACE and that
OAPANACE should convince him that he is a political dreamer who is not, and
has no ability to do . any actual intelligence work. LEU . is allegedly most
-intereated in finding someone who can give him the possibility of working
-through Maaedo-Rumanians in Greece and the' Balkans. Early this year LED gave

• Ulter POPAN. and AUNERver Agency A, $1400 with which POPO was to bring LED's
'daughter out of Rumania. The agent to whom this task was entrusted by POPAN
-returned almost immediately from the Hungarian border with a story that he had
• been caught, forced to hand over the funds, and then escaped. This story was

. s. made even less likely by the /act that during this exact period he bought a
quantity of forestry equipment. AMER and POPAN returned $700 to LEU and told.

• Um that when they sold the forestry equipment which they had impounded, he
• *mild get the rest back. Be is still waiting. USAGE suggested that we
,advance the $700 to LEU so that he can make the trip to Rome to see PAPANACE

• exedibe. convinced that PAPANACEliis harmless and inactive. I turned this down
And tad USAGE that if the British are trying to put LED in toudh With PAPANAGE,

• they will certainly see to it that he is not hindered for lack of money. LED
1112 interrogated by CICin Gmunden within the past few weeks. It appears that

•they wanted to arrest him, but were forestalled by his British passport. We
—7-win request a col* of this interrogation to determine their interest in LED

'.': and-what he said about MARGARIT. LED has appointed MARGARIT official repre-
sentative of the Rumanian Orthodox Church in the AMOtiCall Zone of Austria which:

_USAGE considers good cover'. USAGE suspects that LED voiced quapipions to CIC
..thet MARCUM might have communist leanings. This is a bit hard to reconcile•
with his appointment of MARGARIT as a representative of his Church in Austria,
.exWithe CIC report ahould clear this up for us. USAGE has had some doubts as
'to whether LW was really working for the British and thought it possible that
 he might really be a Soviet agent. The fact that. LED yenta to bring his

daughter out of Rumania and has not been able to do so has convinced USAGE
that LED is almost certainly not a Soviet agent. A gr. ATKINSON of IRO, Salm-
bnrg, gives LEV' money and medicines to help him with his church work.

6.. The political situation in Greece bears heavily on PAPANACE I s whole
net since the bulk of his lines run through that country. When I asked USAGE

•to :got down to caies and give me suggestions for the prompt activation of the
PAPANACE complex, he started al! by practically asking that we interfere in
•the Greek picture at the highest level. USAGE and PAPANACE believe that the
,cOntinuetpersecution of the gacedo-Rumanian minority in Greece will result in
. an uprising and that they will be labeled as communist by the Greek government,
: when and 'if this uprising occurs. USAGE maintains that the Greek government:

nT'
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would welcome trouble from this quarter since it would assure the flow of
funds from America to. fight what would be presented to the outside world is
a communist or communist inspired revolt. I told USAGE thitx move like this
as a preliminary to starting an intelligence operation was fantastic and that
we nmat go ahead with the operation taking care of individual problems arising
from the expected situation in Greece as they confronted us.

7. USAGE le plan for intelligence operation against Hungary breaks down
. into two large groups.

a.- The first, a long range operation, involves a sleeping net already
in existence which has between two and three hundred members (see
MGL-A-i3323, para.-1). We are to receive the true names of all these
peoplm,who represent -a tightly knit and well trained group. A large
Amount of.signil equipmentwill be necessary to equip the people involved

-.: inthisplan.

' b. The senond, an operationwhich should begin to produce intelli.6
.gence.elmoot immediately consiets of (see 1G1,-A•3323, para. 2) who work
with (EGL4.3323, para. 3). This group has an established line of
Coamandeation (MGL-A-3323, para. 4). These people have been told that
our nuLia interest is in political, economic and military information
and have Agreed to,concentrate on these categories. USE thinks that
A. total of 11300 ;sr month invested in this net and the long MO . /let .
in pars. a above, would . within a short time convince us that they are

.	 ..workable and produCtive :opportunities.

4:itim .Of . the above groups has at present or ever have had Any contact with . •
agennies • •

• • •	 • •	 . 	 •

.1

11.:::Whemove have, the complete plans froi DRAG for the Rumanian and 	:.
operations, it seer* to . me-that instead of breaking the pessibiiities.

into proj.ete or feeding money into then to be used in an over-allititir
Immmild do far better to select possibilities of particular intCreSti: .... ' •
.1.ap.exelnaatery'er .test eases, and later finance themes projeetalf

prOve,of value. In this way, we can test USAG3 I s Balkan peesibilitiel.:
•usiti.a. Candi,. and . do. it quickly. 	 •	 .
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