1.

19 Sovenber 1946

In o conference with the Eueutiu for Personnsl

and Administration, the Chiel, Finanoe Division, representatives
sf Bpecial Funds and ths Qenaral Counssits Office, it was
' nnsutm ‘desirable to dissuss certain basiec problems oon-
the treatment snd handling of Specisl FPunds owrsess

with proper officials of the General ascounting Offiee.
s & conference was held on the afiernvcon.of 12 November in
ffice of the Gemseral Younssl of the Genewal

ff‘@;;_;w;”, with Nr. Fisher, Assistent Genersl Cownsel, GAO3 -
, Assistent Chief of the Audit Divisiod, GaA03 Mr. loholc,

M‘fo

Gmnl Gounnelts 0ffise. The purpose was to'diseuss two

rehlems detatled below. In each case ¥he prooedurs
' mnudbysg:. Punds is eontrdry to normel
Sovermment regulatiens, in

am;mmm-unmn.morm

both cases it wWas felt by

representatives of CIG that these practices and theories

DAISHSArY
m.ul “Hrowmstaness and

.

’a written epinien from

‘to operatisn and Justifiable in view of the
¥ sontroels exsroised by Spesial

Xt was felt that _ﬁi ‘wopld be inadvisadble to requsst

nist it wus

m.mpendtodomdmthupropou&uhit.Goputthe

[ 8 even a firm oral spprovalj the
{eve was, bY axplaising what Special

to

offioe on record that it had kept the interestpd Govermment

offics informed, snd so to forestall eny oritiolasm of bad faith

Aocord-

or negligemee in pessible future hnuug:tuu or special situs-~

tions.
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2.

The first prcb.'!.on discussed conou-nod the practioce
of oconsidering foreign cuwrrencies purchased by Special FPunds as
"commodities” to the same sxtent as other property used for
operational purposes. It was sxplained that thess foreign
currencies are obtsined in various and often devious mamners,
and, that while full ascountability is kept of the eventual
sxpenditure of the foreign surrencies, for prastical purposss
it 1s desirable to consider the American dollars used in the
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.. would be. Admittedly this in affest supplements the
tiens. However 1t'utho¢ 2
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; ase as expended. This pemmits stock-piling of reguired
oreign currensies in sll parts of the world ageinst projested
operations. 3uch steck-piling is neosssary to servise wirld
.wide seeret intelligence aperations, the suscessfyl performance
01" th!.ch requires long range - and preparasien. In
exchanges transsctions, the fereign surrensies would
bt '-onq as mush as the dollars with which they are bought,
but onss purchased and committed to future clandestine spera-
tiens, they lose their exshangesbility and bonni. in offuct,
_sommodities which are carried ever for e ‘beyond the end
.-0f the fiseal year as are other ecommodities, &nd nobt
'buktoth.eld sppropristion and eharged to th.mv P

__"u.ca of npnﬁuhqu o
Grd thet this {s not objeotlium ; - madivalined,
L1+8ys Just so long as m,mu m.k-'pnu Loz m supssssive
fiscal yesr are for the e dotln.tw
foresseadble needs. Mr. ﬂ.ﬂar a% t, wiile he hnl

given the matter mush thought, hs bave dnsumed that 010
would have to stock-plle ourrensies for its sunfidantial epera-
tions, as it was obviously & Necessary move. Ne senswived that
the quastion of bed faith was the important pom. stating that
1£.0IG put in reperts of s million dollars s Mm
of foreign currencies at the year and then in June

the exid of the fiscal yut'. Peported ten millisn, 'uid
immsdiately question tiue last Teport onm the grounds of bad feith.
Nr. Houston, referring to Mr. Eehols for confirmatien, asswred
Mr. Fisher that CIG would so maintein its foreign ssshumge
‘uotivities that it could at all times show thab the
purchased were for reasonsbly foreseesble expehses of pre. Jum
operations. It was Mr. Pisherts informel opinton that sash a
showing would be satisfactory in case of gensral imvestigation,
or complaint on {ndividual items, and that within sush bounds
of good feith it would be proper to eonsider as expendsd all
dollu‘s exchanged for foreign surrensies.

: 3. In conmection with this discussion, s spesific
case was discussed conoerning an exception taken by the Ltnunts
- Division of GAD to a report of miscellansous reseipts made some
months previously. 1In brief, the situation arose dbecsuse Speocial
Funds had made actual payment in the local surprensy im China of
certain vouchered obligations. The transsetions were reported

TOP-secqer
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back on proper voushers, and Special Funds was reimbursed here
by vouchered funds in dellars. This mut‘d to a resonwversion
of the lecal currency inte dslilpws b ~there
was in effect a mere ¢ T
Pands} dollars converted $6 to”i.ﬁx ' - wi
receive dellars again for'dhis in such an
transaction, any profits réslised woul bt in fast an S:pmw
supplement to the sppropristisn. Under normal sireuwmstamses any
sush’ profit would be covered into the Treasury as -t-u’umou
receipt. Dus to the variocus and eften mum whioh
the foreign eurrensy in question was proowred, it wus to be,
as & practical matter, ilpultblo $o pet o t valwe on the
currensies with eny degreh of 4 > and - X was eonsequently
equally impossible to estimats soourately ¥he smount of €he
profit involved. In ardar to avoid £y of -
supplement to the appropidistion, it was desided that the
apount of the dollars reimbursed to Spesial Punds, whieh was in
effect a reconversion, should be covered bask iito the Treaswury.
This was done, and profits plus cost were turned in as misesllane-~
- ous receipts. At the time the first repert was mede, the fast
snd smount of ocurrensy occemodity assess L Ohlna were sonaidared
most confidential. Comqluuy “$he . Fepois-te the Sremsury of
miscellansous receipts was mads ﬂ-&m detall) other than the
statemsnt that it was the procssds ¢f & sals of a commedity.
The Audit Division of GAO $00k en exceptien to the repert, re~-

Nre

questing further informasion.

4. This situation was outlined h m
Mr. Johnson. They expresséd surpriss that the NM had been
nadoutm.huamhumm-o:zn 1d deen spent for
confidential purposes they wewld" hqve Veen aware of the
. transaction. It was pointed omnd ‘thal 4bhsrd was alweys the
possibility of an investigation of the’ hand.lh‘ d‘ mmod
funds, in which event CIG wished to be in a tion to show
that, ingofar as it was operationally possid no differensce
wes made in the use of voushersd and mvouo_hond funds. Inas-
much as vouchered funds would report profit on sxshange trans-
actions, unvouchered should do likewise, in order to forestall
eny claim that the approprietion had been supplemsnted in en
improper snd unjustified mamner. Mr. Fisher thought that
perheps Special Funds had leansd ovér backwards in this matter
but certainly saw nothing objectionsbls from the GAO point of
view, and ¥r. Johnson stated that if we would make a very brief
written explanation direstly to him with reference to this
conversation, he could arrange to take care of the exception.
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Mr. Pisher omnm cw that this matter had deen
pmuoru so:sonfidentisl La m-_at the rm; u stated

il g ‘fTereign ow aion. It
wad oxpleined: that 1t m m uu oxs.-atom ttt .tt was the
amounts, whes g W ; ; M might be ex~

guech a t» mm:.on. It was

5
€8
»
. B
i

g..ﬂgm.ml that on past: Pransactions the ssourity prob-
‘Ton was redwoed S¢ the extenlt Abat CIG weuld bs able to satis-
£y Nr. Jehnson on-any ' Wu that eross.
e The sl hfm: problem 4isousssd had to
do with the trentment of ar afvances Bent overasss elther
for expexditure us dellara mt for later sonversion inte foreign
pisys  Thése dollar o "tnut»aw(ob:wor thoree

Py “be ummng officers of
5 SVEPes! Reaoh sgenbd~eashier is
R, m oan roquatnoa funds
WM of his bend: When the

making aivencss %0 bs ssecumtsd for later. If they are treated
nerely a8 mmu. he uwM’qunt reisbursemsnt firom the
5] has #%ed ‘the asocountings, unless the
te Silew-wedh sgeut-sashier to carry
M:« 1p excsss of his bend. It was
tw the deuirable

cxponnm Thus, n'm snt- '

rull §200,000, he weuld submi® ‘s wvoucher for the Director's
signature that the funds mxm had been properiy expended
for confidential purpeses: - ﬁ!- vousher would be asceptadble

to Mr. Brennsa of ‘the Trexiury as an asoounting; and he would
thereupen advance further fumds e the egent-cashler to the
full extent of hias $200,000 bond, It was made quite slear that,

4n spite of this prectiss for replenishment purposes, tomplete
ascountabllity resords ars saintained at all times on these

dollar sdvanses, 8¢ ‘that ths sgensy records eventually produce
the ssme information as if thé dollar transfers were in all
reaspects treated as uvanu;.

6. 1t was Mthor pointed out that records were
maintained whieh would indicate at ths end of the fiscal ysar

v
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the smount of outstending dellar advances overseas, snd this
mmount would be eredited dask to the old appropristion and
to the navw, #0 that Shere would in no way be a

~ suppl tation of any year's sppropriation. It was felt
that this year-end sdjustmsut obvisted any claim of bad faith.
¥r. Fisher asked how this reimbursement of sgent-sashiers led
besn handled fn the past. It was stated that the prosedure
oustlined ebove had, in fast, Deen used. In view of this, Mr.
¥isher ssid he would edvise that 010 sontinue to use this
practise until sush time ad G40, for ons resson or another,

- might request that the prastise ceese] he turned to Mr. Johnson,
‘v sald that that would be his edvice also. He did not state
that GAO weuld, of its own velition, request CIG to change its

S gy pta. Ain this matter, but sald it was always possible Shst

tige tion or  gome spesisl incideat might ocompel them to
: 5{: : ' T8 was peinted out dy the 601G
mruonhtlvu tilt the ‘Jreposed prastice sreated a teshniocal
insssurssy, as the Dirseter would be sertifying te thw expendi-
ture of funds which, in striet theory, were only advansed.
Howevar, these sdvanses were made not as general advanses,
but were for expenditure on spesific prejecss approved in
sdvancs, and il not so expended, were brought baok in the
aypropriation. Nr. Fisher ssid that if sush veuchers were
ssosphbable to Mr. Brennsm, his edvice was to contimue the
prastice as ons nsesssary to sarrying on operations.

© Te Xt is felt that the discussion of the two prob-
lems, as cutlinsd adove, merwed the desired purpose. §Ia@ odb-
tained the benefit of the advice from those offieials best
qualified to psss on such yuestions. Xo official ruling or
opinien was obtained, and the attitude eof Mr. Johnson and

Mr. Pisher, while extremely frisndly, showed thet offielal
rulings might well be adverss to the needs of GIG. Although
the diseussion was unoffieiasl and off the record, it is felt
that a frank dissussion of such fundsmental problems with the
Gensral pccounting 0ffice indicated the good faith of those

in oharge of confiddmtial funds, and thus not only forestalled
possible futwre critiociam but also aided the alreasdy friendly
relationships with the General Apeccounting 0ffice. In this
esonnection, Mr. Fisher said he was sure further efforts would
be made to investigate past intelligence confidential expendi-
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tures, but implied that the pressure wuld coms from Jengress
snd not his office. HNe stated, as was wall known, that Mr.
Warren, the Comptroller Gensral, was opposed to the use of
sonfidential funds sad they would be insreasingly hard to ob-
taln. The CIG representatives stated that in case GAD had
any specific inquiry it was felt that satisfaction could be
given without impeiring the security of the cenfidential
expenditures, sand that if Mr. Warren ar his designes wished,
10 would be glad to discuss its system of regulations. snd
:ontrols over the expenditure and asccounting of unvowshered
unds.

Genersl Cowmsel
COXCURRED IXK BY:

“Chiel, Speclal Munds

ASS1aRaAt General Counsel



