19 November 1946
MEMORANDUM POR THE DIRECTOR

 Subjecty

1. In & confersnce with the Executive feor Fersonnel
and Administration, the Chief, Finanee Divisien, re mtauvn
of Bpecisl Punds and the Gensral Counselts Offise, it was
considered desirable to diseuss certain bvasie prnblm son-
serning the treatment and handling of Special Punds owrssas

- with proper offliclals of the Genersl ascounting Offises Aecerd-
SR ingly, a sonference was held on the aftermoon. eof 1f Nevember in
¢ the O0ffice of the Gemeral Counssl of the Jemeral Asseunting -

~ Offios, with Mr. Fisher, Asaistent General Cowmsel, 64O . Mr.

Johnson, Assistant Chief of the Audit Divisiom, G405 Mr. MOlt.
- Ghief, Special Funds} and Mr, Houston and Nr. ‘Warnar of the
General Counselts 0ffise. The purpese was te ‘disewss twe

basio problems detailed belew: In ssch sase ths procedure

or thekry practised by Specisl Punds is contriry to normal
Govermment regulations, but in beth ceses it was felt by
representatives of CIG shat thesse practises and theories

were nssessary to operatien snd justifisbles in visw of ths
speoial circumstancss and the eentrols exeroiged by Spesial
Funds, It was felt that 1% womld be inadvieshile to st

a written opinion frem G40 or even a fim eral APPre" " the
most 1t was planned to sehisve was, by expleiming What 1al
Punds propossd to uMMtbyynponh 1%, to put the
office on record that it hed Rept the interestht Seovermment
office informed, snd seo to forestall m{ srittetem of bad faith
o: negligense in pauihlt futwre 1 sﬁw or spseial situs~
tions.

3. The firet pﬂhhﬂ dlsounsed ampmt She practioce
of oonaidering forelign curssnsies purchased by Speeial Funds an
"commedities® to the swwe extent as other preperty waed feor ‘
opsrational purposes. It was explasined that thess o
currennies are obtained in various end often devicus matgiers,
and, that while full sscouutubility Ls kept of the eventual

expenditure of the forsign vurpensiss, for prastieal yurpeses
it is desiradle to considsr the smerican m:w. used 1in the
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purchase as expended., This permita stoek-piling of reguired
foreign currenscies in all parts of the werld againat projected
operations. Such stock-piling is necedsary to service world

wide secrast intelligence aperations, the successful performsnce
of which requires long range planning and preparation. In
ordinsyy exchange transactions, the fereign surrensies would

be "money" as much as the dellars with which they are bought, -
but onss purchased and commitisd to future slandestine epera~
tions, they lose their exshangeability and becems, in efleet,
commodities which are carried ever for expenliiture beyond the end
of the fisesl Fear as are other commodities, and not oredited
bask to ths 5l1d appropriatien and sharged tc the new, ap dellars
would bs. Admittedly this in effeect supplements ¥he apprepris~ ‘
tion. Eowaver, it was the csusention of vepreisntatives of
010 that this u not objeotiunadle L1f good faith is mainbained,

1e0ys Just so long ss the smeunts nm-’a.ua v the supsessive
fiseal yosr are for the direct support of ng o definitely
foressesble needa. Mr. FPisher a that, whi.’u he had 2ot

given ths matter mueh thought, ht k4 bave ssawed that CIG
would have to stoekepils owrrencies m its eunfidantial spera-
tions, as it was obviously & necassary nove. He eshourred that
the quession of bad faith was the impertamt pom,. atating that
12 016 put in mom of & utmon dollars a b Lor purchene
of foreign currencies throughout the ysar snd Shen in Jwme, st
the eid of the fiscal yeal's Peported ten unxm, thay weild
immediately question tiue Iast repert on the unds of bed faith.
Mr. Houston, referring té Me. Eechols for m?‘mgtun, assured
My« Fisher that CIG would s> maintein its feoreign sxshangse -
sstivities that 1t could at ell times ahow thal the ourrencies
purchbased were for reasonsdbly foreseesble expenses of prejected
operatiens. It was Mr. Pisharts informal o --ns.on Shat sush a
shewing would be satisfestesy in ocase of gexerkl imvestigation,

or complaint on individusl Shems, snd that \mmn suoh beunds
ot good falth it would be proper to consider as expanded all
dollars sxchanged for foreign surrensies.

: e In cmﬁan with m: disoussion, n speeifls
cm e dinmm conomming an axesption taken by the Asecunts
Division of GAD to a report of miscellanscus receiphs made seome
months previously. In brisf, the situation aross bessuse Speocial
Punds had maés aotusl paymsnt in the local swepensy im Ghins of
cerfain voushered m.u tons.. The transsetions were reported




The Director B 19 November 1946

back on proper voushers, and Special Funds was reimbursed here

by vouchered funds in dollars. This smounted to a reconversion
of the local ourrency into dellars by Special Funds. Here there
was in effect & mere exchange transsction on the part of Speeial
Punis} dollars oconverted to forsign currency with the intent to
receive dollars sgain for tihls surrensy. In such an exchange
trausaction, any profits realized would be in fact an improper
supplement to she sppropristion. Under normal sirsumstanses any
sush’ profit wonuld be coversd fnto the Treasury as a nisssllanecus
receipt. Dws %0 the various mid often semplicated mesns by whieh
the foreign eurrsncy in questisn was precured, it wes found to be,
as a practical matter, impossible tc set a cost valwe en the

. ourrensies with sny degres of securasy, and it was esnsequently
equally impossidle to estimate ascurately the smount of the
profit involved. In orday to avoid poasidllisy of PP
supplement to the spprepriation, it was decided that the ful
apount of the dolle rs reimbursed te Spseial Funds, whish weas in
effect a reconversion, should be covered back into the Treasury.
This was dons, and profits plus cost were turned in as misesllane~
. ous ressipts. At the time the Lfirst repert was mede, the fest
and smount of currensy commedity assets in (hina were sonsidared
most eonfidential. Conssquently, the rspors te ths Yreasury of
miscellansous recsipts was made without detail other Shan
stavemens that 1t was the prooeads of & sales of a ceommedidy.

The Audit Division of GAO took an exceptien to the repert, re-
que sting furiher information. ‘

4, This sitiation was cutlined to Nr. Fishay and
Mr. Johnson. They exprexssd surpriss that the report hed bssn
made at all, inasmuch as had the money refunded bdesn spest fer
confidential purposes.they would never have besu aware of the
transaction. It was pointed out that there was slways Whe
pessibility of an investigasisn of the hendling of wavoushersd
funds,; ir which event GI6 wished to be in a position t& shev
that, insofar as 1t was cperationally pessidis, no differense
was made ia the vae of vewshared and unvouchersd funds. Inas~
muol a8 voushersd funds would peport relit on exshunge Srans-
actions, unvoushered sheuld do lIikewise, in order e ferestell
sny oleism that the spprepristion hed besn supplemsnted in an .
taproper snd unjustifisd mamver. Mr. Flaher thought Shat
perhaps Special Funds had leansd over backwards In this satber
but oertainly sav nothing shjestionsbls from the GAD pelnt ef
vieow; snd Mr. Johnson staisd theat 4f we wenld welke & u&mw
written eaplanation dimeesly to him with referenss to this
conversasion, he ocould arrange %o take vere of the exception.
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Mr. Fisher expressed surprise that this matter hed been
considered so confidential in view of the fact, as stated
sbove, thet he had autamatiioally assumed an intelligenee

agency would have stoeck<piles ¢f foreign ourrencies. It

was oxpleined that it was not the exiatemoe, but it was the
amounts, wherssbouts and uses to which put that might be ex~
posed in any voucsher explainimg such a transssction. It was
agreed, howewyr, that on past Sranssctions the securisy prob-

‘Jom was redw to the extent that CIG would be able te satis~

£y Hr. Johnuﬂ on any npu,tuo una that arese.

&. The assond basioc predlam d:lnm bhad te
do with the tveatment of dellar advances sent oversses either
for expendituis es dollars or for later conversion inte foreign
currency. Thése dollar siivenses weuld be made by any of three
agent~cashiers in this country te disbursing officere of
missions or % individuals oversess. BEach agent~cashier is
bonded in the smount of $§00,000, and cen requisition funds
from the Treasury enly te the sxtent of his bend. When the
agent~cashier sends dollars oversess, in strict theory he 1is

making sivancss to be sscountsd for later. If they ade trested

msrely ss advanees, he may not request reizbursessat firom the
Treesury until he has completed the ascountings, unless the
Treasury wore willing to allow weth sgent-sashier $o carry
huge outstanding mmn far in excess of his bend. It was
stated to Jir., Fisher and Mr, Johnaon that the desirable
procedure would de to tm overssss doller edvanses, fer the
pm-pau of repleniabment §¢ wmm.m only, as sodunl
nutma. Thus, il one apent-cashier had forwarded kia
$800,000, he would suinli a voucher fér ths Direster's
umatm m% the funds s;mxm had heen properly expended
for confidential mpnm ke vonehwr would be sscepbsdle

% Mre Brennsn of """.ummm.wmmd
- thereupon advange WM to the agent: ¥
full -extent of his $200,000 bond, It was made mu aZenr Shat,
48 upite of ‘this precties fer: replenishuent purposes, Mu -
apocuntablility resords ars nmnmd ot m Sines en

o Al -

dollar edvanses, »0 that the
the same lzformatlion as if the d.o
reapecta mmm as ulvmm

6. It was mmm pelnto& mt ma ruom were
raintained which weuld uau«- at the end of the fissel yesr

TOP-eeme
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the amount of ousstanding dollar advences overseas, and this
smount would be eredited baok to the old sppropristion and
charged to the new, so that there weuld in no way be a
supplenentation of any yearis appropriation. It was felt

that this year-end sdjustment obvisted any claim of bdad faith.
Mre Fiaher asked how this reimburssment of sgent-sashiers Md
been handled in the pest. I% was atated that the procedurs
outlined above hed, in fast, besn used. In view of m" Xr.
FPisher sald he would advize that 010 sentinue to wes Shis
practise until such time a3 G40, for one resson. or another,
night request that the prastise eedse] he turned %o Nr. Johnsen,
who said that that would be hia advies alse. Re did not state
that GAO0 would, of its own wsiitien, request CI0 to change 1%s
prastice in this matter, but said it was always peesible that
iavestigation or some spesial incident might cempel them to
require different handling, It was pointed out by the GIG
representatives that the prepesed prastice sreated a teshnioal
inagsuracy, as the Direcstor wuld be serti te tlw expendi-~
ture of funds whish, in strist shesry, were . advansed.
Howevar, these asdvenses wers made net as gensral advexses,

but were for sxpenditurs on spessific prejests sppreved in
advance, and if not so expendsd, wers brought bask in 4he
eppropriation. MNr. Fisher ssid that i suwh veoudiers were
acospiabls to Mr. Brennan, his advies was to continue 4he
practice as ons neeessary to sarrying oa opsratioas.

Te It is felt that the discussion of the twe prob-
leais, as outlinsd shove, ssrved ihs desired purpese. @I osb-
tained the Denefit of the advise from thoss offfeials Lest
qualified to pass on such gusations. No official ruling w
opinion was odtained, and the attitude eof Mr. Johnson and
Mr. Pisher, whils sxtremsly Iriendly, showed that offfietal
rulings might well be adverss o the needs of 0I3. n»w{h
the dissussion was uwnoeffielial and off the ressord, it 1a feld
that a frank dissussion of such fundmmental problems wish the
Gensral Accounting OLfies indlsested the geod faith of those
in shargs of confldimtial fwrds,; sand thus not only fowestelled
possible future eriticism Wit alao sided the slresdy friendly
reletionships with the General Acoounting Office. In this
souneseation, Nr. Fisher sild he was surs further offerts would
be made to investigabe past intslligenss sonfidsntisl sxpendi-
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tures, but implied that the pressure would come from Congress
~ and not his office. He stated, as was well known, that Mr.

Warren, the Comptroller Gensral, was oppesed to the use of
confidential funds snd they would be ingressingly hard to ob=
taln. The CIG roprcuntnt.tnt stated shat in case GAD hed
any specific imquiry it was felt that satisfection eculd de
given without impeiring the sesurity of the eenfidential
sxpenditures, and that if Mr. Werren or his Sesignes wished,
CIG would be glad to digenss its aystem of rcguhnou and
controls over the expendisture and sscounting of unvoushered
Lunds.
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