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fli ,; hts dur i n~ th~ next 6 ll tOilth ::; h0'J···n t o dc l.1 y il~ .. 1ki ng s<.:lH~· d nlr: •J 

c.:1s h d e po sits and finn c omudt.uu..: n t s f o r c hitr l ecs. Nonncllly, ft·o;n 

Fc b cu.'l.cy thJ·ouqh H.1y i s a ti 111c o f s ubsl.lnt i a l t.:u :-;lomQr d c:pos it 

buildup against futu1·e p .1ss .:, ng~t" ch~ rl e r s. 'J'hese de-pos it Jt,onie s 

were .cclied upon in Univer s al's forc ca~ts t o provi de f o r r c pa.ymt ... .,t 

of cu r r e nt obligations . 

As Pr esident of Univer sa l r found it ncccss.uy to spe nd 

virt ually the lat t er half of Februar y and first ha l f of March 

in lva sh i ngton seeking to e xplain Un i ve r sil l' s d!!lir:ate posi t ion 

t o Fede ral agencies, the Wh i te Ho use , and interested members of 

Congress i n the de sperate ho pe tha t o ur appea l would be give n 

fa vo rable consideration fr o1n ,,•hat ca n o nl y be described as a 

de ath dealing decision by t he C. A. B. 

Un f ortunately, the il bovc ef f or t s took t. itn0 .,nti 1Jniv0o;,,l 

simply did not have the liqui d i t y to surviv~ Lh~ r~p idl y esca lat in g 

and c ompoun_1ing events whi c h l e d the c'omp;,ny Lo suspc·ncl ope ra tion s 

on ~1.; y 4, 1972. One day l a ler the C. A. B. , ~s a res ul t o f Lhc 

Pr e s ide nt directing that Universal be give n re newed t r a n s atl anti c 

au thority, announced that all 6 tr cHH.>i, t l n n t i c supp l u u~c nlal 

ca rri e rs would hav~ their t r an s atl ant i c ce r ti f icalcs r c nawcd. 

1 
\ 
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Senator Ano1 i!EZK . The next witness is :\Ir. Robert Ronsselot., Grey 
Oaks Ranch, I \· a goner, Okla., formerly vice president of Civil Air 
Transport, fo l'llterly president of Continental Air Services, and 
formerly assistant to the president of Continental Airlines. 

Is Mr. Rousse lot here? 
If Mr. Rousselot is not here, I know Mr. Fletcher Prouty is prob­

ably here. 
We \Vill take your testimony now, Mr. Prouty. 
Mr. Prouty, you have been sworn, and I see you have quite a long 

statement. 
Are you able to summarize that, or is it necessary to read the 

statement? 
Mr. PnouTY. I think I would like to read it . I wili move right 

through with it . 
Senator ABounEzE: . .-\.II ri ght. 
You may proceed. 

TESTIMONY ·OF FLETCHER PROUTY, 4201 PEACHTREE PLACE, 
ALEXANDRIA, VA. 22304, FORMERLY MILITARY OFFICER, RE­
SPONSIBLE FOR LIAISON AND SUPPORT ARRANGEMENTS BE­
TWEEN THE AIR FORCE, LATER THE DEPARTMENT OF DEFENSE, 
AND THE CENTRAL INTELLIGENCE AGENCY 

Mr. PnouTY. Thank yon, l\Ir. Chairman. 
I would like to C'Xplain too that this is n summary more or less 

of a certain period of <'Xp<'riences I hncl with the Defense Depart­
ment for over 20 years. 

The last 9 years of those I was in the P entagon, essC'ntially the re-
sponsible officer for the'. duties I am talking about. · 

Primarily they W<'l'C in connection with the military support of 
certain activities of the CIA. · 

It is important to kwp in n1incl, dming all of those y<'ars, and I 
presume it is true today, that elanclC'stinc activities of the U.S. Gov­
ernment must always be carried out in such n. way that the Govern­
ment may disclaim plausibly its actions. 

When anyone carries anything out with that purpose ahead of time 
that he may have to explain plausibly what he is doing. This be­
comes a enplwmism fo1· what yon nncl I might call "bC'incr prepared 
~o tell a li<•." So many of tlw ·thing-s clone in this pc1·io<l"'were clone 
m such a way that they han~. b<.>comc rather obscm·<'. It wonld be my 
nttempt today to speak about this area of operation, which affects 
many small airlines, many large airlines, and as a matter of fact, 
manufacturing companiPs as well ns airlines. It was done in this 
manner, so they nt>ed n bit of explanntion. 

An understanding of the role of the CIA and of its numerous 
proprietary companiC's cannot be obtainPd from n simple stndy of 
those proprietaries alone. · . 

The CIA's proprietaries nrc dPeply involved with the Department 
of DP.fcnS<', They are im·oh·t>cl with other d<'paJ·hncnts of the Gov­
emment1 and they nrc ilwolved with many other gov<'rnments. 

In some case's the relationship is very complex. The CTA mny 
have a military 1mit. whi~h is a rover nnit nne] thn t. nn it. mn.v drnl 
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with a proprietary which iJ t .11 1 company The ]eO'itimnte 1 urn '~' 1 c. C'al with some legitimate 
~ private' firm 01r:" with th~0nbr?1 ~': JII t~11 n.k that it .is. dealing ~ith 
IS involved. c Jtectl) "here a m1htary contract 

In another case a CI ·\. pr : t . 
DOD and will ut.ili tl t opue. ary may g:un a contract from the 
the same time to se~~ice'~tlcOJ.ltrnct .to .service the l!lilitary and at 
companies will not 1 let comp,mles. I~! so do1ng the private 
not the DOD. mow that they nrc clenhng with the CIA and 

In another case a CI :\. . : t . 
to get somethin from thep~ptle nr): may use Jts CIA connection 
O'et thereb cr ·g· 0P winch other companies conld not 
doi;lg this ~e~f~~l!I~~ a competl.tn·e n.ch·nntngP O\'er the others. In so 
stroy the competitio'J[ be used mtentwnnlly Ol' unintentionally to de-

And then in certain rare c b t · 
an outside com nses, 11. 111 some _most important cases, 
tnry It mny 1 pnnytiln.ay !!cam thnt Jt has b(•pn outbid by n proprie-
' · " earn us t 1rou"h its o · 1 · 1 · . may acquire such kn r] 1 of. · "n < C'\'ICes aJH contacts or· 1t 

knowledrre of such o~' .er.ge tom n lnw.ycr who has had special 
that if i't doe :ctlvttJ. In that case tt may inform the DOD 
whistie This~ I~ot t-oe,~ an. equal ot· ~ettcr contract it will blow the 
The out 'd Yl e of n:ltJOna] Sl'<:tll'lty" blac·klll:lil is lnost. pffective 

st c company will rret a co t . t , 1 tl . . 
use that 1 · 1 f bl 1 · o · ' 11 1 nc ,me H'n may contmne to 

CIA' nne ? ac email year after year. 
nctiviti:.sp;:~i~~~~~~~~~usiness is ~'.er.~ lni·gl> Some of i:s proprietaries' 
for the CIA d . 1 deeply" Jtlun ma.JOI' com paniC'S which cover 

Tl . 
11 

an 111 retum get favors anll insiclP ·1ss'1sta' liCe 
liS con c well b tl b. . . . . . . 

the search into e. Hl ~II Jc>Ct of a <:Onlpletc study, Even beyond 
does '~itll th . ptlroptl'Jetane>s the study coulcl look at what thC' CIA 

e ra ler nrrre sums of mo , I . I . 
proprietaries. o neJ ""IIC l It cams from these 

ve~~~s ~~\uses a "str~et" name and buys 1111<1 S<'lls as other biO' in-

mo:Jly nssoci~t~~t~.ifl~ tf1~ect\i~t,;§~~~-~\~ 11;,l,le street name most ~m-
Fnnds of th1s nature nrc of . · t F 1 1 subject to the usual co t . 1 l-Im se 110 '~( ern funds and are not 

prietaries ·we l t ~to s. uge sums arise from the sale of pro­
sale . . co no now ~vhere they go, nor do we know if the 
nrrn~;e~~:~.bona fide separation from the CIA or just another cover 

Fe~lpe e~pLl-\. dhepends upon some of thcsC' funds for alnundeJ'C'Cl'' money 
e ave ever had n renl oppo ·t 't t 1 . 

CIA utilize's money Tl CI \ t 1; •1
1 ttnl .V o '!nc erstnncl how the 

without the nctuni ~xp~~lclit.ur~c ~ t l:lt "t"<'Y \\'Ill ~my'! mnny times 
provisions of the Nnti 1 E 0 nne s. t mnkC's hbernl usc of t.he 
to acquire o-oods a dona . JCOJfomy ..:\r.t of 1D:J2 as amcnclecl in order 
nominal cost Tl "n ~ervJce~, rom other ngPncirs at no cost or at . 
involved . . l't~i ~wnzontnl .mo,·cmcnt of IIHllll'Y where t!te CI-\. is 

I 
Is a I c. mown speCialty. · · • 

n order to provide some bn k : 1 f 1 . . worthwhile to . 1 c gJ otmc or a 1 of tlus It mnr be well 
lntionshi and provic e ~on~e background about the DODiCIA re­
afTnirs Iris a It~) rolef WJthJln th~ Go,·ernnwnt, inclnstry nnd forei!!Il 

ll f. • . ra Jer 011llll n l'l'llng~ment • . b 

e ore 1955 the US Air Fo. -1 l 1' 
port of the cl~nclesti~e · t' ·r Jcef 111

1
c n. P0 1<'.\' fo1· prodcling sup-

infMn•nl H "'''"' J,nrMl .. ~.: .lVJ ~('~, 0 t, ! 0· ,C!.~: . J!~lt it \\'HS relatively 
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In August ,, f 1%:>, I wns clircctC'<l by the director of plans, Head­
quarters USAF' to assemble all pertinent files and records and to 
clraft ~~ formal set. of policy papers for the special support of the 
clandestine activity of the CIA. I had participntNl in clandestine 
nctivities, of :t minor naturC', dming '\Yorld ·war II and was in­
volved in certain activities in Saudi Arabia! Russin, Tnrlcey and 
had been at the Cni ro and Teheran Conference'. Dnring the Korean 
war period I \\'as the c·ommnnder of the air transport unit which 
was responsibl e for certain operations throughout South Asia among 
them providing support for the CIA in Inclin, Thailand, Vietnam, 
the Philippines, nnll Okinawa. I hall background for this special work 
before 1955. 

I was able to assemble a rnthrr voluminons filC' elating from 1946 
nnd 1947 through 10:'\:'i. Some of thC'SC' papers wer~ in _the hand­
writing of G0nernl VnndC'nberg who had bC'en Chief of Staff of the 
Air Force and who had UC'Cll the Director of the Cl'ntral Intelligence 
Group before the creation of the CIA. In other words, there is a lot 
of this that was done with personal papPrs, because thC're were rarely 
many copiPs. Ot hPr pa pcrs were t hC'. origin a 1 ?\SCTD's elating bnc.lc 
to the forties ancl by far the most important paper was the repott 
to President Truman on tlw CIA, clatccl .Jnnnn.ry 1, Hl49, made by 
Allen '\Y. Dulles. ·william H . .Jackson, and Mathias Correa. Later 
directives were somC' in the handw1·it.ing of Presi<l\'nt. BisNlhowur. 

One of the most pertinent of these papers was a long letter di­
rective signed by the thC'n Secn•tary of Dcf0nse Louis ,Johnson, in 
1949 which C'Stal.Jlishccl DOD policy for the operational and logistics 
support of the clandestine activity of the CIA. 

Please note this nse of words is to differ0ntinte the clandestine op­
emtions of the . CIA from its Int0lligencc mission which was not 
given this special stntns. The principal point of the Johnson di­
rective was the DOD would do everything possible to support the 
CIA, bnt only aftC'r it. has been ascertained without doubt that ap­
proval for each project. had been granted by t.hC' NSC. and then only 
nfter the CIA hacl agr0ecl to reimbnrse the DOD for all out-of­
pocket. eosts inl'ident. to such snpport. It. also anthorizC'cl 0lahornte 
personnel support of the CIA on an assignNl and attached basis. 

National policy requirC'cl that no clandestine operation would ever 
be undertaken which conlcl not be plausibly disclaimed by the U.S. 
Government in the ev0nt. of fnilme or compromise'. As n. result all 
clandestine op0rntions were dC'signecl to be small, \'Cry closely held 
nnd whenever possib l0, one-timC'. 

Needless to say, nltho11gh my visible role was to provicle military 
support for the clandestine oprrntions of the CIA, my real role was 
to k0ep the military informed of what was b0ing clone in this rari­
fied atmospherC', its cost ancl to 0mphasize this J'CCJilircment. for the 
ability to plnnsibly clisclaim any operntion which involved military 
support-at a 11 timC'S. 

With all of this material nncl with the assistance of scll'ctecl offi­
cials I wns abln to pre-pal'C' a draft for support. activitiC's which was 
ready for air stn IT coordination. The report. was nhout. :'iO- to 60-
pnges in length allfl was coclPcl TA TI-Ci. Tt was coorclinntNl through­
out thC' Ai1· Forcr in fht\ Stair!': lllHl O\'C'l'S<'ll!'i anrl. in aclclition to ~ar.h 

; • . 
. '· 
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TAB-6 matters .. Gen. Thomas D. ·white was Chief of Stuff of the 
USAF at that ~1me and my. boss was Gen. Richard Lindsay. 

When the Au· Force policy had been mncle official it wns ar­
ranged for me to meet with Allen Dulles and his deputy, Gen. C. P. 
Cabell. They arranged for me to h:\\'c a \·erv thormwh nncl con­
ti~ming .briefb;g on all CIA matters involved. the CIA"'wns pleased 
With tlu.s policy and Mr .. Dulles suggested that there be a single 
focal pomt office on the au· staff. Tlus was my office nnd I was its 
chief from 1955 through 1960. · ' ' 
I~ ~95G, . All.en Dulles arranged for me to travel around the world 

to VlSlt Jl co~sider~ble nun:ber of his overseas oflices in the company 
of one of Ius officials. Tlus was my first offici al \·isit to a number 
of these places, and I went back to many of them clminrr the next 
Bynm b 

In 1960, at the request of th~ Secretary of DefC'nse~ Thomas Gates, 
I w~s trans~erred. from the An· Force to the Office of Special Op­
eratiOns. This semor office was responsible for nil contnct between 
the CIA and DOD, among othe~· things. At that levrl I performed 
much the same duties and fnnctwns thC're as I had <lone in the Air 
Force, only then it was for all services. 

After th~ Kennedy inuugnmt.ion I continued to work in the office 
of the Secretary of Defense, nob McNnmarn, fot• about 1\, J'PHI' \tntil 
Gen. Earle Wheeler, who was then the DirC'ctor of the .Toint Stnff 
suggested. that the military .support of the CIA might best be plnced 
on the Jomt Staff level. This request was gmntC'd and in 1962, I was 
t.ransf,.r.rred to the J?int Staff ~nd pr?vided with n Navy nnd Army 
counterpart ulon~ With secre~anal asststance. My first duty there was 
to draw up a Jomt Staff pohcy paper very much like the one which 
I hnd crea.ted for the Air Fore~. This wns 'done, and it wns approved 
by t~e C!uefs of ~taff nnd offiCially "Heel Striped". An office similar 
to mme m the Jomt Staff wns established in most major commands 
overseas and. in the .Arm):, Na\:y, and Air Force. . 

In the 9 years which tlus penod spanned mnny of the thmrrs which 
have now become quite well known as "CIA activities" 7nenninu 
clandestine operations ruther than intelligence chores, t~ok plac; 
For. exa~ple, the. very first meeting which I attended with CIA, 

. offi?Ials m 1955, mvolv~d the origins of the vast P2V-7 program 
wh1ch became a worldwide ELINT, radar nnd surveillance project. 
The Indonesian project, Tibetan programs, nnd the Ray of Pirrs 
program and many others all got theii.· first military support fro';n 
my office. 
. Gradually a syst.em developed which resulted in thC' DOD being­
I~ effect-:-a propnetary .rartner of the CIA; This became n. par­
tJ~ularl:y Impor:f:ant actJ~~tJ: .. For exn~ple, pnvnte companies which 
d1.d busme~ .with these . m1hta_ry" nmts thoug-ht thPy were dealing 
w1th the m1hta~ when m re.aht.y they were dealing with the CIA. 
In some cases th1s led to maJor contracts and in certain cases these 
contra~ts were let without the customary and required bidding or 
nmendmg procedures normal to the DOD system. 

Of course, in keeping with the old directi\·e promulgntecl by Sec­
retary Johnson and updated therenftm·, the militnrv sourrht' reim­
bursement for all funds expenrlerl. But in some cnses · rlue t~ secnrity 
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precantionc I hey did not know what had taken place and in others 
they could 1··>t take adion without. exposing- the CIA. Some com1wti­
tive, nonpruprietary eompnniC's learned about this system nncl took 
advantage of it .. They used this quiet undercover relationship for 
leverage. As small companies learned this, lnrgC'r ones clid and this 
got to be quite widespread and led to 11 most unique method of pro­
curement. 

In another twist of this process the CIA would pnt its own agents 
into "military" units and in some cast's woulcl have them recalled to 
nctive duty so that they could serve in uniform with rank. Then the 
CIA would ask the Defense Department to reassign these people to 
other jobs with other FC'dernl depattments and agencies or even out 
into industry. Obviously the gaining organization did not know that 
the DOD was serving as a proprietary of the CIA. 

This led to many rontp 1 il'atr<l si! tmtions C'SJWcin lly whrn a CIA 
agent, WC'nring the uniform of the Arme<l Forces was given a re­
sponsible job in the F"\A or other snr.h poli<·y making organization. 
This got c\·en nton~ <lrrp-rootNl aftC'r the original <lcep cover as­
signee was replaer<l and nnothC'l' took his place. ny thnt time no 
one wonl<l know !hat the original slot. had bPen c.reatecl for the 
CIA an<l tlw llt'l\' itWllntl><·nt. wo11lcl be <·.omplPtely nni<lentifiable to 
an.vone ns tt C T A ag<~ nt. 

This rNplii'C'<l rlalJor:)te lllotH'}' anangcnw.nts which my office was 
responsibh~ fot· arranging. The salary such pPrsons ch·ew from the 
military wonl<l he hlankC'<l ancl the man wonlcl t.nrn in his militnry 
ch_eck. He wonlcl he pai<l by the CTA nnd th~ militnry wouhl he 
reunlmrsed-on pap<'r to kePp the rC'corcl clear. Then it became more 
complicated when the incli,·iclnal wonlcl tra\'el on military orders 
and incnr expens('S against the DOD nll o\·er the world. · 

In many cases \Ye wonlcl keep three filPs: The individual's. his 
CIA file anrl his military file. '\Ve \Yonld do onr best to keep them 
all Hp to date nnd to plng the holcs. '\Yith all this activity it was 
inevitable t.hat. my office wonld become increasingly invoh·e'd in the 
CIA proprietary progmm. "'n hancllr.d hnndi·Nls of contn.cts wit.h 
companies of nll kinds. with aircmft companies, with airlines, with 
maintenance org-n.nizntions, with brokm·s and Hni\·ersitiPs, with sub­
contractors nncl with innlllllC'rable small deals of e\·rry kind. 

.Ont of nll this came the "Air America.!' PnterprisC's. (Air America 
Will be Hse.cl here gcnrrically,-) Actnally thC'rc is a whole hierarchy 
of compnmes mHlC'r thC' Pacific Corp. and other arrangements. 

(I am speaking- abont 1!164, when I was in this work act.h·ely. 
Wh~t happc.n<'<l. nfter that, I only know from picking it. np.) · 

An· Amencn IS not tmknown, yet there a.m perhap!;i no more than 
two or thrc.e pcople who rcnlly know how cxtensh•c what we shall 
call "Ail· An1C'rica" is nnd ho\\: far-rPnchincr its aeti\'ity. At. one time 
wo hnd. J'ecol'(ls in my ofllr.c, ancl I am ~Ire they ,\•cre not com­
prche.nsiVC', of mom than 100 orgnnbmtions which were in some wny 
or other related to Air America. It. mny he snid thnt Air Amcricn 
!n ,totnl WUS one of t.ltC'. !nrgcst .. nirlinC'S nrul air snpport orgn.niznt.ion~ 
m · the worlcl. At. one hmr. An· America hncl two base fncilitiC's in 
the Fnr Enst whirh had more than 4.000 mrn on Pnch one. Can nny 
ot.her nirlinC\ sny that.~ · 
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Ther~ are Air America affiliates n.ll over the worlrl. Air America 
works in Europe, the Far East and the Miclclle East. Air America 
crews and !1-ircrnft pl.n.yed n. significant role in the Un.y of Pigs pro­
gram and m such tlungs as the Indonesian and Tibetan projects. 

Air America had the capability to maintain n.ircrnft of all kinds 
and more than that it could make aircraft parts for most of its own 
nircrnf.t. It had the design drawings reqnirecl to make n.ll parts of 
sqch an·crnft as DC-6's. It could build complete aircraft in order 
that it could create n totally sanitized airplane with no serial num­
bers, anywhere in its entire structure-not just the tail number, for 
operational purposes. 

Air America was an elaborate corporation. The best in its busi­
ness in the world. It would surprise this committee to hn\·e n listinO' 
of how Air America ncquiretl all of its aircraft and then for thi~ 
committee to be able to go over that sanitizrcl list to fiml out how 
Air America actually obtained its aircraft and its other capital as­
sets. 

It is significant to point out that these nth·nnta~rs which accrued 
to Air America gave it an enviable competitive t'clo-e in the airline, 
air maintenance and e\·en in the nlannfadurin<" a1~cl subcomponent 
business among its peers. "' 

There came a time when the Pacific Corp., Ait· Ameri ca's gilt­
edged parent, was being formed that the CIA wnntecl · to regularize 
and formalizo many of its activities. One of the thin~s they wero 
greatly interested in was the process of bidding for militni·y con­
tracts both airlift nnd maintenance. The prrsiclent of Air America 
and I worked together for quite a period of time on the draft of 
an important ' letter which wns to be sig11<'cl by Allrn Dulles nnrl 
nrldressed to the Secretary of the Air Force with the suo-o-estion that 
Air .Amet:ica be informe(l of evrry requrst for bid for ~fther airlift 
or mr mamtenance contracts and that Air America be carefully con­
sidered when such bids were being awarded. \Ye were careful, on 
both sides, to see that the letter was not a firm commitment and the 
Air Force was careful to see that no explicit commitment was in­
formed. 

After careful preparation the letter was signed by Allen Dulles 
nnd delivered to the Secretary via the Ofiice of the Deputy As­
sistant · Secretary for Civil Aviation. It sh01.tld be noted that the 
Office of that official wns Pentagon room nttlnber 4E871, nncl that tho 
Office of the Secretary of the Air Force is nlso lister! as 4E871. No 
other such official hnd the snme room number as the Secretary. 
Actually ~hat room was the Office of the Sl!cretnry's receptionist and 
wns phy~ICally across the hnll from the Secretary. It is interesting 
to note 1t had the same number. It also. hnppenccl that the in­
cumbent of that office nt thnt time wns nn official of the CIA. 

. Because I had worked on the developmrnt of this letter I was 
directed to prepare a reJ?lY for the Secr~tary's signature. In gl!nernl 
the Secretary ngreed WJth the suggestwn from Allen Dulles and 
awccd .. t~lnt the Air Force would provirlc the CIA's proprietnrie.'l 
w1tl~ ontune .information requisite to hiclding on such contracts . 

. ~Jr Amer~ca and o~her proprietaries rcceivrcl mnny important 
n1rhft and mrcrnft mamtennnce contrncts even nt a time when this 

341 

meant omitti , other small carrirrs from contracts which they might 
othcrwis~~ hn\ expretl'd to \rin. 1\•ith the fulfillment of these con­
tracts thr Cl. \ was a 1 1le to ma kr use of sneh flights for its own 
operational p1:rposrs :mel more importantly to gi,·e the t:PPe:t!'ltl.lCe 
that Air Atnericn was n hrnlthy ami normal harcl-workmg mrlme 
amono· its competition. in the Far East this close relationship hlos­
someclinto the periocl of the Yietnam \\'ar when Air America nncl its 
numbrrless nililiatrs recriwcl trrlllrnclous cont racts involving them 
in all aspects of the "·nr. . . 

But it \\'as not nhrays that \\'UY ancl on one consp1cuous occasiOn 
our letter of ngrermritt. with Ail en Dulles causer! the Air Force 
somCI o-rid. Dttrin~ that partil'ular JWr iocl a irli ft contracts had 
rencht'J :t low rhh and t·ht'n' \\'Pre rrry few up for bicl in the Fn.r 
East. In spitt> of this .\ir "\nll' ri ea won its hid . This ca user! some 
bitter complaints fro111 th e othPrs. One in particular c:utw to the 
Prntn~on :lllcl r<>qn<>sfpc] a cliscussion with the Secretary. Failing 
success with that ploy th r next stt'P \\'as to Yisit the law offices of 
a prominent firtH neross tltr rin' r. ?\ot long aftrr that they both 
retunwd and souw sort of agreement \\'aS rea ched . The nonwinner 
obtn, im~cl a contrnet for sonte airlift. This st teeess clicl not go un­
noticNl no1· clicl that device ser its last implrmentntion in the Prnta­
~on. Like blnck tnnil, it was so good it hncl to he repented. Snch were 
the va~nrirs of this typr. of unrler-t.he-clonk clenling. 

I continuccl this unttsunl \\'ork \\'hich had beg111i in 1955 until 
December 31, HlG3. 

I had sen·ecl through these form ative years of the CIA. nnder 
Allen Dulles aJHl .Tohn ~r~Cone. I \\'orkcd rather closely with Tom 
Gates nncl nob ~k:\ amnrn nncl their immediate staffs. Many of the 
imponderables "·hich we nrc trying to nnravel and to nnclerstand 
torlay hnrl their hrg-innings during that period. It is quite futile 
to att~mpt snch probing around in the qnagmire Of that · period, 
rspccially since it was tt major pa1t of the profession to obfuscate 
o1•erything nncl e\·erywherr as n matter of expertise. Men who might 
tr~tthfully swrnr that. they took pnrt in snch and such a mission 
unght be wron~ hccnuse thc.v would have had no way of knowing 
that the part of the mission .they worked with was only the umbrella 
portion nnd that the men thry trninrd and launched never were 
intenclc>d to go anywhere nnyho\1•. Even some who served with mili­
tary units never knew that. their nnits were really false, nnd they 
were simply maintaining hrlicopters or kreping records for the CIA. 

nut there is a way to get to a full understanding of all of these 
things. The lnw of this country spells out in fine detail the duties 
nnrl respomdhilitil's of the OIA. All that is necessary is to nsk the 
CIA what it hns clone in accordance with t.he lnw-'a law which is 
ultimately lln<'omplicatecl for one who rrncls it. with skill and care. 
Ancl nrx't it is simple to anang-e with the CIA that it will be 
funded r.xplicitly each yenr to do certain things of importance for 
this Govcrnml'nt. nncl its wrlfnre nnd that thrre will be money for 
those thintrS nncl nothing- else. That is the way these things cnn be 
operatrd. \Ye clicl thnt in the DOD for those fJ yrars, and we knew 
whnt wns going- on . \Ye nte a littlr c.row from time to time; but at. 
11\ n~ f- "~f\ l."'HtH\" "•lun•f\ fhn ""~"'~"' f'l!l1llf'l .f.t•"n-, "'""1 ,,,hncn ;t "'"'c 
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I thank you. 
Senator AnoUREZK. Thank yon. 
I u.nderstnnd from. ~our testimony that a major part of Air 

A!fieriCfl: wa~ QIA nc~lvit:¥, and. that the airline industry was faced 
With th~s a1rhne be•.ng m ~x1stence for whatever purpose they 
wanted It for. But j\-Ir Amencn. also expanded into the bidding on 
~hat would. otherw1se .have been competitive contracts for both air­
lilft and mamtenance, m com petit ion with privately owned airlines. 
s that correct~ 
Mr. PROUTY. That is correct. 
.Se!lator Ano.unEzK. Where did this competition take place 1 'Vas it 

w1thm the Umted States or cxtemally 1 
Mr. Pnoti:rY .. Durin~ the period of' I i111e I can ~peak for it was 

genem~ly w1tlun the Pacific. ' 
For mstance, contracts for flights between Tokyo and Gun.m with 

~ p~·ohablo landing at Saipan, Okinawa, Koren, 'l'hai.land, tilC Phil­
lppmes, that area, maybe into Bangkok. 

!Senator An~)UREZK. 'Yell, did those particular routes have any­
thu~g t? do With what 1s now very famously known as national se­
bnr!ty mter~sts, or were they jnst plain flights the CIA wu.nted to 

o m and lnnd of control the route structure 1 
. Mr. PROUTY. Th.o. primar:¥ .purpose of these flights w~s to pro­

v~de support of m1htn.ry umts, but the Acrency had units in some 
o these pla~es. Thus they could move people imd move equipment 
there on their own, .because. the flight Wll.S there. The ~ontract, to 
go back to the baslC questwn, was to support military require­
m1ents, but ~he Agency would use the contract for the fli~hts of the 
P ancs for Its own eover. b 

For example, if there wa.s a flight every other day between Tokyo 
an~ crGuam! there was nothmg to prech~de the Agency from adding 
nflboht of Its own.th.at W?uld stop at Sa1pan, so that· it would appear 
t? e a regular Eurhft fl1ght, but they would cret their own opera-
tions taken care of. b 

G Senator AnoUREZK. At that time the ostensible policy of the Us 
fli~)1%1ment was to let bids to private air carriers on t'hose kinds '0 £ 

Mr. PROUTY. Yes, sir; they were all listed for bid. 
olDnftor AnouREZK. And in spite of that policy, the Department 
t.hatWe ense-and presumably the C.A.B-wns not involved nt all in 

Mr. PROUTY. Sir, I ca~ only speak for the Defense Department · 
th~e~at~r AnouRE~K •. 'l'hen p,resnn~a?ly t!te pepartrnent of Defe~~e 
t ;iltCIAts own pohc.Y ?f C?mpetltive lnddmg to hand over a bid 

P
.octl'tl.e . tl -toptel rated lurhne m opposition to the principles of com­

. IOn 1n. 1ey espoused~ 
. ~~rttROUTY. ?'hey tried to the fullest extent to cro ricrht n.head 

~;~ct. le nonna process, bnt Air America would ah;n.ys get n. con-

b ~enator AnouREZJC. That ~vns because of a private n.rrnnrremcnt 
hid~vfn the CIA nnd tho militn.1·y pr.opl<'. who were letting those 

Mr. PROUTY. Yes. 
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Senator At· ·URF.ZIL Now, yon spoke at one point in your h'.sti­
mony of the : ·.-;e rs in n lticl<lmg operation of that type, in .n. loss to 
Air America, ,·omplaining, and then coming bnck and gettmg sotl}.e 
kind of an nwarc11 

Mr. PROUTY. l\lost of the operators knew that Air America. had 
more than a commet·einl life, :ttHl there wns a period I wonlcl esti­
mate, 1958 or lDii!J (1 might !lliss by a few months or so), '':hen 
there were few contrncts, t.he Defense Dep:utmcnt had cut t.lungs 
back, and competition got prPt-ty heavy. . 

As a result., when thr. :nrar<ls were mu.rlc., the feelmgs ran prr.t.ty 
high, and one of the los<~rs, I know in particular, came immediately 
to the Pentagon. 

Senator Ali<HII!EZt\. "'hic·.h losPr was that.~ 
Mr. PHOUTY. "'orl<l A i nra vs. 
Senn.tor Anonn:ztc And th;1t "·as in whnt ypad 
Mr. PnotiTY. I wish 1 could put llt)' fing<'t: on it.. 
I will have to say in the o·enPral an•:t of l!lf'l!l, sir, c:tnw into the 

Pentagon, anCl askt;<l for a. ~weting with t.he S<'crctn.ry of the Air 
Force. 

I believe he hac! a nwctin~, hut it wns hrid, and he rlid not seem 
sn.tisfied . 

Senator Anounr::m. YVho represented 'Vorld Airways 1 
Mr. PROUTY. 'Yell, the person representing 'Vorld Airways was n. 

man named Dnly.1 
· 

Senator AnouREZIC. He is in fnct the owner of ·world Airways~ 
Mr. PROUTY. I haYe lenrnecl that since. 
Senator Anounr:zK. "rho was the Secretary of the. Air Force then 1 
Mr. PROUTY. 1\fr. Tu.lbot.2 

Senator AnounEZlL A11 right. 
So they had a meeting~ 
Mr. PRoUTY. It is n matter of record. 
Senator AnounEzK. 'Ve will not hold you to that. It has been a 

long time ago. 
Mr. PRoUTY. I hu.ve a record here if I could be of help to you. 
Senator Anoum:zK. Go ahead about the meeting. 
Mr. PROUTY. 'Yell, the man came out and figured he needed a 

lawyer, went into town, and employed a lawyer, Mr. Zuckert.s The 
lawyer that worked for him was Coates Lear. . .. 

Senator AnouREZK. 1\fr. Zuckett was in a private law firm at that 
time1 

Mr. PROUTY. Yes, sir. 
Senator AnounEZK. Hnd he ever been an official in the Defense 

Department~ 
· Mr. PROUTY. I believe in prior years Mr. Zuckert had bP.en nn 

Assistant Secretary, U.S. Air Force . 
Senator AnounEzK. And then what happened 1 
Mr. PnouTY. He got a contract. 

1 On Nov. 5, 1!176, !>fr. E<lwnrcl .J . Daly, chairman of the bol\rd 1\nd president of 
World Alrwnrs. Inc., rr•non<lr<l to thl• testimony by letter nnd attachments. which 
will he founcl nt nn.:e ~Rl. ill/rn.-Commlllee erlltor. 

• Mr. Prout,\• suh~~quontl)' ~uhmlttrcl the followlnJ: nottttlon In his ecllt~d testlmo~y: 
"Note.-Thls IR Incorrect. '!'he corrrct nnme mny be Durlley Sharp or Jnmes Douglas. -
Cnmmlttee erlltor. • On Nov. 4, 1 !l7CI, :lfr. F.u~:rnr !.£. Zn~kHt resnon<lecl to this testimony hy letter, 
•.. 1.1 ,... 1, will hi'\ f nH ill f nf Ofl l!' f' :\7!) , iii/Yn ,-r.()UIJitflfte t"fflfnr. 
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Senator AnoUREZK. After he hired Zuckeit's law firm 1 Senator Ano t IHr::m:. And he has bern operating routes over in the 
Mr. PnouTY. He came back, nnd he had a meeting, again with the Far East and ~ontheast Asin since thnt time1 

Secreta}._ Of the Air Force, and sh01tl." aftl'r that we lean_1cd that '{ p OUTY Yes si'r 
·' 11 r. n . , . 

\Vorld irways had a contract, and \\'oriel Airways contmned to Senator AnounEzJC. Is that to your knowledge 1 
get contracts. They did not get the contmct at n loss to anybody Mr. PnoUTY. y P.s, sir. . . 
else. They got a contract that was awarded to them. Xot being At that time as we knew him, he had an extremely small a1rlmc. 
with the procurement business, nnd since \\' orlcl Airways wns not · Since then it h;s grown to a tremendous size. . 
with the CIA, this is something that I lcamed about. \Ve were con- Senator AnounEzJC. Yon do not know if he has any connectJOn at 
cerned about this agreement with the .\gPncy. n~1cl the ell'ect it. would all with the CIA at this point, or whether he did have during the 
have on Air Force contracts, so we were ad\•Jsed to be extremely Vietnam evacuation 1 
careful about contracting after that. The general working knowledge Mr. PnouTY. Now, when I speak up to the peri?cl o.f ~963, I know 
was that the \Vorld Airways case broke the system that had been of no definite arrnnrrement between Daly, or h1s a1rlme, and the 
going on for years. · . Agency. \Vhether he '"hacl knowledge of th?se SJWeial things, T .think 

Senator AnounEzJc Now, to your lmowle(lge clld any othl'r losers . he would have hncl to have. He was not. 1n any way a propnPtn.ry 
in the CIA bidding process get contracts in a simila1· manned airline. 

Mr. PnouTY. You know, to my general lmowlP(lgr, yes, because After 1963, I cannot account for that . 
they did. it either in a similar mannei:. .or b~ beg-it.ming to. e1;1ploy Mr. RosEN. One comment, and a eonple. of CJI1Pstions. I just. w~nt 
the services of people who were fmmhat· wtth All· Amertca s ac- to make the record clear that. we have cliscnssecl this matter w1th 
tivities, and they, therefore, had a little mm·e knowlc(lge about how the relevant people involvccl. The committee has nrith?r been :1hle \O 
this was done. confirm nor disconfirm the relationship of \Vorld A1rways m tlus 

There arrain would have to be developed further than I would contrnct. . . 
know, bec.~use' I was not on the procurcmrt.lt si(ln of things, ~nt We will continue to pursue the matter, and wf' will provlCle an op-
other companies did get contracts, nnd espemally toward the V1et- portunity for \Vorld Airways and 1\Ir. Zuckrrt. to rrspond. . 
nam period, many of them. One question on Air Ameri.ca. \Ve l~a~e reCJnes~cd and bern ~lemed 

Senator AnounEzK. Now, do you have personal knowledge of what information on the size of A1r Amcnca s operat1ons. The test.unony 
took place in that 1959 meeting, between l\[r. Daly and the Secretary that yon have given to(lay, indic.nt.ing the muHhet· of C':nploycC's, 
of the Air Force¥ seems to confirm the testimony before t.he Chnreh Comnnttee, that 

Mr. PnoUTY. I do, but I did not sit in on th~ meeting. . Air America at one time had '$!50 million in assets; however, we do 
:My everyday work, frequent ':·o~·k, ,~·as w1th the yeople f!·om Air not know how much yearly revenue they had. 

America, with the deputy for Civil. Au·, who was m the Air Force Do you have nny idea of approximately how much revenue they 
Headquarters, a man who worked .m the office aCI:oss the hall, andd had~ . 
from the daily, everyday work wh1ch I hnd been 1n for years. at; Mr. PnoUTY. \Vell, on many occ~sions, I. eith~r worked_ there m 
remained in for years, that is the kind of knO\\:ledge. I hnd: I did their offices in \YashinMon, ot' at the1r hases m Tanvnn nnd m South-
not participate in the meeting, because the meetmg chd not mvolve rnst Asia, nnd so forth. I was reasonably familiar. '~ith the airline 
the agency directly. . business at the time. I used to be the officer that pa1d the contract 

Senator .A.nounEzK. And do you have personal knowle,dge of wh~t nirlines durino- the Korean war. Air America was so much bigger 
Mr. Zukert.'s law firm, or the representations from thaqaw.firm s.•ud than ariy of U1em, that in terms of size, Air America would seem 
OJ' cUd to t.he Department !'f Defense to be able to . obtn.m n rtm- to be as iarge as Pnn American. . . . . 
tract for M'r. Daly¥ . I have been in Teheran to meet with Air AmeriCa officmls. I have 

M'r. PRoDTY. Not in the sen·~ I was nt. thC' meeting. seen: their maintenance base on Taiwan. A lot of work done on that 
lVhnt I lm1.med and was tc·ld, was that hecmtse Mr. Znckcr_t kne-w maintenance base wns for Air Force .n.ircrnft in Taipai, nnd Taiwn.n. 

of these special arrangements, he was a ~itt le mora knowlcdgen.b le They had a lnwe facility thnt big airlines would like to have had. 
thnn other people, or another way to put 1t. was, that ~Ir. Daly wns Air America ~bid and won nir maintenance conh'acts that were, ns 
very fortunate m the lawyer h" seledecl. I recall the biuo-est such contracts awarded in Southeast Asia, and 

~lenato-r .A nounF.zK. \Vonld yon say that the. Defm~s~ DC'partment nt that' time th~y were maintn.i~ing large numbers of helicopte.rs, 
was almost forced because of that knowledge mto g1vmg 'Mr. Daly which is an extremely costly rnamtennnce process. I used to mn.~n-
the contract! tnin the cost· records, listing employees, nll of that. And they m-

Mr. PRoUTY. That is a good way to put it. · volved a tremendous amount of money. Compare that with what you 
Senator AnounEZK, Is not that the snme \Vorld Ainvnys, nnd the would call nn ordinary airline, and Air America's ~ize increases .. As 

same Mr. Daly ·that wns in the news quite a bit during the evacua- r stated earlier Air America is in a sense n genertc term covermg 
tion of Vietnam last year¥ _ .-.1• so mnny types 

1

of aircrnft, ~nd so many perip)1ernl act~vities, that 
Mr. PROUTY, Yes, it is. _ might not even involve nn n1rcrnft, but would mvolve mrcraft sup-
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port, or nircraft-related businesses, that considered on ~~ worldwide 
bnsiq, it was very large. I had maintenance work dono on .Air Force 
aircraft in Germany by Air America. In the Bay of Pirrs, we needed 
pilots to fly ~6's, to be instructors for CnLan pilots."'They had to 
be trained in the C-46 and Air Am<'t·ica clicl this. So t11<'rr. was no 
end of what they could do. If yon needed something, you would go 
to Air America. They were a tremendous company. 

Mr. RosEN. Well, what was the CIA's interest 1 I take it they were 
a company comparable to a major scheduled airline¥ 

Mr. PROUTY. Yes. 
Mr. RosEN. Why did the CIA feel a need for a company with 

revenues that substantial and capacities that large 1 
Mr. PROUTY. That is a real good question. 
First of all, CIA had a neetl for the gr<'at capacity, and the 

capability to be in lots of parts of the wol'l<l for tlwir own business, 
but you cannot establish an operntion with two or· thr<'e rather large 
transport aircraft, and perhaps converted nmphibions airplane, 
which is quite unusual, you could not just put something that size 
anywhere. They would appear to have no bnsinPss; so yon would 
have to generate business for Air America to make the CIA's op­
eration look legitimate, or you would not keep the CIA operation 
there. 

They had an operation in Panama that began to grow larger than 
they could cover, and so they transferred it to the military sector. 
Later they were compelled to increase the size. of Air America, nnd 
its peripheral, in order to cover their \'arions clemnncls which were 
worldwide. 

In a sense, they got entrapped by the sHccess of tll<'ir activities 
which they covered by this airline. In turn this made the airline nnd 
the demand for covering it boundless. 

That is the reason for the letter Allen Dnll<'s sent to the Secretary, 
saying we have got to provide the semblance of being nn airline, 
nnd when you have to do it all over the world, yon lun·e to have an 
awfully big organization. ·· 

Mr. RosEN. If I understand it correctly, they W<'re building up this 
very large organization to makeit appear to h<' a r<'gnlar organiza­
tion, but at the same time it was cotnmon knowledge to many peo­
ple in the airline industry, that it was all cover anyway. 

Mr. PROUTY. Well, hindsight is dangm-ons sonwtimr.s. 
Now, people know it, but if you go bnck to 1%8 or 1!Hi!l, when 

we were working in very important programs in Southeast Asia, 
and we had to get airlift, and we had to get planes ancl pilots that · 

. knew what they were doing, people did not know then what they 
know about Air America today. , · · · · 

The Vietnam war changed o. lot of that, and when you put n little 
airline into Laos, that looked like it only hacl two or three little 
n:irplanes, and barely getting along, people dicl not know that air- · 
lme was supported by n big organization, including the U.S. mili­
tary. Hindsight is o. little dang-erous in the question you nsked, but · 
they were very professional about hiding the identity of the or-

1 
ganization. E.ven if it meant the exposure of a larger· organization ..:; _ 
somewhere else. · . · · · · 
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You co ·.';l read Dun & Bradstreet and rend about Air America 
it was ca ! · fully placed in journals like Dun & Bradstreet, but yo~ 
wou!d nen.r. rea~l about. one of the little fly-by-night ones that was 
mnkmg lanclmg Ill th<'. Hunalaya Mountains. 

It is an extremely pro~essional organization, and it is n huge one. 
Senator Anoum:zK. D1d you get any . pressure of any kind from the 

CIA not to testify at these hearings today 1 
Mr. PnouTY. Sir, I have lived in this ntmosphet;e for so lonrr and 

hn.ve had pressure from so many places, it is an occupation. 
01 

I had none any different from anything else, no. 
Mr. _1VATTS. Your testimony, so far as it is from personal knowl­

edge, IS based entirely on the time period from 1955 through De-­
cembet: 31, Hl63, n~ yon st.n.to on page 9 of yom statement. 

Durmg that per10d of tune, yon were a. nniformNl milit1u·y officer. 
Is that correct 1 . 

Mr. PROUTY. That is correct. 
I was first a Lieutenant. Colonel, and Inter a Colonel. 
M;. );VATTs .. On pag<'~ 2 and_ 7 of yom testimony, you refer to thl' 

CIA s propr10tnry bnsmess" m the present rather than in the past 
tense. · 

Presumably that "·oulcl not be based on official information. sinco 
you nre referring to sometime a.fter 1963, and in fnct the PI'f'Sent 
time. 
. Mr. PRoUT~. I won)d hn.ve to look carefully. I must ndmit, thn.t. 

smce I n:m qmtc busy m my own occupation, I wrote this rather ·fast. 
most of 1t 1 nst niv ht. 

On Decen~be~ ::1, 1963,, I left. the military, and I left this work. 
J?u.e to n. comcJd('ncc, tlns mormng's Post carries a sto11' of nn :u•.­
tlVlty that I went to work with the day I left the militarv. thA . 
Helio Corp. ·· · 

I did not lmow the Helio Corp. 'vns involved in what I renrl in 
the Post this morning. I have maintained cont.nct with a lot of neo­
pl~ whom I hacl. known earlier. I have kept up. with n. lot of thP~~· 
thmgs. I have trwcl very carefully in my written comments, to }n>.E\n 
the contPxt from 195il to 1963. • · · , · 

Mr. 1\r,\TTS. If T 'VC\l"C to toll yon t have hcn.rd from persons . em­
ployed by t.he CIA, that they. nre out of the a.ir proprietary busi­
ness now, nncl t.hnt. rcfPt·ene<'s m tho prr.s<'nt. te)1se in your st.ntemPnt 
should he cort-c.cterl to l'<'arl t.hc past tense, would you n!!Tec with 
fu~¥ ' h 

Mr. PROU'l'Y. ·well, I '..Yould like a chance to edit. this thinrr for' a . 
lot. of reasons. b 

I will hn.vc to go t.hrough so.me of t.hnt.. Such stnt:ements from the 
' CIA need interpretation. · 

-Mr .... WATTS. Referring to ~he pe.riod nfter 1963, then, ·your testi­
mony Is based on the samC' Jnnd of knowledge we all have: Thnt is, 
from the papers nnd surmised¥ . . 

1\fr. Pn~UTY . .J~nd nclclitionally, from my old frienrls. From people 
whom I hved w1th and worked w1th for 20 years. Yon rlo not len.ve 
them t.he day ~·on rC'tiro from the service. 
• Mr. 1YATTR . . On ~nge R o·f your test.imony, yon sn.y, "There cmne n 

hme when the Pac1fic Cot·p. * * *," and then you go on to describe 

. : 
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your collaboration with the president of Air America. to prepare a 
letter. What was that time¥ 

Mr. PRoUTY. That is a good J?Oint. 
Before that time Air Amenca was called CAT, Civil Air Trans­

port and some other names. 
. There C!!-me a tif!!e about 1958 when the agency had outgrown its 

a~r operations .busmess. They came up with n plan to concentrate 
ai;~raft, and ll;Ircraft maintenance on one huge facility within the 
mili~nzy ~stabhshment, nnd we worked on that and got it done. 

At the same time they took nll of these airlines, some of which 
had grown like topsy, grown from the bottom up, and they decided 
to.put thel!l iJ?- one management area. Air America became part of 
this orgamzation. It was well ordered nncl well orgnnizecl. Before 
that t~ey ha~ b~en rather scattered. They did get organized. They 
orgamzed this big company to cover t.he whole world and to get it 
all under manageable business-like control. There were several 
changes tnkingAlace at the same time. 

Mr. W ATI'S. s part of yonr official dnties in and about 1958, you 
sat down with the president of Air America to compose this letter 
to the Secretary of the Air Force 1 

Mr. PROUTY. Right. .., .... "\ 
We wanted to be sure that it was properly coordinnted. _ c;o ,.;"- ~­
Mr. WATIS. Who was the president of Air A meric.n ~ ~ <;.)"" .;.-~ rc"'' v 
Mr. PROUTY. A gentleman named George Doole. ~ y..' -ct' \ o.- 11 

Mr. 'VATIS. It was signed by the Director of Central Intelliaence, 
Allen Dulles? o 

Mr. PROUTY. Oh, yes. 
'Ve knew that it ·was being prepared for him when we started, 

nnd we knew it was going back to him when the letter was returned. 
M1·. 'VATIS. The very existence of that letter was at the time top 

secret, classified information, I suppose 1 
.Mr. Pnom·y, I am not snre thnt I would sny that. The file records 

would show thnt. Because it im·oh•ecl )fr. Doole's officP, \Yhich was 
do~vntown, was not top secret, th('ro wns 1111 nrc•n thingn W('re kept 
pri~atc, but not stnmped top SOC'l'ct. I woul1l h:n-e to S<'(' the letter 
n.gam to answer your question. Thnt. is important in nny consicl('ra­
tw_n of these thing-s. It is VN'Y clifficult to l!<'t to these• i·('COI'(ls. Tho 
prtvacy with which we treated the OJ><'n ncth·iti('s of that company 
on the other hand, and then the wny tlw S<'I~J·eey \ronlcl lw npJ)lied to 
so!lletl}ing liken military support activity W!'l'<' technically <lifTerent 
thmgs. . · · 

They are hard to unravel. · 
Mr. 'V .A TIS. Is the text of that lcttN· now in the public domain~ 
Mr. PROUTY, In the sense that militnn· records nrc maintained, I 

nm sure it is, especially that kind of lette1:. · 
Mr. W ATTB. It is no longer under nny classification 1 
Mr. PROUTY. I see what yon mcnn. That you mny ha,·e access to it 9 
Mr. 'V ATIS. Yes. 
Mr. PROUTY, I have no idea what its status is. I have not seen it 

or even talked nbout it for 20 yenrs, 18 years or so. 
1t~r. 'V .ATTS. ~ell, the existence of this letter is the portion of your . • 

testimony that IS most relevant to our inquiry, so that is why I ' ... , 
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pressed you to some extent to elaborate. Do yon think it would be 
possible fo r us to obtain a copy of that letter for this record 1 

Mr .. PnnUTY. ln the sense that the records of the Secretary of the 
Air Force are maintained complete, I am sure it is there. 

You might have to look in a special file, but I would say it is 
lli~~ . 

Mr. 'VA'ITS. 'Ve would have to inquire of the Secretary whether 
it could be released for this record 1 

Mr. PROUTY. I suppose so. 
Mr. vVATIS. I have no further questions. 
Senator .AnounEZIC. 'Ve thank yon very much for your testimony 

and for your appearance and in giving of your testimony. 
[The prepared statement of Mr. Pronty follows:] 

STATF.~o:NT oF l•' r.ETCrn:R PROUTY, 4201 PF.ACHTJtt: E l'r.An:, Ar.F.XA:>Jlltro\, YA. 223o-t, 
FoR~IF:JtLY :\Irr.ITARY OFFICEJt, Il.t: sl'oNsrur.E F'OR LIAISON AXIl RuPPORT AR­
RANGF.MENTS DETWt:F.N THE AIR J!' ORCF:, LATER THF. DEPARniJ·: KT OF D EFEN SE, 
AND TilE CE:'ITRAL INTELLIGENCE AOEN CY 

TITP. CU AND ITS PROPRIETARY NETWORKS 

An understanding or the role or the CIA and or Hs numerous proprietary 
companies can not he obtained from a simple study or those proprietaries alone. 
'l'he CIA's proprietarlt>s are deeply lm•oh•ed with the Department or Defense. 
They' are lm·oln~d with other de{)artments or the · Government and they are 
lnvoi,·ed with many other governments. In some cases the relationship Is very 
complex. The CIA may hare a military unit which Is a cover unit and that 
unit may deal with a proprietary which In turn will deal with some legitimate 
company. The legitimate company will think that It Is dealing with a private 
firm or with the DOD directly where a military contract Is lnroh·e<l. In 
nnoU1er case a CIA proprietary may gain a contract from the DOD and will 
utilize that contract to ~;en·ice the military and at the same time to service 
other companies. In ~;o doln~ the prlmte companies will not know that they 
nre dealing with the CIA and not the DOD. 

In another caRe a CIA ptroprletary may use Its CIA connection to get ~;orne­
thing from the DOD which ot.her companies could not get, .thereby gaining a 
competitive advantnge m·er the ·others. In so doing this device may be used­
Intentionally or unintentionally-to destroy the competition. 

And then In certain rare cases, but In some most Important cases, an out­
~lde company may lenrn that It has been outbid by a proprietary. It may learn 
this through ltM nwn <ll•vlces nnd contncts or It mny acquire such knowle<lg'e 
from a lawyer who ha~ ha1l f>peclal knowledge or such activity. In thnt case 
It may Inform the DOD that If It does not get an equal or better contract It 
will hlow the whl~;tle. ~'hll' type or "Natlonnl Security". hlacl(mall Is most 
etrectlve. The outside compnny will get a contract and then may continue to 
use that kind or hlnckmall year after year. [Page 2] CIA's.ttropr!Ptary huslness is 
1·ery large. Some or Its proprietaries' activities are concealed deeply within 
ma.1or companleR, which cover for the CIA and In return get favors nnd inside 
assistance. This could well he the suhjcct ot a complete study. Even l>eyond 
the search Into proprietaries the Rtudy could look at what the CIA docs with . 
the rather large sums of mo.ney which It earns t'rom these proprietaries. The 
CIA useR a "street" name and buys and sells as other big im·estors do to 
manage these 1·ast funds, The Rtreet name most commonly associa-ted with . the 
CIA Is "Suydam". Funds of this nature are or course not Federal Funds and · 
are not subject to- the usual controls. Huge sums arise from the sale or pro­
prletarlell, \Ve do not know where they go, nor do we know It the sale means 
a bona fide Reparation from the CIA or just another cover arrangement. The 
CIA dependR upon some or these funds for "laundered" money. · 

Few people have e'·er had a real opportunity to understand how the CIA 
utllb;es money. The CIA gets "what money will buy" many times without the 
nctual exflf'nditure of funds. It makes liheral use or the provisions or the 
National Economy Art or 1!132 as nmended In order to acquire goods nnd 

:: 
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services from other agencies at no cost or ut nominal cost. The "horizontal" 
movement of money where the CIA Is in,·oln><l i~:~ n little known specialty. 

In order 'to provide some background for all of this It mny be well worth 
while to provide some· background about the DOD/CIA relationship and ita 
role within the government, Industry and foreign affnir!:!. 

Before 1955 the U.S. Air l!'orce hud a policy fur trruYidlng HU!lPOrt of tllfl 
clandestine activities of the CIA; hut it was relati\·ely informal. It wns base1l 
upon a letter: coded DAF 53. In August of 1051'i I wns direrted hy the Diredor 
of Plans, Hq USAF to assemble all pertinent files nrul rerords und to druft n 
formal set of policy paperll for the special HU!Jt•ort of the clantlestlne a<.-th·it.r 
of the CIA. I had participated In cland~tine actiyitle:;, of n minor nature, 
during WW II and was invoh·ed In [Page 3] certain acti\' ities in Snudie Arabia, 
Ru~sla, 'furkey and had been at the Culro nnd Trhl'rnn C'onfl•renct•s. llurlng 
the Korean War period I was the Commander or an Air 'l'ransport unit which 
was responsible for certain operations throu~;hout l:)uuth Asia among them 
providing support for the CIA in India, Thailand, \'ietnnm, the Philippines 
and Okinawa. I had background for this special wurk heforll 1055. 

I was able ·to osemble a . rather voluminous file dating from 1946 nnd l!l47 
through 1955. Sonie of these papers were In the hnmlwriting of Genernl Ynn­
denberg who hod been Chief of Starr of the .\lr l!'orce und who had heen the 
Director of the Central Intelligence Group before the creation of the CIA. 
Other papers were the original NSCID's dating hnck to the forties and by 
far the most important papers were the Report to President Trumun on the 
CIA, dated Jan 1, 1M9, made by Allen W. Dulle;;, William H .. Jackson and 
Mathias Correa. Later directh•es were some in the handwriting o! President 
Eisenhower. 

One o! the most pertinent o! these papers wns n long letter directive signed 
hy the then Secretary of Defense Louis .Johnson, In 19-lfl which estnhllshed 
DOD policy tor the operational nnd logistics xupport of the clnndestlne ac­
tivity of the CIA. (NOTE: This use of words Is to dlrrerentiate the clandes­
tine operations of tl1e CIA fron1 its Intelligence mission which was not 
given this special status. ) The principle point of the Johnson directive was 
the DOD would do everything possible to SUl)port the CIA hut only nftt>r It 
has been ascertained without doubt that appro,·al for each project had been 
granted by the NSO aud then only after the CIA hnd agreed to reimburse the 
DOD for all out-of-pocket costs Incidents to such suppor-t. It nlso authorized 
elaborate personnel support of the CIA on nn n~;slgned nnd nttnched hnsls. 

National policy required that no clandestine operation would e\·er he under­
taken which could not be plausibly dlsclalmetl by ·the U.S. government In the 
event of failure or compromise. As a result nil clanllestlne operations were 
designed to he small [Page 4] very closely held and wlwrwvt>r po~slhlt', onl'-tlme. 

Needle~s to say, although my vlsihle role was to provide military support 
for the clandestine operation!! of the CIA, my renl role wn11 to keep the mili­
tary Informed of what was being 1lone In this rnrltled ntmnxpht>rl', Its cost and 
to emphasize this requirement tor the ahlllty to plnmdbly diSI,!luim any opera­
tion which Involved mllltnry support-at all times. 

With all of this material and with the nKsiRtnnce of Relooted officials I wns 
able to prepare a draft tor support nr.tivlties which wns ready for Air Stnrr 
coordination. The report was about ti0-60 pnges in length nnd wns coded • 
'l'AB-6. It was coordinated throughout the Air Force In the Stntt>s nnd o\·ersea~ 
and In addition to each Commanding General one other officer wns designate 
to handle "TAB-6" matters. General Thomas D. White was Chief of Starr of 
the USAF at that time and my boss was Gen. Richard Lindsay. 

When the Air Force policy had been made oftlclnl. it was arranged tor me to 
meet with Allen Dulles and his Deputy, General C. P. Cabell. Tlfey arranged 
for me to have a very thorough and continuing briefing on all CIA matters 
Involved. The CIA was pleru:ed wl•th this policy nnd Mr. Dulles fmggested that 
there be a single "Focal Point" office on the Air Starr. This was my office and I 
was Its chief from 1955 through 1960. 

In 19156 Allen Dulles arranged for me to travel around the world to visit a 
conRiderable number of his overseas offices In the company of one of his officials. · 
This WaR my first official visit to a number of these places and I went back to 
many of them during the next eight years. ,· 1 ~ 

In 1960, at the reque11t of the Secretary of Defense. Thoinns Gntes 1 was 
trn"c:t<f'n .... ~rl .,,."""" +hn A. f-.. li'n ... ,"' .. ,.. .. ,...,.. f"\41\,.. ,.. .... ~ c;::o ...,"'" '"'1 r- ....... _ ... ., 1 ... . .... n ·'1. r .. ...... _ , _ _ 
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office was rl'· •n sible for nil rontnct. between the CIA nnd DOD, among other 
things. At tl 1: . le,·e t I performed much the snme duties and functions there as 
I_hnd dQn~ in the A.ir l!'orce only then It was for nil services. [l'nge 5] After the 
l\.er~nedy mnug ~1rnt10n I continued to work In the office of the Secretary of De­
fense, Roh :.rc:>:amam fnr about a yt•nr until Gl'nernl F:nrle Wheeler, who was 
then the Dirrctor of the Joint Stat! su~~rsted thnt the military xupport of the cr.; mig~1t hl'st h.e piaeed on the .J?Int ~tuff leYel. 'l'his request wn~ granted and in 
106- I \\RS trnnsf1:rrecl to the .Tomt Htnff nnd provided wlt.h n Nnvy and Army 
counterpart nlong- with srcrPtnrinl nssistnnre. 

1\Iy tlrst duty tl1t>re wa~ to draw up n .Tnint Staff policy pnper very much 
like the one which I hncl created !or the Air Force. This wns done nnd It wns 
a~pro,·ed hy the Chiefs of Starr nnd officlnlly "Red Striped". An office slmllnr to 
mme In the .Joint Starr wns estnhlished In most major commands oyersens nnd 
In the Army, Nnvy nn1! Air l•'orce. 

In the nine r.enrs which this period spanned many of the things which have 
now become qurte well known ns "CIA nrtiYitles," mennlng clandestine opera­
tions rather thnn Intelligence chores, took plnce. For example, the Yery first 
meeting which I nttrnc!Pd with CIA offirinls in 1955 irH"oh·ed the origins or the 
\'Rst P2V-7 program whlrh h~nme n world wide ELIN'L', rndar nnd surveillance 
project. 'l'he Indonesian project, 'l'ihetinn t>rogrnms, the llay of Pigs program 
and many others nil got their first mllitnry support from my office. Gradually 
a system developed which re!;ulted In the DOD being-In errect-a proprietary 
partner of the CIA. 

My office processed nnd supported the assignment or attachment of thousands 
of military personnel to the agency and In support of the ngency. It established 
and supported more than one thousand military cover units which were created 
for the sole purpose of providing- co,·er for the CIA. 

This became n pnrtleularly Important activity. l!'or example: private com­
panies which dicl husine~·s with these "military" units thought they were 
dealing with the military when In reality they were dealing with the CIA. In 
some cases this led to major contracts nnd in certain cnses these contracts were 
let without the customary nnd required bidding or amending procc:'dures normal 
to the DOD system. Of coursP, in kt>eplng with the old clirecth·e promulgntt>d by 
Sec. Johnson and up-datt>d therenttt>r, the military .[Pnge 6] sought reimburse­
ment for nil funds t>Xpl'IHlPd. nut In some cases due to security precautions they 
did not know whnt hnd tnkt'n place nndin others they could not take action wi·th­
out expo~lng the CIA. Some competlt!Ye, non-proprietary t>ompnnles teamed about 
this syst.em and tool> ach·nntnge of it. They used this quiet undercover relation­
ship for Jeyernge. As l'mnll companies learned this, larger ones did and this got 
to be quite wide!--prencl nnd led to n most unique method of procurement. 
.. In ano~her tw1st of this process the CIA would . put-· Its own agents into 
military units and In !lome cnsE's would hnve them recalled to active duty 110 

tl1at they could Ren·e In uniform with rnnk. Then the CIA would ask the 
DefenRe Dt>pt. to reassign these people to other joh~ with other federal depart­
ments nnd agencies or e\•en out Into Industry. Obviously the gnlnlng orgnnlzn­
tlon did not know that the DOD was serving as a proprietary of the CIA 
This led to mnny complicatecl l'itnntlons especially when a CIA agent wearing 
the uniform of tlre nrmed forces wn!l given a responsible. job In th~ ·FAA or 

, other such policy mnklng orgnnlzntlon. .. 
· This got even more cle<'!)-root~l nf.ter the original "deep cover" assignee was 
, .replacE'd and another took his place. Ry t.hnt time no one would know thnt the 
· original "slot" hnd heen crented for the CIA nnd the new ·Incumbent would be 
completely unldentifiahle to anyone ns n CIA agent. · 

This require! elnhornte money nrrnngE'ments which my office was responsible 
'or arranging. The Rnlnry . Furh persong drew -rrom the mlllt.nrv would he 

tanked nnd the mnn would turn in his mllitnry check. He would. he pnld bv 
the CIA and the mllltnry would he reimbursed-on pnper to kE'ep the record 
clerr. Thf.'n It bernme more complicated when the Individual would tra,•el on 
mi ltnry orders nnd Incur expen~e~~ ngnlnst the DOD all over the world. 

In many cnses ~·e would keep three files: the indh·ldual'!l, hill CIA file nnd 
hill military file. "e would clo our hest to keep thE'm nll up to date and to plug 
the holes. · 

[Page 7) With nil this activity It was lnE'vltnhle thnt my office would berome 
ln~rt-a!lln~l:v hwoh·E'd In the CTA propriE'tnry progrnm. WP hnndl!'d hundrl'ds of 
contnctll With ('OffiJ)IlnfPll Of nil kfnrl~ . With nfrl'rnft l'nmnnnl"" with~~~ linn" n •Hh 
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. malntepance organizations, with brokers nnd uni\·ersitics, with sub-contractors 
and with Innumerable 11mal! deals of every kind. Out ot nil this came the 
"Air America" enterprises. (Air America will be u sed here J:"enericnlly. Actually 
there is a whole hierarchy or companies under the Pacific Corp. nnd other 
arrangements.) 

· Air America Is not unlmown; yet there nrc perhnps no more thnn two or 
three people who renlly know how extensh·e what we shnll cnll "Air America" 
is and how !nr reaching 1t1:1 ncth·Lty, At one time we hnd records in my office, 
and I am. sure they were uot comprehensin•, of more thnn 100 orgnnizntions 
which were in some way or other related to Air .\merica. It mny be snid that 
Air America, In total was one of the largest airlines nn<l nir support organiza­
tions In the world. At one time Air America had two hase facilities in the Far 
East which had more than 4,000 men on each one. Cnn any other nirllne say 
th:at? 

There are Air America nffillntes nil m·er the world. Air America works In 
Europe, the Far East nnd the ::'l!lddle East. Air .\mericn crews nnd nlrcraft 
played a significant role In the Dny of Pigs progmm and in such things ns the 
Indonesian nnd Tllletnn projec-ts. 

Air America hnd the cnpalllllty to mnlntnln alrcrnft of nil kinds nnd more 
than that it could make aircraft pnrts for most of its own nircrnft. It had the · 
design drawings required to mnke nil pnrts of such nlrcr.nft ns DC-G's. It could 
build complete nlrcrnft In order that It could create a totally snnltized air· 
plane with no serial numbers, anywhere In Its entire ~tructure--no t just the 
tnll number, !or operational purposes. Air .\merlca wns nn elaborate corpora· 
tlon. The best In Its business in the world. It would surprise this committee to 
have a listing [Page 8] of how Air America nt•quired all of its aircrnft and then 
for this commHtee to he nble to go O\'Cr thnt "snnitizetl" list to lind out how Air 
4-merlca actually obtnlned Its nlrcrnft nnd Its other capltnl assets. It is slgnlft· 
cant •to point out that these ndvantnges which occrued to Air America ga\·e it 
nn enviable competitive edge in the nlrline, nlr maintenance nnd Hen in the 
mnnu!ucturing and sub-component business umong Its peers. 

. There came a -time when the Pacific Corporation, Air Americn's gilt·t'dged 
parent, was being fonned thnt -the CIA wnutc<l to regulnrize nnd formalize 

•mnuy of Its activities. One ot the things they were grenth· Interested In wns 
the process of bidding !or mllitnry contracts both nlrllft nn(l mnlntennnce. The 
president of Air America and I worked together for quite n period of time on 
the drnft of on Important letter which was to lle signed by Allen Dulles nnd 
addressed -to the Secretary of the Air Force \\'lth the suggestion thnt Air 
America be Informed o! every request !or hid !or either nlrlitt or nlr mnln­
t~nnnce contracts and that Air America lJe carefully considered when such bids 
".ere being awnrded. We were careful, on both sides, to see that the letter 
was not a firm commUment nnd the Air Force wns <'areful · to ~ee that no 
explicit commitment wns Inferred. 

Alter cnre!ul preparation the letter wns signed hy Allen Dulles n.nd delivered 
to the Secretary via the office of the Deputy Al<sistant Secretnry for Civil 
Aviation. (It should be noted that the office of thnt officlnl wns Pentagon Room 
numher 4E8il a~d that the office of the ~ecretnry of the .Air Force Is also 
llsle<l ns 4ER71. No other l'uch official hnd -the 1<nme room numher ns the Secre­
tary. Actually that room Is the office ot the SC<'retnry'11 receptionist os wos 
physically across the hall !rom the Secretary. I-t nlso happened thot t.he Incum-
bent of that office was nn official o! the CIA.) . . · 

nccause I hnd worked on the de,·elopment o! this letter I wos cllrecte<l to 
prepare a reply !or the Secretory'11 11lgnnture. In genernl the Secretary ngreed 
with the suggestion !rom Allen DulleR nnd ngreell thnt the .Air Force would 
provide the CIA's [Page 9] proprletnrles with on-tim~ lnformntlon requisite to 
bidding on such contracts. Air America nn<l other prO[lrletnrll'io! recel\·t'<l mnnr 
Important nlrllft nnd nlrcrnrt mnlntl'nonce contrnctil l'\'en n t n time when this 
meant omitting other small carriers !rom contracts -wlllch they might otherwise 
hnve expected to win. With the tulfi\lment of these contracts the CIA was 
able to make use of such flights for it.~ own operntlonnl purposes and more 

llmpdort~ntly to gh•e the nppenronce thnt Air America wns o healthy and normnl 
1nr "orklng airline nmong Its competition. 
VII~ the Far EnRt this close relationship blossomed into the period of the 

e nnm War when Air America and Its numherles11 nffillatell recel'l"ed tre­
mendous contracts lnvol'l"lng them In all aRpects or the war. But It was not . 

'-. 

353 

always thnt wny n1 . on one con!<plcuous occnsion our letter of agreement with 
with Allen Dulles ·a used th e Air Force some grief. During that partlculnr 
period nirlltt contr . ··ts ha ll reach el n low ebb 111Hl there ":ere ':err ,rew up !or 
bid In the Jo'ar En: . I n spite of this Air Amerlcn won 1ts Ind. '!Ills caused 
some bitter complni s from tf1e others. One In purtlculnr cnme to the Pentngon 
and requested n dl ~ t i S~ ion with the Secretary. Fnlllng success with that ploy 
the next step wns t• \'i si t -the lnw offices of n prominent firm ncross the nver. 
Not long nfter th 11 · t hey hoth returned nnd some sort of ng~~e~ent wns 
reached. '!'he "non .·. inn l' r" ohtnlned n contrnct for some nlrllft. ll~1s success 
did not go unnot : ··tl nor did thnt de,·ice see Its lnst lmplementnkwn In the 
Pentagon. Like h' . kmnil, it. wos so good it had to he repented. Such were the 
vn~nries of this i ·•e of under-the-cloak dealing. 

1 continued th i. · <~ nus ual work whit'll hnd h<'~un In 10ri5 until Decemller 31, 
1963. I had sen . .: thro u~o:h those formath·e years or the CIA under Allen 
Dulles and .Tohu .d cCone. I worked rather closely with '!'om Gntes nnd Doll 
McNnmnrn nnd t h.·ir immetllate ~tnffs . 1\Inny of the lmpontlernhles which we 
are trying to un_ra ,·el anti to understnnd todny hnd their beginnings during 
that period. . . 

It Is quite !utile to n t tl'lll[lt ~uch prohlng nround ll\ [l'n~e 10] _the qungnure of 
thnt }ll'rlod, esJlt•cia lly s ince It was a major part of the Jli'OfessHHI to oh fuscnt~ 
everything nnd e ,·e rywhL'rl' ns 11 mnHer of l'Xpertlse. ::'III.'n who might truth full) 
swenr that they tool\ pnrt in such nnd ·such n mission would b~ wrong hecau ~e 
they would have no way of !wowing thnt the pnrt of the mlS!<IOn they worketl 
with wns only the umhrl'llll portion nnd tbnt the men they trained nud 
launched never were Intended to go anywhere nnyhow. ·. 

Even some who sened with mllitnry units ne,·er !mew thnf their units were 
really !nlse and they were simply mulntnlning helicopters or keeping records 
for the CIA. 

nut there Is n wny to ~t:'t. to n full understnndlng or nil of these thin~~- The 
tnw of this country ~pells out in fine detail the duties nnd responslblhttes of 
the CIA. All thnt Is necessary Is to nslt the CIA whnt it hns done In accord· 
nnce with the lnw-n \nw which is ultlmotel~· uncompllt-oted tor one who ren~s 
It with skl11 nnd cnre. Anti next it Is simple to nrrnnge with the CIA thnt It 
will be funded eXJlllcltly each yenr to do certnln· things of Importance !or this 
go\'ernment nnd Its welfare nnd thnt there will be money !or tho!<e things nnd 
nothing else. Thnt Is the wny these things con lJe opernted. We did thnt In the 
DOD !or those nine yenrs and we Jmew whnt wns going on. We ate n little 
crow ·!rom time to time; hut nt least we knew where the crow came from and 
whose lt was. 

I thank you . . 

Senator Anoum:zK. The . stnff counsel has nn announcement he 
would lik~ to make bC'forc we adjourn the hNtrings. · · 

Mr. Ros1-:x. The last witnC'.<>s sclwdnl<'d \vas Mr. Rob~rt Ronsselot. 
Mr. RouSSt'lot in conversation with the staff had indicated that he 
would testify concerning his fm1i1er occupation as hend of Civil Air 
Transport, a CIA proprietary,· his subsequent employment by Con­
tinental Airlines, and his efforts on th<'ir behalf to set up Con­
tinl'ntal Air Se-rvices, n stibsidinrv of Continl'ntnl Airlines, which 
operated contract services for the CIA in Southeast A.si1t, and other 
contrnctors. . · ·' · · · 

Mr. Rousselot, ngain in th~ conversation with the staff-this was s 
not sworn test.imon:{-indicat<'cl that he was hired. f?r. the pnrpos~, "'"" 
in essence, of using his knowlNlge .of the CL~'s achvthes to get t~1s 7' ~ 
arrangement for Continental A.trlmes that 1t would not otherwise 
hnve been able to achieve. •· . · · · 

Mr. Rousselot has tclegrammed. the committee to say he "'ill be · 
unable to appear. · · · 

We hav~ tnlkecl to his wife and he is not availn.ble to talk to the 
stn.ff or anyone else right now. . 

That is all of the inform1ttion we have. 

! ·. 
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· Senator AnoUREZK. The hearings are recessed until the call of the 
chairman. · . 

I believe that after the Senate convenes in 1977 we intend to 
~ntinue these hearings with more witnesses, those f;·om the nirline 
mdustry and the CAB. Those who wish to respond to any charges 
made will be given an opportunity to do so. 

I want to thank all of the witnesses. 
We stand adjourned. 
[Whereupon, the subcOmmittee was adjourned. at 12:05 p.m.] 

APPENDIXES 

APPENDIX I 

CoRRESPONDENCE SUPPLEMENTING THE TESTIMONY OF RALPH Cox, JR. 

(NOTE.-The following correspondence was supplied by Mr. Cox from his files for . 
inclusion in the record.-Committee editor.) . 

1. Letter dated Jan. :11, 1962, to Hon. Joseph S. lmirie, Assistant Secretary of the Air 
Force, from Mr. Cox 

l!on, Joseph S, Imirie . 

DOMESTIC ••o OVERSEAS OPERATIONS 
PASSENGER ANO CARGO • OC4'5 ANC 0=6' 5 

-••UN4MCI • OUUUO•J UH 
C»' III.AT COVICTY AIII'OIT 

f'O" 0tfOC:1 loa JH 
··~0.001, loll'f' JIIIU 

W'ILOWOOI JU ,JJI• 

.1.1111tant Secretary ot the .AJr Foree 
'rho Pont88on · 

· ·, 

iu~on 25, D,C, 

Deer Mr, Imirie: 

I tubmit tor yoo:r eonaider&tion the toll~ tirst b&nd obserntions. Vitbout 
bel.aborillg the t&et that 11SOA. hu been an &etin and a&tis!&etot7 MATS contr&etor 
tar more tb&n e~even ;re&ra and. ve tee~ han done our ib&re in den lop in& i.av cost, 
t!tic1ent c011111erei&l &ir tr&naport&tion tor the I0'A!r'I11118nt, n eazt· eert&inl.y apeak 
vitb eonrtet1on on thia utter, 

1lhen the eontr&eta vere 11&44 J.Ut J~, llSOA took atrong eJ<ception to ..,&rdin« 
'bulineu to c&rriera vbieb ve telt vere o! the quick dollar phUosop!1,-, ·vbo bad 110 
true desire to buil.d pe::ma.1uanee, vbo didn't ao web ea ·ovn a serw driYV" or a 
lp&re aparlt ·plus, and. eouequent~ are ot little Talue u & n&l national detenae . 
u1et vhen the ebipa. ve <!Dvn, · 

iitbin & tw daya &tte:r llSOA Y&a deprind or an:r MA1'S contract• t&te, ao to apeak, 
ill the tona or the b&ted red dictator prond our point. The Berlin criaie c,au.aed a 
Ilea,.,. demand tar &ir Urt and the llilltu-,- turued to ~ tor da7 to da7 "c&ll" 
buaineu in the Atlantic and the P&Cutc, !!ad ve not buil.t. ·CIIIr' org&nb&tion ·~ 

_onr the lut 1!; 71111Z'a 1 n vould not-ll&n been rudy 'and &'ble Ulte Tolunteer t1r-n 
to clo tbU Job, 

ll,r point is tb&t oo:r detenae ~11"7 does not recognise. or rev&rd the aOand opera.tor, 
ill t&et their TOry -thode ve deatro;rinl hill, Yhlle eneourB8ihg the tly-bl' nia:bt 
tut buck oper&tora vbo 10 in and ont ot bll.lineu vith rented &irplanea, borrow'ed 
oper&tic!IUI 1118.Dualll1 C&lb and ·Cer'17 ll&intenanee porebued On a "drop in" buie troa 
1eT11ral di.tterent ID&intena.nce eompaniea vbieb ~·or u:r not be qu&liried. to aerrtce · 
lons r&n~e OTerseu oper&tiona. 'l'heae op«r&tora don't OTen ovh apare parta, thq 
b.&n 110 -eb&lliea, thq han no :routea clfteloped, they pl&n to be able to abut don 
011 & dq1 I notice, 11601. bu COIUiiiJtent~ partic1p&ted in &ll pbue• or M1litfo17 
UrUrt actirtty 1wsh u the rorean, Berlin, Coaso, IIWJI&rian and the D!i1 line 
&irUtt opera.tiou, Ve baTe conacioaa~ 44Teloped the~ autborit7 aiV'4AKl b7 
.the CAB. · 

. 'r 
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As t.he operntions of Air AmeriCn d<>vr.loped, problems at"'SC in­
volving l~tr~<'· cartto cnni<>r~. ln til('. rnrly dnys of its opcrntion the 
nirlin(l used C--!i4 !1

1 
whic·h hate! on exf.r<'llll'ly larrritc~cl range, but were 

nble to pc.rforrn uncl(lr· d<>mnnclin:;: ein·am•slnrl!'cs. Discussions pro­
ceccl<>.d during thnt. period nbout modc•mizing tlw equipment nnd the 
Agency, through Air America. bought I>C--(i,\B's. Tht•se r~ircraft were 
1\ conversion of t.lw DC--CI with lnrgc• rnrgo doors instnlled. Air 
Americn. did not. mnint.n in nny jd. equi pmPnl nt t hnt point. 

In t.he early Hl/\O's Air AmPrirn he,·nnw clc!<'ply rnvolvC<l in a mili­
tary Air Tmnsport. System. This s.vstPm wns ori~innlly known ns 
MATS, oitd l~tter ns MAC. 

They ~ot. MATS (·ontr:nrts, unci Air A rn~ricn got. t.h<>sr, n.nd 
theoo wef1'. very goocl to krrp n. constant utilization nt n. good 
rate, the MATS rnt<>s were ugtudly good, hcrnus.t> the policy 
was not to do r..ompe-t.itive bidding for tlw lowest bidder be­
cause then you trot t.he poorest Sl'l'\'ice, but give good mtes to 
the carriers; anci then requirr. the cnrrier belong to the Civil 
Reserve Air FIE-ct. ' 5 C tl A r · 

In 1056 MATS chnngf'd its polic.y and rl'cpti red t ltnt bidders on their 
cont.ro.cts oo r.ertifi<'d. Hrrnitse Air Amrricn could not. become certif­
ir.nted, thC\ Agenc.y dP.ciciNl to purc.hns.r Southrrn Air Trnnspori.. 
~hile t_his coq~m\l.i~n Wl\!l techmcnll.v n scp1trnte rntit.y, not..involved 
wrth Arr .Amenca; rt . wo,s n~tunll,v nn intcgml port of the complex 
from~ manngerrt~nt. pE>rSI>Cc!lve.. All manng~rn<>nl decisions for Sout.h­
ern Arr Trnnsport wrre nutclr hy the snme CJ A r.onsultont o.nd nd­
visory team that est nlrlishccl Air A mericn. policy. 

Eventually, MAC docic!ccl to rcq.uire tlHlt bidder~:~ not only be certlf­
i<'nt.ed, bttt thnt .. thry nlso haY!\ e<'(ttipmrnt qunlifird for the Civ.il · 
Reserve Air Fleet; i.e., jet aircraft. As n re!lult; t.hr A~{'ncw Rcquired 
Rocin<r 727's and convinced Boeing to modify the 727 by enlnrging the. 
ventral exit, cnhRncin~ its nirdrop capability. · 

So the thtoory wns· t.hn.t the 727's 1\-onld b(\ 'used on MAC con­
tracts to oo available on an overridina basis it needed for 
major nl\t.ionl\1 srrurity ope rat ion. '·Theu Wr.I'C ·W<'·"· \1~\1-
allv whr.n thev hnd.!!pnro time:\, To my n.>colll'rtion, th<'Y were 

:ortly callrd ofT once, ofT t.he nr.t.unl contrnd time. nnd this wl\8 
for a possibll\ use which didn't I!O t.hron:rlt. But .the White 
House asked if we .hnrl the rl\nRhilitv to move somethin~ from · 
here t.o there. I think from the· Philipuines to somewhere 
in Southenst. As;o., I don't. rtor.n\1. nnd so thev l'l<'nt. worrl to 
mana'!l'mcnt t.hRt t,hov wRntNl a nlnnc a'·n ilal)le nt t.h!' <'arl i<'st 
onnorhm;tv nt. ('!l~rk Fi.r.lct. Thr\' rmllNl one of thrm off the 
MAC! <'.ont.rRrt. nnd htvl it. nvailO.blc. I think rC'ndv to l!Q, in 
tw.,lvA hours. all Re:t. for the:\ onr.rnt;on.· And t.h(': op(\rfttion 
wns n<Wr..r Cl\lled. nut. it. Rhm'l'rcl whnt. th.r. rnnnhiPt.v WAS. And 
wh~tt t.he,v hnd to do wM ~rt stthstit.nte ~Wr·v.irr for the MAC 
i'{lnt.ratt.. •• 

· ~~~~in2 thC' .. lntr. 1MOs se,·crnl C"hinP!'f' nil'linrs hrf'!ln oprrrtlio11!i on 
a hmt.t<:d flcalr .. With tho ~stnhli!!hm.rnt. of tlt<>SC inrli~rnous nirlines 

•ThM.,RR .. 
• 111«11., jl. 39. 

\Ill\) 

flying Fnr· East. routl.'s, th\• CIA considered .reducing its intcmnt.ionnl 
cnrringc wor.k. Tho Agency ll~cided to r~tlllll the l\'l.AC contrncts be­
cause thc.y thd not com pet<' \nl h f h<' nut 1\'e rnt.crpl'lscs, ~u.t ylnns to 
reduce Air Amcricn's international contrnon cnrnnge were untmtcd. 

Another ClA propriPfary. ('idl Air Transport. Compn.ny, L~cl., 
which had been or.,.anizcd in l!li>·l, had been the first Agency enttty • 
to enga~e in comnt~n cnrring<'. Later, ,~ir, ~mericn die~ ~he Am<>ricn~t 
contradtng, follow<'d by ~onflll'l'll A1t' lmnsport. \\htch nlso PC!· 
formed i\lAC nnu ~~ AT.S coni racts with planes lensed from An· 
America." 

Houston notecl that in the laf<' HH>Os an int.ernnl decision wns made 
that: 

... we probably couldn't justify tl.tis major airlift. with the 
big jets, nnd so we started ~rcttin~ nd of them. S~e, they hod 
no utilizntion to speak of down Ill Southenst Ast\1. A couple 
of supply flights wcnL into 1' a not hN· nren] nne\ I t.lunk we used 
prop plnnes for that, to nty recollection . .,• 

So the Agency begun to phnsc out thr 727s, which contri~uted to .the 
decision to divest itself of Southern Air TrRnsport and A1r J\mcrtcR. 

Internal management was strca mlined in 1963 by the. estnbhshment 
of nn exccuth•e committee consisting of the boards of drrectors of the 
Pacific Company, Air America nncl Air As~n. The o~~rt boo.rd of 
directors in New York Cit ,\' passed a resolutton orgnmzmg nn O\'ert 
cxecuti,·c rormnitt{'r, which consistrcl of the CIA consultant. and 
two other directors. Covertly, the Agency ndded its .own reprcscntn.­
tivcs to this committee which nllowrd representntn·cs of mnnn~e­
ment, Agency and the ~perators to r~eet! consider poli~ies, nnd ~1ve 
guidnuce: to the company. Houston mdtcnted that tins mechamsm 
wt\S extremely clfect.i,·e in controlling the company: 

So I think for the lnst, oh, fifteen, eighteen years, the pro­
prietary mnnngcment sys.tcrn wn~ on the ~hole pretty effec­
tive from the Agencv pomt of new. I thmk. we knew what 
wns going on. I think we 'n~rc nblc to get thmgs up for de­
cisions ond if we couldn't resolve them at the staff level, , 
we wo~ld tnke them up to the Director for decisions; quite 
different ·from the enrly clays in the curly 50'~ tho.t I de­
scribed, nnd the operators nt. lenst made the clntm tho.t they 
ho.d the l'ight to call the t.une. •ft • • 

During this pedocl of time Oi)crntions Directorn.te personnel · 

were gettin~ .themselves it~Yolved in the acquisition o! air­
craft nnd 'whtch were ~l'tt.mg n~dully .damned cxpen~1ve ~t 
this time, nnd separnte P.''OJc•cfs wer·~ ~orn~ afte:r some ?f ~Ius 
expensi vc equ i pmC'nt w1thout ronstdemhon of what nug:ht 
be ·avnilnble elsewhere t'l"r the Agency .bv contr~ct or old nn·­
crnft. And so the Din•ctor of Centrnl Intelh~ence ·set up 
EXCOl\IAIR of " 'hich I ·wns Chttirmnn, nnd had repre­
sentation fr01;1 both the opcrntion and management nnd fi-

. "SAT actually owned one 727 R!ld lensed two from Air America. 
"' lllid., p. 42. 
"Ibid., pp. 46-47. 
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nnnce out of the A gene . to t . . 
controlnnd ncquisit.io;t ~~·~,;! l ' . ·•.v .:,'!ld c·oor:cllllnlc the ovcrnll 

A 

( IS [lOS I lOll of Ill l'! ~ l"t ft 40 

Febnrur " l 0 G" ' .. 
,
. . y ,,, " ·>lll('.mOI'IllldUIII It'll I "I' . ·":'c Committee fm· Air Proprir.t· ..... /) r . P.< . •,st;lhllshment of Bxecu· 
H~rttcc wns "to provide cncml ~~~i~ p~ 1.1! rons.' not eel that tho com· 
:l.lr prop•·ietary projcc~ . ll.;Hl !. . ·Y. ~I !Ida I.II'P. for t.hr. management of 
approval of air JWOJJI'J.rf:ti'Y I ~VI .et'' .lllcl fllllll n•c·.onnnr.ntl!ttions for 
t I . . . ·< )!' OJ('~ 'H'I I ., Tl . ' ~ '.'s ~:lrnm.rt.tce, duhhecl .EX COMA IJ~n s ." . ~HISI on tndicn.tcd t.hnt 
group wluch worked on tt vcr . f ' '"'s .. . nn nmm·phous 
~~XC0M AI H. wns Ill I efl'ect.i n ' ; 1 i~t;:~ fnral .tnsi?· He indicated thnt 

. lor~; rf: wns responsible for rollcltu· .. ;, o n< 11('1'111~ ol'r.mll eoordinn­
equrpment t.hnt tho Agency I l . ~~~~,.. n. ·' hc! rnn~h liii'Pill<>r·y of rtll tho 
n.blc to ke~p track of who ;ice:l~~l \~~hnlt\~ '·ra.t lOll fidel nnclwns genemlly 

Accordmg to Houston n I .. . 
occurred b_etween 19GB. nr:cl l~~~<.'rn shrft. in !hill.k!ng nt the Agenc 
u substnntrul airlift cnpnbilit ·f·~ to .t.ll c cl rs rrnhlllt y .of mnint.ninin~ 
Houston convinced then.·,.~ t·.Y:. 1('1 )(' t'O rd s appcnr to indicate thnt 
wn 1 , .c .or tnt IC enrlv l!l7(>s tl s no onl!er necess:try to ret . H . . . . . tnt such a cnpncity 
ment as follows: .ntn. oust<>n c.omnu•nted on this assess-

Through whnt knowledrr I 1 l .. 
ous assets, it. seemed t~ ~~~~'1\ of t"ltr ~~~·~•zfllion of t-)te vnri-
of largo nssets thnt ,·s I fltl~t- 1 utrl 1 7.~11 ron, pnrtrculnrly 

d 
. ' ·· tenvy rglt!'() ( own to tho point where tl . . IIIJH~n·. n ., wns goiug 

sequ?ntly, we couldn't fore~ Jer e wns. ~~ry lrtt ~r. of it. C<>n­
requu·ements ns you could ts~ n speer frc r?CJ Ill rrment. Such 
But I _nlso remember n cou ·J J eo~~cr~st ll'r.rc l.tlglr ly contingent. 
tho Dn·cctor· that witl• t• II . t.trnr.s Jllll.lurg t.he rn,·ent'into 

ICit lOllS Ill the nviution f'eld ,... ,... ~ n.nc II' It' thr. com-Pl
. t. · . • c. '" 11 " 111 " ll'orll l · l 

not rebuild, nnd so you r 1' onee Y~lll IHJ1lld:tl<' it., you could 
before getting rid of n oug II. t.o thrnl~ very, . Yery carefully 
capnl>ility.•• 11 nsset tlmt-. drd hnve n continamit 0 

\Ill 

Our study rr,·ettll'tl thrtl, cluring tht• utdit•tti.Pd puiod, II lrtrgl' nunr­
brr or prnprie.htrir.s were dissohetl, sol<l, Ill' otherwise dis~)osed of, 
llmssnhstnntintin~ the Agt•nry's dnim thnt it hntlmo,·cd dc<·tsin•ly to 
utrirato itself fl'lltn this un•n o( ~tdi,· ity . ln tt l'lo'ry rcnl scust!, it. is 
D~UJy imposHihi<:o- lo ent!uule whrfhcr n"linJc'' st.il\ existS UC!.Wl'CI\ t!J(', 
.\grncy nnd a Conner us.<;('t rclntr.d to n proprictat)'· In ·somr cnses, 
fi'CII though formnl und in fornnt.l ,\ gcn<'Y Lies rtre d iscont.i 11 ucd, socinl 
and int.rrp<.'tsonul relationships rrn111i11 . Th1• irnpn•"- of such liaisons is 

At its penk, Air Americn, the Agt•nc.y 's lnrgest proprietnry, hnd difiir.uJt to llSS\\SS. 

total assets of some $50 million and directly employec\IIJore thuu 5,HOO 
indi\·idunls (t.hr. tota)nurnher of employe<.'S for the Air Americtt com-
plex wns in exct$.<; of H,OOO) . The cotll)lllll)' i!' in the prm·c!'S of bring 
liquidRted because it. is no longer recpur<.'<l. The Air Anwriru complex 
included a number of other companies with the l'ttc.ilie Corpomtion 
u the holding compony. Tho {renernl plnn for liquidntion of Air 
Am()rica is for tlw. Pucific Corporation to sell ofT Air America, Inc., 
•nd its ttflHint.e.s. A privote New York finn wns eliJ!IIgrtl to l'slilllnte. 
a h.ir market vnlitc for the complrx: Althonj!h the ,\gNtcy con­
ducted ttn intensive search for c.ompl't.iti1·e biddr.n>, it " ·ns ~thle to 
find buyer!> for only one of the nffilinted componics. The srtlc of this 
eompttny wns closed on ,Jnnunt·y :n, 1975. '1 he remaining pnrts of 
Air Amcdcn. 1\l'e being Jiquic\nted hy sol<.'. of individnnl nsset~ upon 
completion of exist inp: cont.rnds. Fnmls renli1.r.(l {rom the snlcs eould he 
as much ns $21i milhon nnd will he rr.tururd to tho Tn•Jisllry . 
Agt~ncy finnncinl support for Hrtclio Librdy tuHl Hntltn · Free 

Europe
1 
both si1.enble propriet.nt'ics, wns ll.'rtninnted in FY 1\171 nn.d 

tllllponstbility for their fnncling nncl opemtion wns nssnmml by the 1 
J>epRrtmont of Stnte. · Southern Air Trnnsport wns sold on Derr.m\K>.r ~H, 11l73 hN·.nu!'le 
ita contingency cttpnbihty wns no longer m•.e<lcd. The AJ!PIICY renli1.od 
$B

1
470,000 from this snle, of which $.'~,Mr,,ooo was in cnsh (inelnding 

&l-1.2 million aword in ·arbitrntion of a di~putr. over the proe<.'eds of 
the sl\lc of 1\11 aircraft hy Sonthl.'.rll Air Trnnsport aftot· the sal<.'. of 
tho company by the Agency). The purchn!l<'I' pnid tho hnlnnre to Air 
Ameriell t.o retire a debt owed by Southern Air Trnnsport. A ~roup 
of employees of Sont.hern Air Trnngport' fi]r.d n dvil ·action dit'pntin~ 
the propriety of the sale of the c•oml)III\Y hy the Al!r.ncy, bllt'.the cnro 
WllS dismis.C~Cd with prrjntlice 0 n ,Jn y 17, t!H4 by It Fecle.rnl cn11rt • 
. Most of the entities of which the Ap:enl'y hns dh·estetl itse.lf were 
~it.her sold or given to witting individunls (former officers, cm­
ploy~s • . mnnngers, con! rndors, etc. ). A hnnd fnl wel'e sold ~~· ~iven 
to 'll'illing in<li,·idunls wltn hrul no formnl relntionship with the pro· 
prirtnry. In f;r\'rrnl rnst•H. tl'lln!;fl'r tif thl' l'ntity wns eonrlitimw1l ns on 
agrl'clllent thnt. tlu· prnpridnt·y wonl<l contin.ue to \1roddc goods or 
Mrvk<.'s to tlu~ Cl.\. Otltrr mrthc)(\s whkh hn\'l' IK·rnHJOIIIIIIY lll't•n u~\il 
to dispm;c of l'ntitie~ itwlntlt•: mrrgt•r with nnutltl'r A!!CIH;y pro­
prir.lrtry; trnnsfr.r or !'ltll'. of II propl'il'lnr,\' to Ulllllhrr Ocwrrnlllrl\t .. 
d"pnrtmr.ut;:, n.tu~ liquiclntim~. wilh thl'. rrtn:tini111! 11!-'!'l'!S. of t.h~ pro­
pqetary hcmj! Jrl\·en to prr.\'tonslv Hnrompensntr.•l pnrtH:Ip:llltS m the 
venture, or to other Agency proprietaries_. 

\1 
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13. The Sale of Southern Ah· Transpo1·t. l11c. 

S~uth~m Air Trn11~port ln~orporntc•<! (~AT) is nn An1e~·icnn ai1l 
earner, mcorpornted 111 the St ntc of l•lol'lda on October ;n, 1949. 1 
From its inception until its purchns<~ in l!l(i!l by tlu~ Central Jnt.elli­
genco Agency, it wns pri ndPly O\\'lll'<l. II wns pu n: llltS<~ d by the CIA 
on August !i, 1!JGO, and ow1w<l by the CIA -throu;.!h December 31, 
1973 whe11 the Agency sold the firm back to one of its original owners. 

The decision to acquire Southern Air Trnnsport \\'US triggered by 
a change in t.he regulations p;overninl-! tlu•. nwnrd of i\filitnry Air 
Tmnsport Service (MATS) contracts. On April 1, l!HiO, Air America 
had begun flying a seven month MATS contract opL·rnting out of 
Tu.chikltwn. Air Force Base in .Tnpnn, to othPr l'ncific locntions. In 
.fnne of l!JGO, the Dl'pn.rtmcnt of Def<•nso nnd the ('j,·il APronautics 
lloard changed the regulations go\·cminp; the awanling- of MATS 
contracts to requim that. bidders hold nt lcnst n Supph•mcnt•tl Certifi­
cn.tc of Convenience nnd Necessity for nn air currier nnd thut they ' 
participn.te in the Civil Resen·e Air Fleet Progran·l. Air America 
did not meet either of these new criterin nnd could not obtain appro­
priate waivers. 

The Air America heavy airlift cn1,mbility reprrscnted an American 
nssct for usc in future operational contingrncies throughout the Far 
East area. Loss of the :MATS contract woul<l result in unclcrutilizn­
tion of ai rcrnft nnd ni r crews, nne! t.he n•\·enuPs were needed t~> 
sustain these assets. Therefore, the CIA proposed thnt either Air 
America s!10nld obtain the necessary ce1tifien·tion, or that the A~cncy 
should buy another conmH•rcial firin tllllt nlrendy hPhl these certifi­
cations. The October 1, 19GO contrnd dat<l, th<• nee<! for public hear­
ings, and l!'n;..,rt.hy proePNlings militntrcln~ninst· ,\ir Anwrica apply­
in~ for t.hc certificate. In onlrr to a1·oid len;.rthr public hearings, 
which would he time-consuming nnd g<'nerate public exposure, it was 
decided thn.t t.he ownership o(thc company to he ncqnired must bo 
kept completely sepo.mto fmm Air Amrricn. This solution was con­
<:urred in by the CAB, DOD. t.h<' CIA, rind Air Anwrica lllllnagemcnt. 

It was anticipated that if the new compnn~· wen• awarded nn on­
going MATS contract, it would nctunlly p<'rform the flying sct·vice 
but would uso l'quipmcnt under eonditional srd<• fmm Air Americn. 
n.nd would employ )>ersonnr.l .f:rnnsfcrn\d ft-om Air A mr.r·ica. Under 
inter-compnny nirecmcnt.s Air America woulcl pro\·ide nll mn.inte­
nanco work, it-round hnndling, and other S<'tTices for· which it would 
be reimbursed bv the new companv. In this wnv, Air America would 
shnre in the revenues generated by tho l\fA TS contrncts. The pro­
posal to purchase (1. snpplem<'ntnl· cnrrier nnd op!'rntc it umler the 
ahove arrn.ngement was npprO\'l'd by Director of ("entral Intelligence 
Allen Dulles on .July 15, 19GO. Fmicls from thl'. Clnnd<'!'tine Services 
budl!et for FY 1!l62 were made availnhlc for thr pnrchnse. 

After 'Vorl<l Wnr II there had been on~r 200 snpplem<'ntnl cnrrier5 
in existence. By 1960 only 18. were still oprrntin~. Air A me rica man­
agement mnde·!\ survev of the 18 and determin<'rl thnt Southern Air 
Trn.nsnort in Min.mi, Floridn. wns the most ntt racti ve ns a pnrchnsc 
possibility. It operated two G-46s-one owned, one lensed-between 

Min.mi n.nd points in tho ·("n.ribbcnn nne! South Anwricn . Tts n5socin.ted 
company owned the four nero property on \\~ hich SAT was located. 
1\Ioreov<'r, it operatPd nt. a mod~st profit nnd had no long- term debts. 

N<'gotintions for the purl'1111SC of ~AT WH<' Sll<Tl'Ssful and on Au­
gugt r,, I!HiO, lhl' CiA exdtttng<·<l $:ltli,!i1Hl.IO for all outslnruling shun•s 
of cnpitnl stork of f:L\T nJ:<l its renl propl~l't .y owning- nniliatc. The 
A{{ency owned these shurcs 111 the nnmL·· of n fornwr boarclmembcr of 
Au· America. 

Under CIA mnna~Pna•nt Southern Air Trnnspmi operntr.d with 
t.wo semi -aut onollums s!'d.ions : the Pn<'i fie and At lnnt i<~ I >i ,·isions. The 
Pncifie Division performl'd tlw MATS L'ontmc.t nnd gupportrd Agency 
"hr.avyli ft" rcqni rcment s in Eugt. Asia. Tlw At.lant ie Di,·i~ion con­
tinuerl to Op<imte in the CnribbL•nn nn<l South Amrricn: doing the 
same sort. of flying SAT had done prior t.o Agenl'.y acrpdsition. The 
Atlantic Di\'ision was nlso able to furnish support for crrt.nin srnsit.ive 
operations. At t h(l p<'n k of its nrti \'ities, the SAT fleet., r.omprisl'd of 
both owned and leasl'cl aircrnft, included Douglas DC-C., Boeing 727, 
nnd Lockheed L-100 Hercules aircraft. 
The Sale 

In l!J72 it became appnrent thnt the Agency's air cnpnbilities ex­
ce~ded its nePcls, and that political rrnlities nnd future opernt.ionnl re­
qmrernents in the post-wnr ern of Southenst. Asin would not require 
lar~o nir proprietary ns.<>ets. On April 21,1972, the Director of Cent.rn.l 
Intclligenco nuthorized the di\'est.Jtmo of CIA ownership n.nd control 
of the Air Ameril'll complex and SoutJu,rn Air Trnnsport .. He. n.pprovcd 
rc!'.ommenrlntions ntlling for: Air. Amcric.n. to ho rPtnin<'.d until t.lw 
end of the war in Southrast Asia i the immedinto eliminat.ion of the 
l'n.cific Division of SAT; the sale of two i27 aircraft lPnsed to SAT 
by Air Americn; n.nd subsequent divestiture of\. Agency ownership 
and .control of the rt'mn.inder of SAT.•• Specific note wn!' madr that. 
conflict of interest should bo nvoided and thnt no employee should 
roeeive n. windfall bcn~fit ns n result of these transactions." 

· In Mny 1!J72, t.wo AgPnL'Y onicinls met with the Chnirman of the 
Civil Aeronnutirs floard nnd his Adminisl.rnt.ivc Assistant. to F.E'ek 
informal advice ns to the best way to disengn.gc from SAT.' Three 
n.ltcrnntives were discussed: ( 1) dissolve the cornpan,v and soli the 
n.ssets; {2) sell the nssets to the current opcrn.tors of thr company; 
(3~ ;roll SAT to, or mcrl!E' SAT into, one of thr 'other supplrmcntn.l 
carrters. 

Tho CAB .chairman clisconrngcd option (a) because it. would in­
volve public hPnrings and \mnlcl be suhjed to crit.icism by the other 
snpplemrntnls: Option ( 1) 1 nit houglr l<'nst troublr.somo fl'om tho lcl!r\1 

• The Dlrl'ctor drtermlnrd thnt "wr. no.lon,;er 11hould rrtnln nlr proprll'tllrll'll 
flllrl'ly for <'Ontln~~:rnt· ri'<JIIIrl'ml'nl~< nn<l thnt 1m the rrcord, thPrr.forl'. till' A~~:enc~ 
~houhl diTI'Rt ll~rlf o( 1.!11• l'ullllll'fll Air Trnn~pnrt r.ornplrx rntlrrl,r." He Pttntl'll 
that flu• dr.>~lrnhll! <'nltr~e nf n<'llnn \\'<Hilcl ht~ dl,.~nlllllon, nlthnn~~:h hr. .rrnll~l'd 
lhnt lhr prol-1<•111!< \\'l'rl' mnny Ollll<·ornp'rx. AI; . ., hl• .llld nnt rule out otht•r l'olullnnll 
\\'l~rhmll!lrt. nrhiPTI' thl' r.ml nn1l ,rPI '"'ti.l•r ~<nti~~r~· thl' lntl'rl'~<l" or nil <'Ont'rnted. 

A condition lmpoRPd hy ihl' Of'! "'"" thnt "In tlrr dl~pNdtlnn or nny or the 
llll•I'IK lnvnh·r•l. nothing lnnrl' to tlw hrnrnt nr AJC<mr~ emplnyM•M or fntmr.r l'tn­
plo.~rrPt or l'lf'tP~onA \\· bo~r. relntlon~lrl1• with thr A,;rnc~· haP< !wen or 111 of IIUt'h 
II nature ns might rnlse n IJUI'Hllou ol <·onOict of lntcrl'et." 
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nnd security standpoints. would furthPt ' n•dll<'<' thP shrinking- uum· 
bcr of U.S .. supplcmcntnls (Ly 1!17~. the re WPI'l' n11l.'· cle\'C'n supple· 
mental Cnl'l'ters left) and wunl<l IJ!' unfair to =-' .\T entplo\·ee5. Thr CAB 
oiTicin.ls hnd no objections to option. (2) . · 
. Onl\fny 5, l!l7.2lhc DCJ \\'HS pn•sPntPd \\'ith tht• n•snlts of tlw IIICCl· 
mg with the CAB chninnan. lie npprm·t·d tIll' n•collllli<'IHintion to .<lX· 
ploro the sale of th11 equity in ~ .\'1' to thl' ''lll'l'l'llt ntnnnj.!<'lllr.nt.. It 
wos noted thnt SAT hnd been opPrntin:,! as a ~11pph•m<•ntal currier for 
25 years, that llOIIC of lhc lllllployl'l'S or SAT hncl l'\'l'r Leen !Ill Clll· 

ploycc ?f the Agency, nnd that both th" I>PpartnH•n t uf l>cfensc and 
the,~hamnn~l of the q AH, ?onsid<:rcd it in t~1 ci r lw~t intrrcsts to keep 
~AI ns a vtablc carner. !he rntwnnlc b('h111d se ll111g S.\T intact. to 
tt.s management was : 

(1) Liquidation \\'OIIld d('prin• the 1: nit('d Stall'S of a II Scflll air 
en.tTtet· and would be unfair to the cntploncs. 

(2) Sn.le of s ,_\. '~' on the O[>l'll lllnrkt•i woulclj.!C'Il e rntr nn lllllll'CC[lt · 
a_hlo level of.pubhc mtcrest nml sc.rnt iny; .\ publicly nch ·rrtis<'<l disposi­
tiOn would 1 un contmry lo the Dtrector s stntutor v mntulate to protect 
intelligence sources and n1r.thods. · 

_(3) Although a poten~~al f~r conflict of interest an<l wimlfnll profit 
extst~d, the sale of SA I to 1ts managcmcnt would best satisfv the 
requn·ements of everyone involved. ·· 

The DCI was, npJ;arcntl.r , allowed this flexibility in method of dis· 
z~osnl b,v statute: 40 U.E?.C. § 47-!(17) prcn·idrs that nothing in thr 
tegulntwns relat111g to <hsposnl of surplus j.!O\'l'l'lllll<'llt property sltnll 
all'cq, any nut.hor·ity_ of the CIA. I11 ncldition, iiO \T.S.C. § 403(d) (5) 
provtd~s th.nt th~ Dtrect.ot· of C<mtrnl llltcllij.!l'lll'e is responsible for 
protcctmg mtelhgence sources nncl mrtlwds from u11authorized llis­
closure. It was determined that. snle of SAT stork to one of its formet· 
owners in 1~ ~onfidcntinl mannrr would pr<'n~nt damage which could 
result from dt~losure of CIA owllcrship. . 
. Agency oiTietals beg-an cxplorin~~ ways in which SAT could be sold to 
tts m_nnngement, without permitting a win<lfall to nrcnw to the buyer, 
and II! a wny thnt could not be <·onstt·ut•d ns n ronflict of interest. To 
cStnb_hsh a rea~onable selling price, the Agl.'ncy asked rt Certified 
Publ!c Aecountmg finn to perform n \'llluution study. The uccounting 
fil'll~ m turn engaged nn aviation co11sultant. linn to conduct nn eva!· 
uutton of the uit·cr·a ft. Thn following \'lllruls wen~ t•stabl ishcd: 

JllllloNI 

(1) Dook ' 'alut' or RAT------ ---------- - --- - ------------- --- $3. 000 
(2) Estimated totnl value or SAT cnpltnll!tock on n11E'n mnrkeL 2. 6-15 
(3) DtsJtosal ns going concern-----·--- -- ------------------ - 2. 100 

((~)) ALiquldatlon vnlue------- - ------------- ------ --- -------- 1 .. 200 
u gency lnvestmenL------------ --~- --- --- - ------ ------- 1. 500 

Based on these fig"ures, the E:it!.'Cutive Dit·ector-Comptrollcr· on Auaust 
17, 1972, approved nn nsking price of $2.7 million. Sale nt this pri~e to 
the m~n~gement would requir~ simult~neous paymrnt in full of the 
$3.2 !"ulhon note payable to Arr Amerl<'n throug-h an associated lnnd 
holdmg company, and would n,ot inclu~le nny Cfluit.v in tlw lease pur· 
chase o.trreement b~twt•en SA1 and Au· Amrrica fm· n Lockheecl J, 
100-30 liercul~ ~ll'Crnft. Althou~h this $2.7 million price was l<'ss 
thnn the $3.9 m1lhon book vnlur. 1t did excred the .fair m111·ket ,·nluc 
of ~he company ns cnlculated by profrssional appraisers. The np· 
prn1sals wet·e based not. on depr<'rintrd pmrhase priers for assets, as 

\II.-. 

reflected in book values, but. on the enrning power of the nssets ndjnst.ed 
to "present. vnlue'' nnd the current r·esnle vnlur for .all assets. . 

On August 23, l!Ji2, the former owner wns ndvrsed that tl.'C: ~skmg 
price for SAT. was $fdl million; $~.7 million for the acqtusrt.ton . of 
stock nnd $:3.2 million fot· pnyml'nt of d<•bt to Air America. A drndlme 
date of Oct.oher 1, 11!72 wns estnulished; otlwrwi!le the firm would bo 
disSolved nnd the assl'ts liquitla.ted. Although the former owr.10r con­

·tended the nsldng pric.c should be reduced been use t.hc outstandmg loan 
to Air Americ.a lind \x•r.n rrduced since the date of the st.ucly, he stated 
t.hnt he would attempt t.o \\'ork 011t financing within the deadline date 
of October 1, 1972. This rlendline wns extended by the Agency t.o 
December 4, 1072. · · . . 

On Ikcember li, Hl72, the forn!er owner submtt.t~~ an offer t~ buy 
SAT. for $!\million: $1.87/i millron for the ncqursttlon of SA1 o.ml 
$3.125 million to pny ofT thr debt to Air Amencn. On December 26, 
11172, the Executive })i~·ector -Comptro~ler approved the recommenda­
tion that· t.he offer be reJect rei nnrl that If t.he former owne\ wns unable 
to. r~ise by· January _20; 1!'173, the . a~dit.i<?l\al f~nds requt!'Cd fot· ~he 

· ortgmal purchase· prrcc ·.of $5.0 m_tlho~, l!lclt~dlllJ( the Ao.· An1e.n;rt 
debt, that the ,!\gen,cy :pro<·eerl w1th hqt~tdatwn plans . an~ the dts· 
missal of SAT emploroos not later t.han F ebruo.ry 1, 197a. 
· On ,Jnnun.ry H; 1Uta, .. a ne,\·. }>roposal .wns submitted _to purchase 
SAT ·for a total price of $!i,601\Jl00. Th~ ~ormer ow~er c1ted r\ tenttl-

.. tive commitment· for n lonn .of $4.0 . mrlhon and Ius offer wn.s con­
. t~u~ent. upon nrt ~dditiom\1 loon. The offer cnlle.d :forn total paymr.nt 
. of$6,605,000 brolcen dowh as followli: · · : ·. 

. : '. . : . . . .. . . .. ln millions 

. "r; .Aequi151t1on of 8AT at~k·-- ·- - -- -~ ------.:.~--~--------~--..:·-- $2. 145 
. . . Paymel)t or debt to Air AllUiriCR--. r"-~-----=- J _________ .. ______ 3. 125 
• ,. Cre<llt tor payments to Air America elrict. lO ~line 10721n ll~u\da· 

·•· · Uon ot lonr term. debt--------~·-"-•--~-.:.------~~-----~----- . . 835 

·, 1:: ·: To~l ~~Jl!le.nt~~.~-~-~ ... ---~~~~-~.;~-'~-~--------:"---~ ~~.~ ·5. ~ · 

i Prior to .accepting t hti <'>ITer, C,I.A·
1 
bfficers. ap:~in . dtsclissed the sale 

'of SAT \Vtth a CAD represeont.at1ve, w.ho tmhrnted that. the bonrd 
would be .interested .iii ~ing SA-~' conti1i1ied. ~he CAl) - r~P'(S<'nt.n.-

. 'tll'e8tnted that it w,oulc\ nQt IN net·(\SSnr.y to sutface the Agency s.namc , 
.as'the tru~ Qwner of SAT.' in theCA~ proccedm~s, and !hat he (hd not. 
)1_ntleipate an·y problel1\!l, w.ith other sttpplem~ntl\1 ~rrtet:ft ~s. n result 
oHhc'SalJ'. , . .. ~· · :.: c . ·. . , : . 
: . .': On Ja~uary 19, 19Ja,· ~\.1e pel npprovl)d t.he e~le of .SA'f; It ·.,yns 

· not.od tho.t the offer 'was w1thm /i pel'r.rnt·of the orrfrlnal nskm~ prt~e. 
:~8 ~bove thr inrlept•n<}\!nt ovnluat.iun fo1: sale h9 II J!Oin~. ('OIIt'Crn,.ft~d 
· '\jii.s at.a (igurc which W~H\Jd not. s~m tq J!IV~ tho buy<' I' Wl~~(l_\1\ proht. 
Tho sa.lo would oousttt~llll n. clean bre.ak-~wav .of RA1 fro~ t.he 

' .Agellcy with the exception of a ' c'me ypar extension on. tl!~ le1U16/P,ll~­
.rhMO. agteem~nt with .1\it: Aml'!'ica for o.n li 100-30 1\!rcraft. _1~us 

. · a~.t~inrnt. for AAie h<'t.wct>n tho fm·m<'r owllPl' t111<l t.he .. A gene~· tn· 
.· · c.l!:l'i:l~d .a provision t hnt ,nny: pr·ofit. d~l'i\•l'd trom tit~ · snle of tis~tfl ' 

. wtthm one yet\r would ('Ol\Rtttufl~ tl wmd£n11 nml wnuld h~ R(ld"d to 
·. Jhe t.otill sal~ price. · . · . . · · :. · .· .· ··. · ·: .' 

· '•.On J<'rlll'lu\ry 2R, 1073, tlw. Tlnnr1l of tltt'l'<'·tm~ tlf RAT. r;otrl~ntrd 
' .i'.Otporat~ nl't.ion "" tlw Ag-rPNIII'nl. fnt· ~nl(' of. ~AT to thr. fgrnw~ 

: 0\f~('t:'. Closinr.: ilnh• Wll~ t•:.:tnhlishr<l nt not. lat<'l' tho.n ao. dn:yl'l a.f,t.v:r 
. ~An 1'-l'\li'OVIll._. On M n rc•lt 1, 1 O~!lllpplknt ion ,flll' nppro\·nl or o.clllll!';l-
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: ·i,~:lc:~ r,;~:~;,~;o~ ~! ~~i~ftr, ~~~~· _fonr.11,'.r ~'"."('!' was. fi lt ·d with th1· ( '.\B 
Le fotthcominrr within ('() 1.' ~ ns nnl H t p.tlr d that ( . \II a ppn,l·a I would 

A I b I I d\~ 

cn~ts::~;1,1t11~~:,\~,\~aV'~'11 :~7i:~;~~~~:::~ 1 t. ~or.:-a lr· arr:.l appli• ·af ion to C.\ 1\ , sev-
·n•.nt SAT fron I . " . ..., ttttntrd ngrr.tt dPnl of pn•ssttn• to pre-
front oppmt.inrr'a~l'::'~tts~>l,t~.to,th~· f~:l'l.l~l'~ ·. o~l: n~·r and to pren•nt :-\.\T 
t.h rou~h Con .,;:;•ssiounl ~} 

1 
~ r:.•~<.:•: :' ~. 1 

_'
1,'1 

:\
1 · /Ill,.: pn•,;,;n n• ll't~s 11 p pi ied 

und 'the <l<·n~ml ~ctTicPs -\ ·1
1 '. ·'- 1

1
1 ~ ~ .. "' , '.1' 111'r:t I :\ .... onttl trt~ Ollic.c•., 

. • ' • t IIIII\ I:< I ttl lOll II II' , . • ,,., I . . I I 
enrrwt·s OUJcdecl to the snl<• of S.\T f . , · ... · .. • o ts sttpp l'll~l'ttla 
~·ach su ppleml'ntnl ob'eetNl t.o tfll' ' .~~.' ,, .' ·'~ u_t.'_ ?f n•nson~. Bnstca lly 
tty which ll'ould allt!w S -\'1' I · I ot I ton~ o~ :-, "~ l s OJ>Prattng author-
., . •. o cotllpl'ft· ll'tth •t :-; 1 •. ·r . 11 .. scnt.at.Jn~s of (IIIC eottiJil'filor i r" I I I . . . ·- )( ll I( II ·'. t ep rc­
sale if the nt•.

11
• owller 11.01111 . '! 1 

'\'.
1 ~: 1 1 _

1 _tal tf. would 11of opposl' lhr 
Paci lie routes. < 101111 '111 ·' 11

'
110111 1<'1' ht,.; rtl!ht~ to Trans-

Two ot.hl't' <:OIIIJI!ttti<•s objt•t·fpd lr :-; \T • . . . l~rge ot· lnrgl'r tlmn a i'27 in I I ' F·' .' l·: . O('l I a I "'I! a '.'Y :urn a ft. as 
()l(lcling on any doml'st'tc \f -\(;r_ ·,'' .. n_"',·; \no.~lu: r oiiJt'dl'd to SAT 

ll 
. · · • <O il tad s \I'Sfrtdtr" ~ \T I · f 

a potentml eolllpctitors could tn·tl· s \ ;, . . . ,,... '" . o sntts .Y 
a profitable investiiU'IIt.th· to f' ''." · · I ~ ullwH•nlly unattractive as 
this in rnin<l the . .\rrl'll<'" ,;,~,k ',',m.nell t_l:!t .wottlld lr t• llltolrtainalrlt•. ·with 
'-'A'l' I l I " .. , ' H po:-t ton t tal ll"l'l'l'lll • t· f . I f 
,.., 1111 ll'l'll <'Xl'l'ttfl'd sui j • ·{ t (,\II ,... r n . OJ ~~~ !' o 
against the sal<l IUtd Oll:l;t•t ·~i:i~> r::,.t. ;·tr• I ';"l;';m· a~. If till• C.\ II rttl!'d 
~~ot,tld cease nny bids ot· !'I' IT in· ttl I, _r \I 1\, (, ll: . ~L'Ilt'Y· t hl' ' \1-!t'IH'.Y 
~Al'. 1111 · · rottfra1·ts and 11lssoln•. 

T , 1 _~~' 0 S ll(IJ
1
>lctn.c'ntals <'XIIl':•ssrd inl<•n•sf. in lrtt vi n" :-; \T () • 1· l t 

lll,t ,e a ens I oli<•t' hut on I nil<' ')'l 1 q-· . ,... . . IH r H llo 
of about$<> 

111
' (1'' · ' -· · · ,.1. lht• oll11•r tnudt• a rush oll'<'r 

. · - IIOIIIII!'X<:l'!'Sil(l\'lffl•f · , . , Ac.conllllg L<> lite • tl Ill II lllllll' 0\l'tH'r hnd oflpn•d "'geii<'Y· 11•n• wt·n· . , ·II ' · 
sue these otTers. Arrl'it t r ·,ir ., · I 1 ., 11

_
11

lJ" 
111 ~ rpa,.:ons 11ot to p11 r-

tmmtuls were not i,,,n·t·cs<l<:tllll.-s IIlii lllnlsotlt to _111'111•1'1' that fill' suppl~>­
. tt . L,. ( II HC 11:1 \' 111\'111" s ·\ ' ! ' I . 
,t • .!II II [If Ill" [o SC!'lll'l' I' Cflll I ·{ ( f · • ,... ' ' US f 1('\' were 

I 
,.., . . . • I Ill 1111'11 rOll I fill• \". . . ·I ' I . I l 

usc< to COIIIJII'OIItise Llw CIA's 
118

• . • • ,...~til .\ 11 Ill' 1 c·ott r ht~ 
reasons for not nccctJtl·,,·g <'ttl . ~ '·,r'' ton "' fttf u n ! (.A lllu•at·ings. Thnlll · . tel o <•r were: 

nc~~~.,i~;~~ ~~~~~~· ;l·iil~~:.,:','t'~h~·.' ·. ~ttpplr~ttll'llf a I e:~rri<•t· woulcl 
which nil tJ • • · ~;CttlS of (All h<•nnng-s durinrr 
loud nnd st~m~~~~ot~~b'.'' ~t~tppll'IIH'IIfuls would certainly \·oic~ 

( 2
) 'l' JCC lOllS. 

o sell t·ho finn on n sol. . . 0 · . 
buyer without solicitin" ll bit? .s<l;."ln• _asts to ctt het· outsi<le 
sound husiness . · b u IC H s llould be cont.mry to 
publicity. plllctice, nnd would uttmct. l'l'l'll nwre ncln~rsr 

an~i{~o~~~~~~~:~:-s ,~·ere mad('. din•efl)· to ollicials of the ciA 
ship . between th::C~1:f~d!~1°~ ~\·!!'' '< ~ . Alt1-hough_ t-he rc.lat.ion­
pubhc I r . . . \\liS t I(' suhjl'Ct. of IIIIlCh 
ncceptn~fc~~f ~l~l' t~le l'i:Intt~nsllup was s~ill c!nssilied and~~~ 
nnd covet·. ICI o er "ou <l Lc ll nolntwn of security 

Dissolution af t.he finn or snl t tl r 
most ncccptnLle meth~<l c;f di? t!~ onn<•b !'"'11<'1', r·ontinu<•d ns thr. 

In view of the oL 'ectio b vcs '.lire. s u J<'d to ('..\ B npprontl. 
of SAT to its f . J . ns y othet supplcmentnl rnniers to the sale 
Logistics Ai

1
• co~~~~~~~t ~~-~s~·t'';} thDo c" 1"'n1•:d Ly the Air Force of n 

• ' 10 < I rected on ,July 31, l!)i3, 

I 

\ 
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lhnf. :-\ .\T lw .Jis."nln·d. t !tnt il 11 it ltdrnw fn•111 tIn· L< )(; .\I H r·otlf rul'f 
iuHI willulr11"· it, applir·:~tinll for n·tH•II':tl of s'upplr•JIH' tlt:d cr•.rtilil 'llfl'. 
Tho {o!'llll'l' o\1 lll'l ' was nrh·isr·d of this .dt•r·i,;ion nnd tlllld<• ll rotlltkr 
oiTrr to pur.-ltasr• 1l11· rntll(':tll,\' tltldl'r his P"''·ious otf~>T . Ht•. nlso pro­
['11!-'t'.d thnt :-::AT n·l nrn its supplr•IIH'IIfal r•Hiili1·nt<•. withdnth· applirn ­
tinn for :wqui~it in11 fllr sniP fro111 (',\B. n11tl nlli'I 'Htn ns n cottllllt'rrinl 
t•nrrin undr•r Ft•1h•ml .\.vintion Ht•gulatiou l'nt1 1~1 nuthority. Surh 
urLio11 would n·tiiOI'<' :-\,\T fro111 din•t'f. !'Oilllll'litinn 11·ith thr. supph•­
IIH'IItnl s, bnl n•lnin 11 worthwliih· 11111rkl'l in wltil'h to O()('rl\11'. Atl<li­
tionnllr. uo C,\l\ lll'nrinl! would IK· tt<'C{'~"nr,v to olrtnin this 1-,Yl'<'· of 
opomtlng- Jtlllhoril.r . On ()doll!'r I, 1!17:\, till' ()('I lli!Tl't'd to t•nfl•rtnill 
tho tn·oposal to coni in lit' lim sail' of f'.\ 1' as :t l'ntt 121 opcrntor, on 
the condition thnl thP fornt<•r 0\l' tll'r ohtnin pro111pl. linancin:r. Othl'l'· 
wist•, I h11 lin11 would ht• di,;soh·l'd . 

On ()dol.x•r ;,_ 1!17:\. tiH· :-::AT Jlonrd of I>in•dors appron•rl nnd 
rxecult·~la Jlell' n~n·t· lltt'llf - for s:tl<• i11cludin).! I hi' followinl! provisions : 

(I) Thl' forttll'l' owtH' I' to nnptin• sflx·l< of SAT nnd .\!'Ius 
for :j;~.l - 1 ;i,lll l(l . 

(2) Tlw fonn rr owner to pa _v oiT $;1,12r, ,ooo owl'd to Air 

America . 
(:!) Al-!t'l't'llll'llf suhjl't'f to f.IH• fonurr owm•r olrlaining' 

$1 rnillion lonn . 
(:I) A;.!l'l'l'llll'ttt lo lrl' suhjr•d. to S,\T withdrnwing applil'll· 

lion for l'l'lll'\1'111 of its ( 'r·rl ifit•Jtft• of Neeps.o.;il y nnd Con ­
n·nil'lll'l' for tlll .\ir Cnrril'l' (Suppl<•ml'llftd (\•rti.limll•). 

(f•) Let~i JllliT hnl-'1' 4t~n·<•nt<'nf . for 1..-100 ll!'lll't'('ll ;\Al\1 
uml S.\T to he ('.XIRtHll'd ont• \'l'lll' . 

(fi) Anti -windfall prm·ision to\)('. t•lfl'din\ for ont• y~'ltr 
ft~llll dnll~ of !<II lr. 

On I\ ovl'mht·.r 2!1, I !l):l. I it('. (onu<•r ow lit' I' l'l'l'l'i ''<'d 11 l'Olllllliltttl'-nf . 
fm111 Tlw First. Nntion11l B11nk of Chir.n~-:o for n loa-11 of $-l.!lmilli;m 
Ul('rchy nHtlting- tho Odobt•t· ;,, 1!17!1 llg'l'l'l'llll\111 op<1rnti1·r. On Nol'l'lll· 
lx•r !10, I!Ji:l, the I>Cl 11p)'rm·l'rl llw snll' of SAT in lll'l'!ll'dnnn with 
the October !i ngr<'r.nwnt for snl<• .. On I hl'. snm<' dny, tho npplieation t~• 
the CAB for tlt.:i-l'tisitioll of S.\T nnrh\t' Dockl't. No. 2!i2-<i4 wns with­
tlmwn nllll pditton for cann•llation of <"l'rtili('llfl' undl<•rminntion of 
('.;<Clll[llion l\Ufhority 1\'IIS !iJt•rl with till elf<'ctin• rlnt.r. of J)('('('llll)('l' atJ, 
11J7!l. On lk•:ctniK•r !11, l!l7:\ the snl<' wtts closl'rl, thr. noll' to Air 
.\nwricn '"ns pnitl otT. lltHl tlu~ fm·llt<'r owner ht•cnn\l'. th<• sol<' own<'l' 
of S.\T. · . . · . 

In en.rly .Tnnuary l!li4. CIA officinls lrarncd · from Air AmrricR 
n\':1-nngmncnt. t hnt SAT hnd t•x<'rrisrd the pnrdtnS<' option of I ho ll'l\SC/ 
purehns<' ngrPcrn<•nt. hd.wrcn f'AT tind Air :\mr.ricn 'for the l..oddt<'cd 
}, 100- !\11 llctTIIlrs nin·rnfl. Tllll opt.ion salt~ prir<' from Air Aml'.rirn 
w11s $!Ui,O,OOn. ~.\T imml'<lint<'l:-· rl':::nltl th<' itirl'i·nft to Sntnm ·Air­
wnys for $1.!Jf,o.ooo. for n profit of $1.2 .million. Th<' AJ!rii<'Y intcr­
)lt't'l<'ll this ~;nl<' a;; 11 ,-inial inn of tltt• ant.i-winclfall prm·i;;ions of it!-~ 
ll,l!l'I'<'IIH'Ilt with tlw owtu•r. On .latillnrv ~;,. 1!174 •• \ir .\mcricn c:..rr·uh•d 

·u.n l':s1·row 1111<1 . \ rhit mt inn A !!l'l'<'llti~nl nt; l)(•ha If of th<' CIA ,,:ith 
S.\T 1111 IIH' disptifl•cl $1.:! ntifliclll J'I '<Jiit. Tltr :tj!l'r<'llll'llf- <·nllrrl · for 
$7.:•ll.IIIHI In h<' f'l:wt·tl i11 t·s•·t·nw witlt tl11· ,\IIJl'ril':tn :-::t•r•tn:it.r nml 
Trust ( 'olll)lllll .l' nr "'n:-<ltillgfnn. Jl.C'. Till' c•!lc' l'll\1' fnntl::: \\'('!'(' tAl \)(' 
Ill' I• I ns 11 ' ( '.<'rf ilirull' of lh•lu•sit pnrdtn!'<'<l nf'. tlw pr<'''nililll! mnriH•t 
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mle. U. wns fu1·the1· ngn•ed that. SAT would nl,.;o plnce in <'S\'I'ow n 
Promissory Note to Air Anwricn for l11e J'l'lllnining $·HiO,OOtl of t.ho 
disputed n1nount.. The note was to hPa1· intl•n•,.;t at tiH· sante rate cur­
rently being enmed on the Certilicnte of I>eposit in PSc1·ow. 1t wns 
nl'l'nnged thnt the \'-Scrow deposits plus accrued intPn•st would Ill\ paid 
to the party deemed in fn,·m· by 1111 nrhitmlor witlt Pal'h pnrty to pa,Y 
oue-lmlf of the costs of nrhitmtiou. Ou E>l•ptl•nthl'r ;i, 1!17-J. the n.rul­
tmtor ruled in favor of .\ ir America. This dcci,.;iou caused tllt addi­
tional $1,304,243 to nccnte to the Ageucy front the SAT sale. This 
wns the sum of the $1.2 million under nrbitratiou plus accrued iutcrcst, 
l<'Ss the Ageucy's share of nrbitmtion costs. 
3. Declassification of Rr.lationslti7J 11' it ft.(! I A 

In March 1974 the employees of SAT ret11iucd nn att om cy n.nd 
brought a clnss actiou suit. in U.S. J>istrid Court for ~ottlhl'rtt Flor­
idt\ ngninst Sout.ltel'll Air Tl'llnspott, rIll". and t II!' ( 'entml I Ill I'll igl'IICll 
Agency. The employees liS plnintill's SUI'd for injnndi\·<' rPiid nnd 
damages. Iu t.his suit the employees tdlegt•d: · 

(1) That the CIA sold the stork of E>AT to the fonner 
owner illegally, 

(2) That SAT hnd emhar·ked ott a program to sell of!' its 
nssefs, depriviug llu~ plaintiffs of Prnploytlll'lll, 

(:J) That the plninlill's were Plltillt!d lo the 1>!'11!\lils of the 
CIA Hetircment nnd Disability System, nnd 

(4) Thattheir ci\•il rights had be1•n \'iolnl!•d. 

Ju view of the publicity arisiug from t h1• all!•gal ions 1nade by the 
other supplemental carriers during t-he (',\ H prol'l'ediugs tiiH1 the 
publicity arising from this suit, it w11s ddcnniurcl that no useful 
purpose would be served by routinuiug In d1•ny tlte t.n1n ownership 
relationship of SAT by Cf A. The opernt ionul nPt.i ,·it ies prrfonncd 
by SAT on behalf of CIA were and rcmn iu rlussi lied. As u part of the 
Agmicy's defense in this suit, an affidndt of the Deputy Director for 
Management n.nd Services of the CIA was prescntctl in court. 

In the affidavit he delineated the relat-ionship between the CIA ancl 
SAT and the authorities for· purchasing nnd lttler srlling the capital 
stock of SAT. He also defined the employment stutus of the pluintitrs 
as not being government rrnployecs un(l not bPing C'TA l'ntploJI'l'S, 
and t-herefore not being eligible fm· purtil'ipalion iu lh1• ('L\ Hl•t.in•­
ment n.nd Disability System. 

In the Orde1· Gmnting 1\lot ion for Summa I',\' ,J udgmcnt, t lu• t•ourt 
found thn.t the sale of SAT cnpit~tl stock wus not in ,·inial ion of In,,.; 
that the plaint.itfs' clnim to he U.S. Oort'l'llllll'nt. t'IIIJlloyt•es and l'n ­
t.itled to CIA retiremt•nt. hrnrlits wus inntlid: uud thnl tl11• S.-\T 1'111-

. ployees were not depri,·ed of any ci,·il right tlltdl'l ' aur state law. 
As n. res'ttlt, the action \\"liS dismisst•d with pr!'judil'e us to iht• plaint ill'. 
Although this suit did cauS<' the rdntionshi p lor! ,,.,.I'll t lw .\gl'lll'." und 
SAT to be officially disclosed, it did t•stablish, in u t•ourt. of law, two 
points fn.vorah1e to 'the Agency: · · 

o.. The sale of SAT violated II!> laws und \\'US within the 
authority of the DCI; nnd 

b. The directly hired employt•rs of CL\ ow1wd proprictnr.r 
firms such as SAT do not necessarily enjoy thl'- status of Fed­
eral Government employees. 
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.j./'ossiiJI,• ('olljlit:l of I"'''''''·'' . 
. . ,,'. , .. took Jll'l't':\111 ion,; to Jl\'lllol 1 ' ~111 · 

In I h!• S.\'1' d 1\'l'SIIIHn', !Ill· -~,._.,II ·.\1 ·I lt 'tll bl'l'll t lw :\IHtt:tl-{111).!: 
. . \ . t .. . I ·t·tll a«t•tt " '" . . ~ \'1' fiict of tlllt•n·s.t. ' IC !111 " ·. ; I· ~e. n•ral oii'Prs to al'qutn• '· ' · 

Dircr.lor of Atr ,\tlll' l't l.'a , Inc .. l!l .tt l ··s of \it· -\lnerica lttallllg'l'llll'·lll 
In et;l'l r I !J'j~ he and ~OIIIl' ol hl'l' n.t~~~;. >c~) \ .ll"ll~t. 7. I !17~. I hl'- rl'li n•d 
mud!'. ,;n infornHd oflt·r to lntyi,S.. I ·. ·t'\;tsibll' fol: thl· lllllllll)!l'llll'lll 

. II tl , \«1·n1·r of wta tt·~, · . . I . 
1
,._ slufl agP.nl. to 1 H. · .... . . I 1 · .,., ·twiat 1011 wtl 1 two sup> 1 

·~~r ..:!-\'!' allll .\ir ,\nH·rll·a, twt H'. ~!'t: ·."'-' .\'!' Ill' stHtt•d that. IIH'." ,, , fl' "I ol· nd11e ot .-.. · . · t 
mcnt.als, '.'·tulled to I_> e~· , >.~! _ ~•rtilicntt•,llllt. rather in thl' cqtllplnen . 
were not. Interested 111 :::iA L s ~t . . . t · would be one that would not 
am\ t.hnt if tdlowrd to lllllk~ till ofll'Ltll · cr -\ G~-nera1 C'oli!ISI'1 deter-
' . -. 1 .· 1 hot h casi'S. H'· ' - " . • • t 1 I'()(Jllll'l\ CAB teallngs. l.t . . "... . s • socintion wtth t.he Agen_c) , le 
mined that due to the ofleiO\ ~ tlo . ll~ nslssions the retircll slafl agent 
offer wns nnneceptnhk. I!' n ~' 1 . , 1 1.s~\;, 

0 
>e;t hi<lding-. The (;rnrral 

uslwd to Ull alloln'd to _bHI on S ,\__l.tllllol>l'll hids would not.soht•. 
. . litiS l'l'IJIIl'SI \\ ,IS II I . 1 X Counsel's po~111011 °11 · · . 1 . . 11 .. 111:-;ac! itllt I 1 ts co1np 1'· • 

fl . I f' . I '1'1''-'l Jll'Ohll'IJIS. II ,111,\ ' . I f' I .. I . I he con ll! . o Ill l . . . . . . I I h!• lll'"Oitnll't Ill :I s.l ' . 
. I I · 1 · . 11· ., l•rl'llltlttt:ll' o .-. I l·tl Scll'l'f Ill/! t II' lll I ;~ Oil . ' . • f . 'I' •st. in\·oJn•tJ 1111111 her Sll[>Jl !'111,1'11 , 

Another potentt:d I ' O~tfltcto I~lh• l.' . f' ·sl dceidcd to din•sl. nnltl tl_w 
nir enrrier. From t IH•. tIm e_ tlw ' glm:·' .It . •S ' !•d continuiiJCY intcrl'sf. Ill 
snJo wns l'OilSIIItlllllltl'd. II! IS I ' Oilt)lan~ c~J_lle ~ ·s 

11 
fortlll't ' l)in•l'!or of 

. . I ' \T Tloo·lr ~'~ ' 1" · ~· ,- l · lolult\1' "·'- . ·II · '" l!ll'l'"lll(! \I'll I ~ - . I l' t ., Ill· cl•oZI'II S col 1'1111111 ' ,.,, s . ... ,,. I I I'll I' 11'1•1 . . I ''clttl"tl lnle t!.!l'll<'l', w 111 
' ' 1· · ... 1JI l'ot· tltl· J>lll 'l"'s"" ,, . ' . I . II\' !Ill'(' Ill"»' • I Agency oflicia.ls and arrtllll;l'l 111 '1 · . 1 , 'C -\T The con1pany n so 

. . .· l" ISe to IHIICinsc .._, , · 1·c·\T 
111'eSsincr thiS COIIIJ>all) S '. . . " (' · tl I' flll'llll'\' 0\\'lll'l' 0 0. . ... ,, I I . ftll 'llll'lll" Ol I II 
propos!'ollo arralll£1' s 1111 "" : , f.tter titne. 'l'hesc offl'rS \\'t!n: 11 

if he wou1d agree. to llll'l'lflll at. sotllll~l ' ~lii>J1!l'll1clltnl \\'tiS not an nt: t: t·pt-
. \\ . I 11'1'" 1! 1' \I'll l ano ll . t . t I'Cjecl<'l ll'C llll ~C I ..- , II' ·t of inll•!'l'St was 110 1!11'11 · , 

uhh•. solution am\ tltl' :q~JHll'l ' ltl 'olt l< • . was llliOthl'r nrcu of pos.'tl,lr 
Tht• !'a I<• of S.\T to tt ;; forr!ll'l' ()\\ lll,,llt"l' ,·,.tl" not an elllplon·c of the 

. \\.1 ' I, t h ·· lortltt•r o ~ · · 1· ·· \ 'I' · ~onllict of llltl'l'e;;t. 11 1 . 1 · 1 of a~•~·intion w1t 1 ;:-., 01 
' I . " 'lilY }>eJ'IO( ,, ........ I I 1 Federal Go,·ernntent l 111111 ,... ' ·. . t CI •\. acquisition nnd tiiC )C;CII 

CI • he hnd been the ownrr P! '101 \0 · -,. 0 ,,. 11~t·•lli[> 'This }10tt•nttnl 
a. f ~ \T I r11w ~t·nc ' . . 1' 

nominal.Jn·esillent. n ~ . 1 11 
. ..... l . t th'e outset of sale. proccc( mgs, 

nren. of conflict hac\ br~n rerogmzcc ·~ . . >rofps..,ionnl e\·aluat.ion ~nd 
111\(l tl to -\ ort•m•.y ohlnllll'cl t lllnl pall-~ II . . llll'll' t~ Thl' IIIIC\l•.rlrmg · .... . . r . 1 ·p,·rnt. s111' 1 (.() "· · 
rcstJ·ide.tl wmdfnll JIIO tis o Jill' \\' llt'l' wns to rt·~ton• tlmsfnl-u.~ 

. f . I I· ·I· to lhl' orntl'l' o . . ·I. ·e 
llllllosophy 01' !ill I' ),II ' · t 'It" lll'l'\' IOIIS 0\\'1\l'l'f' IIJ> Oil~ 

' t . ftlfl'('lli'JIOI':t(IOII 0 ~ •. • I 
tftlU a11fe, 1.1•. 1'\' ·IIIII 0 

• 1 . II •d l'ntit ,, hnlllt•rnllntllel · 
I he m•t•d fol' II ( ion•rniiH'IIt ·l oil I o l . 
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