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Forwarded as itfr Attachment A is a memo for the Record detailing the

substance of the 29 hay Fran/Bob discussion re legalisation and twang of

LOCASSOCK. Since it is often difficult and time consuming to do justice to

certain project developments in normal	 tches or cables, we felt that

this Memo could serve a useful informative function in giving the Branch desk

officers a sample presentation of the complexities facing us in putting GABOR"'

projects on a complete legal basis in sovereign Germany,
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SECRET

29 May 1957

MEMORANDUM FOR: The Record

SUBJECT	 : Legalization and Funding of LCCASSOCK

.1. On 21 May 1957, C	 1, LCCASSOCK case officer,
C:	 3, EL	 j, and the undersigned met to

discuss where and how we are going from here in the incorporation and
funding of LOCASSOCK. This meeting resulted from DIR 17909, dated
18 May, in which Headquarters approval was granted to proceed with
these matters.

2. Berlin had been	 ines of proceeding with
the incorporation of the	 It	 Headquarters concurrence
were received, without 	 funding to be established
from the United States. This stemmed from an understandable impatience
to get any single aspect of the legalization off the ground, and
incorporation of the Verlag is one step that could be taken immediately
without benefit of cleared counsel.

3. We agreed to discuss separately the three principal considera-
tions to be dealt with in undertaking the legalization and then to
determine whether or not it was desirable to do them singularly or
to delay all of them if necessary in order to do them concurrently.
The considerations are:

a. Incorporation and Equity Holdings

b. Funding

c. Tax Status

4. INCORPORATION and EQUITY HOLDINGS 

a. Who will be original equity holders and in what percen-
tages? Subject to Berlin's review, we agreed that initially
equity would be divided:

CADRIER	 30%

CAUTERY/1 -70$

The thinking on these percentages was that ultimately, when the
majority equity was transferred to a KUBARK cut-out, this ini-
tial dividion would permit CADRIER to retain his share and for
us to take over the entire share of CAUTERY/1, who is not to be



VCRE1
-2-

an equity holder as soon as we can get our control position in
order. The 30P CADRIER figure represented a tentative compro-
mise from the 49% figure whicht	 )indicated Berlin had
thought should be CADRIER's ultimate equity position. C
suggested that instead of 49-51, it might be proper for KUBARK
to take a larger slice. I stated my position was a consistent
one in this and all similar projects--that I, given a choice,
would take lop% of the equity for KUBARK and reward the prin-
cipal agents (PA) by some other means, such as profit sharing
or increased compensation, as their services warranted. I stated
that we should recognize that whatever share is given the PA
as his minority share represents that percentage of the value
of KDBARK assets upon project liquidation which was going into
the pocket of the PA as a "bonus" at that time. This fact,
stated in those terms, aroused some surprise among the partici-
pants. Although we have talked equity assignment and PA's re-

' tention of minority shares in LCPAGAN and LCCASSOCK, and more
theoretically in other projects, it had not been clearly brought
to the fore that 'giving the PA a certain minority share meant
just that. In deciding upon a percentage at this time, we were
giving away at the time of liquidation that many dollars' worth
of assets created from KUBARK funds. I conceded that this point
had not been presented as such in previous commutations on the
subject, but that it was, at least to me, clearly implicit in the
arrangement. ggaazsilae_Ereeent etkknOlielents &kn'°-
jecLjpt 9.-M211.12.8.1481M_ th MM..1P- .8-n7 1!6aP-Yinif.PriSearrenntintri
iiflTee the contrary, belong tolneThaiint eitherrte'eitaty

holders, as in the case of LCPAGAN, or of the sole proprietor,
as in the case of LCCASSOCK. C	 .1 thought that this should
be clearly pointed up before we went any further in granting the
PA a minority share in either project, and I agreed to do so by
dispatch.

b. The problem of how to bring the present fixed assets,
valued in the June 1956 inventory at DM 84,000, into the GmbH
withou	 o ardizing the personal tax	 CADRIER was dis-
cussed	 nt capi#41	 either the name
of the	 or Lie 1	 1	 e, if the tax
author'	 top t	 '	 II, the personal pro-
perty of CADRIER. In no logical way, from the taxable compen-
sation which has been paid and reported, could he have ever ac-
cumulated these ai business assets. This might be forcea43
brought to the attention of the tax authorities to his personal
detriment and our ultimate "indemnification" liability, if they
are brought into a GmbH as a capital contribution. Similarly it
would not make sense, either from a bookkeeping or tax investi-
gation standpoint, to bring them into the GmbH without showing
them at something like their reasonable market value on the books,
particularly with respect to such items as automobiles, the
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market value tit	 44ily a
whether it w	 e for
porated,	 889
but since Ye	 is a	 e propri
CADRIEB,	 he problem of jeopardizing his
personal tax s atus. Finding no satisfactory solution, we agreed
that (s) we would not use the capital assets to form any por-
tion of the original capitalization, but would incorporate for
cash, (b) that our most probable answer was to severely reduce
the book value of those assets on which market value could be,
under any stretch of the imagination, that low, and (c) that we
should ask the advice of Steuerberater Krebs.

s to	 ation-
and	 The
rily, and	

,411,1Y
of a production nature It

I be products of the
dles "illegal" pubI
d that prosp
would go in

/Wald rec
ed for

asse $ are, at t
but will
poses to

SO	 employee
payroll, but we agreed that, after incor
number of them should be employees of
re-ra	 this oontinui
once	 le	 n an in-

LOCASSOCK project, as
r contracts with the

to a or four percent Umsatz-

3 agreed that this was a consideration that de-
served more study, that he would discuss it in Berlin within
his shop and with GABBIER, and determine whether the continuing
division was worth the aggravated cost resulting the

d. We discussed the amount at which
should be capitalized. The legal minimum 	 as
agreed that the normal capitalization criteria were inappro-
priate to this organization, because these considerations, such
as the basic amount of fixed assets necessary to conduct contem-
plated business, the anticipated turnover and lag in cash receipts,
and the period of anticipated deficit operation normally incident
to a new business, etc., were not considerations of particular
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relevance in this instance. We agreed that, other than the
problem of bringing the fixed assets into the GmbH which, if
they are brought in at their market value, would require a mini-
mum logical capitatization of DM 100,000, there would be no
reason for capitalizing at an amount in excess of DM 20,000.
We agreed that we could not make a final decision on this point
until we decided how to handle the fixed assets.

e. Collateral to the determination of the amount of
capitalization and directly germane to the issue of whether to
move ahead_ with incorporation before commencing funding, was my
position that the amount necessary for the original capitaliza-
tion should come as the first grant of-the overt sponsor, be-
cause the incorporators do not personally have this kind of
money--tax wise--and if we can later establish that the money.
used to incorporate came from the sponsors, we can spare theM
tax embarrassment in re where they got the money. This under-
standably leads us to another consideration, which, insofar as
I can see, is incapable of solution if we are to maintain our
equity control through a Deviseninlaender cut-out. To spare
the DeviseUinlaender from personal tax problems, my proposal
to utilize the original funds transferred by the Devisenauslaender 
sponsor runs theoretically, if not . achually, into conflict with
the currency control requirement that DivisenMuslaender invest-
ments within Germany be made with Liberalized Marks. I con-
ceded that in both LCCASSOCK and in the LCPACAN equity apsign-
ment proposals this was a flaw to whichi I have been unable-to
find an answer.

f. Where are the draft proposed articles of incorporation
prepared by the former LCCASSOCK legal counsel?

-a rreplied that a copy had been forwarded about
a year ago,, but wire probably obsolete now and should be re-
drafted by the new counsel. He treated that a copy would be for-
warded to me. I suggested on this point that, before these
articles moved very far, we should carefully review them to
avoid damaging language such as that placed in the LCPAGAN
articles relating to equity holders' shares going to their* heirs
upon their deaths.

5. TAX STATUS 

a. Umsatzsteuer. I suggested that'we should start action
to obtain a 1% Umsatzsteuer rate on the grants received from
the PBPRIME sponsor concurrent with the request for the ML
license. This preferential rate took us many months to obtain
on LCPAGAN and then only through the intervention of C-
I suggested that we might first try to have Steuerberater Krebs
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sound out the Berlin Finanzamt on a 1* rate and if it was locally
unobtainable we should get Bonn started on C 	 7, C
timid that he wasn't very fond of paying even 1* Umsatzsteuer and
he felt perhaps Steuerberater Krebs, along the lines of his
recent study of this problem, could get us a zero tax rate. We
agreed that this was desirable and should be played, but the
Frankfurt representatives had misgivings about his ability to
do so, because his paper was premised on the assumption that
the funds received were from the Oeffentliches Hand of the pub-
lic, whereas the overt story will prospectively be that the funds
are received from private sponsors on a "for services rendered"
arrangement. C	 aeill explore with Krebs through CAUTERY/1.

b. I mentioned that, although LCCASSOCK was not a project
that I particularly wanted to try experiments with at this point,
if it were thought desirable, we could make the play to get spon-
sors' contri ! • a received as gifts and to exempt the grants

r by obtaining Gemeinnutzig status for the

ft en though it was to be organized as a GmbH
Retragener Verein. I said that our study of

his problem had indicated that, although most GemeinnutziR
organizations are organized as EingetraRener Verein, the language
of the statute did not preclude a GmbH from enjoying this status.

I did not think that it was logical that we make this
play on LCCASSOCK because the future of that organization lies
in expanding its legitimate business, and GemeinnutziR status
was incompatible with this objective. We agreed and dropped
the issue.

c. Repeated as a point under "Taxes"
exhausted under "Incorporation" was that thp
bookkeeping system and subsequent tax probl
be aggravated by bringing in the current fixed assets unless a
satisfactory corresponding bookkeeping entry could be found.

d. W	 	  eed that the two separate income
sources of	 'i.e., sponsors' funds and receipts
from sales	 compatibly accommodated under a
single business entity, but that the Umsatzsteuer rate would
probably be higher on legitimate sales and would be paid accord-
ingly.

6. FUNDING 

a. We agreed that we should check the c	 3 corres-
pondence with the BdL on Project LCPAGAN to determine the termi-
nology used therein to license the funding arrangement as a "for
services rendered" transaction rather than a gift, in order to
avoid later controversy on whether the funds are subject to

7- (77

h'L

3
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Geschenksteuer. This presupposes our presumption that obtain-
ing the preferential Umsatzsteuer rate will be one of the slower
items to get cleared up because once an Umsatzateuer determina-
tion is made, it logically by definition excludes the payment
of Gesohenksteuer on the same funds.

b. We discussed the who, when,and sequence problems of
applying for a BdL license and the license amount which should
be requested. I said that I thought this would probably take
3-4 weeks and that we should rememb 	 plica-
tion was forwarded by the BdL to th4 	 prior
approval. Logically, if the funds 	 e to
come from the first transmittal, the application for e ML
license would be the first outside step taken. We agreed that
the logical party to carry this ball would be the same lawyer
who is to be used for incorporation. We also agreed that we
should ask for a sufficiently high license amount approval to
avoid a subsequent requirement to amend the license to'increase
the ceiling, because very application for a license involves
attorneys fees. However, on this point, I reminded the group
that the higher the amount applied for, the higher the original
attorney's fees, because the fees are predicated on the amount
of money involved. It is expected that LOCASSOCK will spend
approximately $c- 	 a in the next fiscal year, and we tenta-
tively discussed a license application for St	 a.
is going to discuss this matter in Berlin and arrive at a figure
not far in excess of our anticipated maximum.

7. After discussing these specifics, we returned to the issue
of sequence of action, and there was general agreement that, even
though incorporation could be almost immediately effected, it was un-
desirable to go ahead with this aspect without tying it in to the
funding and the tax consequences of the funding. We agreed to return
to our original proposal of many months ago, wherein the first step
would be to obtain a license, that incorporation would follow from
funds received under this license, and that concurrent with the appli-
cation for the license, action would be taken to obtain a preferential
Umsatzsteuer rate. We then discussed how we could proceed on any of
this with as many considerations as were involved on each aspect with-
out cleared local counsel.

8. I suggested that we could do this perhaps by revising our
overt correspondence to incorporate in the sponsor's letter many of
the technical questions raised in our discussions and that these overt
letters could be taken to the lawyer or Steuerberater Krebs by CAUTERY/1.

ithought not. He felt that some of the questions which we dis-
cussed could be raised immediately by CAUTERY/1 with the necessary
individuals, but that our next step should be to request Headquarters
for a clearance on the lawyer to enable us to get in direct contact.
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He did not see how we are going to work out all of these aspects
without that contact--nor do I. The result was general agreement
that a cable should be sent indicating that the necessary field mea-
sures required in the implementation of the incorporation and funding
were contingent upon the lawyer's POA. This cable is BRLN 1548.

9.	 will raise many of the points discussed above with
CAUTERY/1 and advise us of what they learn.

Distributions'
Orig & 1 - ADA
2 - Legal

i/1
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