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14 March 1974

MEMORANDUM FOR: Legislative Counsel

SUBJECT: . Inquiry from Senator Proxmire Regarding
ILegal Basis for Covert Action and GAO
Audit of CIA

1. Omn 24 January 1974, Senator Proxmire wrote
Elmer Staats, C_c;mptrolle.r General, requesting the latter's
opinion on several matters relating to the Intelligence Com-
munity in general and CIA specifically. Among other things,
Senator Proxmire asked the Comptroller General to provide
an apinion on the legality of the National Sécurity Council

.directing the Intelligence Community in part or whole to

engage in covert activities abroad. Senator Pfoxmire also
inguired as to the statutory authority of the GAO to review,
audit or otherwise examine the programs and operations of
the various intelligence agencies and what success the GAO
has met with obtaining information from and abbdut the Intelli-
gence Community. '

2. We have drawn together appropriate materials
from our files and from the archives and have prepared
memotranda on the legal basis for covert action and the
history of the audit arrangements between GAO and CIA.
These two memoranda are available in our files for what-
ever use you may have in response to Senator Proxmire's
inquiries or otherwise,

DHN S. WARNER N
Feneral Gounsel

cc: DDJ/O
DD/ M&S
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14 March 1974

MEMORANDUM FOR: General Counsel

SURJECT: Historical Review of Audit of CIA
: Expenditures by the General
Accounting Office

REFERENCES: Noted on Page 5 and attached

1. The enactment of the CIA Act of 1949 provided the
Director of Central Intelligence broad authority to expend
monies on his certification alone without the usual audit by
the General Accounting Office (GAO). The Director adopted
the policy of limiting the exercise of this special authority
to those activities which in the national interest deserved the
maximum security protection, although he considered all
funds appropriated to the Agency to be technically on an
unvouchered basis and therefore exempt from audit by GAO.
Accordingly, the Director requested that the GAO continue
auditing vouchered expenditures.

2. Beginning in March 1959, staffs of the Special CIA
Subcommittee of the House Armed Services Committee and the
GAO met to discuss the audit arrangement between CIA and
GAO. Then in May, senior GAO officials appeared in executive
session before the Special CIA Subcommittee, which was chaired
by Congressman Kilday, to further examine the audit question.
As a result of this session, the Comptroller General wrote
Chairman Kilday in June 1959 recommending that GAO broaden
its auditing procedures of CIA to bring them in line with the
general audit procedures used with other agencies. This
broadening was possibly to snclude a limited audit of unvouchered
funds. Mr. Kilday then wrote the DCI, Mr. Dulles, suggesting
that CIA and GAO confer on the audit question.
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3. On 30 June 1959, Mr. Dulles informed the President
-of the audit situation, noting that while CIA could take the
position that all expenditures were exempted from GAO audit,
the Agency had adopted the policy of submitting as many expendi-
. tures as possible to GAQO audit and this normally amounted to
about 45% of all expenditures.

4. A CIA-GAO working group was established in July :
1959 to study the question of whether GAO could apply its . ‘ L
"comprehensive audit! approach, then in use with other agencies,
to CIA. Under the "comprehensive audit" the GAO's basic pur-~
pose was to review and evaluate the manner in which an agency
carries out its financial responsibilities, including expenditures
of funds and utilization of property and personnel in the furtherance
only of authorized programs in an "effective, efficient and economic
manner.' In conducting such an audit the GAO would examine the
organization structure, review agency practices and procedures
followed in carrying out agency policies ard make selective exami-
nation of actual transactions. '

5. As a result of the CIA-GAO discussions, Mr. Dulles
wrote the Comptroller General in October 1959 stating his belief
that GAO could expand its audit of CIA, but added a cautionary
note:

... Jthe Agency policy of submitting the maximum
expenditures possible to GAO audit/ has been exercised ;
to such a degree that certain activities, not'in themselves
sensitive but conducted solely in support of highly confi-
dential operations, are funded under general authorities
without invoking my special authozrity to make final
accounting therefor. A comprehensive audit of the sort
now conducted by the General Accounting Office in
other agencies, if applied to our so-called vouchered
expenditures, would necessarily reach into the confi- i
dential operations which they support and which are
protected by my special authority under Section 8 of the
Act. In these instances, therefore, the comprehensive
audit would have to be limited so as to remain outside
the arcea of sensitive security operations. '

TR AT
it .
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The Comptroller General responded that he believed an expanded
audit of a considerable part of the Agency's operations was
possible while still remaining outside of the sensitive area pro-
tected by Section 8 authority. Under these circumstances an
expanded audit was begun on 2 trial basis in late 1959.

6. In May 1961, after some sixteen months of the trial
comprehensive audit, GAO threw in the towel. The Comptroller
General wrote Chairman Kilday:

. .Various steps were taken by CIA to place
the General Accounting Office in a position to make a
comprehensive audit of the overt activities of CIA.
. We have been given sufficient access to make
reasonably comprehensive reviews of the overt
activities of the Intelligence Component, but such
reviews, in our opinion, will not be productive of
significant evaluations because we cannot feasibly
evaluate the extent to which needed overt informa-
tion is available for collection or determine the
need for the intelligence information selected for
collation and use in the production of intelligence
reports. ...Inas much as we cannot, in our
opinion, effectively accomplish any worthwhile
audit objectives on a continuing basis, we plan to
discontinue our audit of CIA activities.

7. Mzr. Kilday brought the Comptroller General's letter to
the attention of Congressman Vinson, Chairman of the House Armed
Services Committee. Within 48 hours, Mr. Vinson replied to the
Comptroller General conveying his firm opinion that the audit
question should be the subject of further discus sions between the
Committee, the GAO and the CIA and strongly recommended the
continuation of the audit in the interim. Chairman Vinson's
reservations, as well as the Agency's, concerning the proposed
GAQO pullout were motivated in large part by the political climate
then prevailing in the aftermath of the Bay of Pigs affair.

3
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8. GAO continued its limited audit of CIA for about

one vear. On 21 June 1962 the Comptroller General wrote

Chairman Vinson expressing his continued view that security
restrictions precluded an effective audit of CIA. The Comp- _

- troller General stated his belief that to conduct a maximum |
effective audit, "it would be necessary for our /GAO/ audit staff
to have nearly complete access to CIA activities, ! He continued
that it would be possible to perform ""reasonably comprehensive
reviews. ..if...permitted complete access to the administrative
activities, such as financial, procurement, property, and
personnel management and internal review activities that are
performed in support of both sensitive and nonsensitive opera-
tions of CIA.!" (Emphasis added.)

9. Upon consideration of the audit problems as expressed
in the Comptroller General's latest letter, Chairman Vinson
agreed that GAO withdraw from further audit of CIA activities. In
a letter to the Comptroller General, which was drafted by the
Agency, Mr. Vinson said: : '

. . . the restrictions you met with in the Central
Intelligence Agency are necessary, I believe, for
the proper protection of its intelligence activities
and should be maintained., Also, Mr. McConehas
informed us that among the reorganizational steps
he has carried out is a major strengthening of the
comptroller and internal audit functions in the '
Agency. Consequently, I believe you have met the
objectives of my letter of May 18, 1961, which
recommended that you continue your work at that time,
and since you feel confirmed in your opinion that it is
not a worthwhile effort, I am agreeable that you with-
draw from further audit activities in the Central
Intelligence Agency.

10. Since July 1962, the GAO has not audited CIA, but
a thorough internal audit is conducted by the CIA Audit Staff and :
as Agency proprietary CPA firm. A 25X
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REFERENCE SHEET

. Ltr to Congressman Paul J. Kilday {r Comptroller General, dtd

29 May 1959

Ltr to Hon. Allen Dulles fr Congressman Paul J. Kilday, dtd
18 June 1959

Itr to The President fr Hon. Allen Dulles, dtd 30 June 1959

Litr to Congressman Paul J. Kilday fr Hon. Allen Dulles, did
25 July 1959

Ltr to Congressman Paul J. Kilday fr Hon. Allen Dulles, dtd
3 August 1959

Ltr to Comptroller General fr Hon. Allen Dulles, dtd 16 October
1959

Ltr to Congressman Paul J. Kilday fr Comptroller General, dtd
16 May 1961

Ltr to Hon. Allen Dulles fr Comptroller General, dtd 16 May 1961
(Confidential)

Ltr to Comptroller General fr Congressman Carl Vinson, dtd
18 May 1961

Litr to Congressman Carl Vinson fr Comptroller General, dtd
21 June 1962 |

Draft Ltr to Comptroller General fr Congressman Carl Vinson,
dtd 11 July 1962

Ltr to Congressman Carl Vinson fr Comptroller General, dtd
26 July 1962
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Washington 25, D. C.
B-133200

Honorable Paul J. Kilday, Chairman ,
Special Subcommittee, Central Intelligence Agency
Committee on Armed Services

House of Representatives

Dear Mr. Chairman:

On May 15, 1959, Mr. A. T. Samuelson, Director of our Civil
Accounting and Auditing Division, attended an executive meeting of your
Subcommittee to discuss our audit responsibilities and activities at
Central Intelligence Agency. At the conclusion of this meeting, it
was suggested that recommendations be submitted for the future audit
activities by the General Accounting Office at this Agency.

Following the enactment of the Central Intelligence Agency Act
of 1949, the then Directoxr of the Agency requested that notwithstanding
the very broad and unusual powers granted to the Central Intelligence

" Agency by the Act an audit of expenditures at the site, as previously

performed by the General Accounting Office, be continued. Accordingly,
the General Accounting Office has continued to make audits of vouchered
expenditures, under the same arrangements that were in effect with the
predecessor Central Intelligence Group. However, in view of the pro-
visions of section 10 of the Central Intelligence Agency Act, no
exceptions have been taken to any expenditures. In those cases where
questionable payments come Lo our attention, we refexr the cases to

the CIA Comptroller's Office for corrective action. In using the

term questionable payments, we mean any expenditures which, except
for section 10 (a) of the Act, would appear to be improper or illegal
either under law or under the decisions of the Comptroller General.

In our audit work, we have not made a substantive review of Agency
policies, nor of its practices and procedures, and we have made no
audit of expenditures of unvouchered funds.
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Since the enactment of Central Intelligence legislation, we have
generally broadened the type of audit we make of the activities of most
Government agencies. Under our comprehensive audit approach, our
basic purpose is to review and evaluate the manner in which the agency
or activity under audit carries out its financial responsibilities. We
construe financial responsibilities as including the expenditure of funds
and the utilization of property and personnel in the furtherance only of
authorized programs or activities in an effective, efficient, and
! . economical manner. In carrying out this kind of an audit, we examine
the organization structure and review the established agency policies
for conformity with legislative intent and applicability to agency activities.
We also examine agency practices and procedures followed in carrying
out the agency policies and make selective examination of actual
transactions as a means of appraising the application of agency
practices and procedures. Reports on the results of our work are
submitted to the Congress and to agency management officials,

We believe that a broader type of audit is appropriate for our
work at Central Intelligence Agency and is more likely to be productive
of evaluations of the administrative functions which would be helpful
: to the Congress and the Agency Director. We have accordingly concluded
P ' that it would be desirable to expand our audit work at Central Intelligence
Agency more in line with our regular comprehensive audit approach, -
_ The expanded work would include an examination of vouchered expenditures,
’ _ and,. at the outset, the controls and procedures used in processing
I unvouchered expenditures. Also we would propose to make a limited
| examination of the support for unvouchered expenditures in accordance
: with such agreement as to access as can be worked out between CIA and
our Office. As indicated by the preceding comments we have heretofore
carried out only limited audit work at CIA, and we do not believe such
limited work should be continued.

At this time we do not recommend any change in section 10 of the
Central Intelligence Agency Act. We believe, however, that your Sub-
committee could be very helpful in effecting a change in the scope of
our audit work at CIA by advising the Agency of your interest in
broadening the audit performed by the General Accounting Office. Axny
broadening of our audit activities should not include an evaluation of
the intelligence activities of the Agency.

We are prepared to discuss this matter further at your convenience.

Sincerely yours,

ts]
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O HOUSE OF REPRESENTATIVES
Y Committee on Armed Services
Suite 313, House Office Building

Washington 25, D. G.
June 18, 1959

Honorable Allen Dulles
Central Intelligence Agency
Washington 25, D. C.

Dear Mr, Dulles:

On Mazrch 2, 1959 and subsequent dates staff meetings

were held between the CIA Subcommittee and. the General Accounting
Office in order to develop a clearer understanding of the relationship
between the General Accounting Office and the Central Intelligence
Agency. Upon completion of these staff meetings the CIA Subcommittee
met on May 15 with a senior representative of the General Accounting

ffice for the purpose of pursuing the information developed in the
staff conferences.

The Subcommittee fully appreciates the legal exemption of the
Central Intelligence Agency from audit by the General Accounting Office.
However, since representatives of GAO have been assigned to the
Central Intelligence Agency since you became Director and prior
thereto, there is a general impression that the vouchered funds of
CIA have been subjected to the normal audit function of the General
Accounting Office. It is this particular point that the Subcommittee
pursued at its meeting on May 18.

At the conclusion of its meeting, the Subcommitiee informally
concluded that: : '

(1) the degree of audit of vouchered funds performed

by GAO representatives in the Central Intelligence Agency was
considerably less than had been thought;
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(2) for the protection of the Agency and the assurance
of the Congress, the audit function should continue;

(3) that more senior representatives of the General
Accounting Office should be assigned to this function; and,

{4) that the Chairman of the Subcommittee should
seek the formal opinion of the Comptroller General with
respect to this matter. :

In keeping with the above, I requested the official
opinion of the Comptroller General on the relationship of
his office with the Central Intelligence Agency. Under date
of May 29, I received a letter from the Comptroller General,
a self-explanatory copy being hereto attached. You will note
that the Comptroller General recommend a broader type of
audit than is presently accomplished. At the same time he
takes cognizance of appropriate restrictions which are inherent
in this endeavor.

The question now arises as to the action that will be taken
with reference to this matter. Imasmuch as the General Accounting
Office participates in the activities of your Agency by invitation,
it is my opinion that it would be both appropriate and desirable
for you to initiate a conference with the Comptroller General in
an effort to clarify the existing situation. The CIA Subcommittee
stands ready to assist in any manner, but I believe you will concur
‘in my thought that the conference which I have suggested represents
the most desirable approach to a solution.

As soon as you have had an opportunity to consider this
matter I would appreciate an expression of your reaction.

Sincerely,

/s/

Paul J. Kilday, Chairman.
Enc. Subcommittee on ClA
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OGC 9-1033

| 3 0 JUN 1958
The Prasidemt
Tha Whits House

¥ashingtem 25, Dy G,
Dear Mr, Presidents

I hava received a letter dated Juae 13, 1959, fromn Representa-
tive Faud J. Kilday, Chalrman of tha CIA Subepmmities of tha iouse
Armed Services Commiites, concerning tha audit of the so-called .
vouchered funds of this Agency as distinguished from the funds ex~
peaded for highly classifled emfldential purposes, With this lettar
Mir. Kilday sent ma a comnmunicadicon to hisn from the Compirciler .
Goneral on the same sabjact. '

The Cowptrolley General notas that since tha snasiment of
Central Intalligance Agency legislation the General Accounting Office
has generally broadened the typs of andit mada of activities of most
Coverament agencies but that with the Central Intelligence Agency
it has continued to maks only a voucher audit of vouchered funds and
Ao audit of confidential funds, He, therofors, recommesnds ™, 4 + &
changs in the scopa of our audig work at ClA . . »" by brosdening tha
Genaral Scesanting Office’s audit while recognizing that "fay broaden~
ing of our audlt activitias should net iacluds an evaluation of the Intels
ligencs activities of the Ageancy.' Mr. ¥ilday, speaking for hia Sub-
committes in his letter of June 18th, racommends that the Ageney
considar with the Compizoller Genavral "a broadsr type of audit than
is presently accomplished.™ ' ' ‘

The history and facta in this malter are a3 follows: Sectiom
1005) of the Central Intallizencs Agency Act of 1949 orovides

T Pha gmms made available o the sgency méy he
exnandad without regard to the provizions of law and
regalations relating to the expeaditure of Covernment
funda; and for objecta of a confidential, extraordinary,

r emargmmey natuare, such axpendituras to be ascounted
for solely on the certificats of the Dlroctor and evezy
suech certificats sball De doamend a sifficient voucher fox
she amount oy aln certified,”
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i view of tha close interreiation of all cﬁ' t?bin ggéuRg 36 %98&0%&15, 1

beliave it could have bean correctly argued that all of the fanda of the
Agency should ba expsnded ander ths authoxity of this secticn so thad

- none of them would be subject to outside aundit, However, i has baen

our practice, as you know, to pul as much of sur expenditures on tha
tyouchered’ side as is possible and still profect senaitive activitiss.

L)

. Foch sxpenditurss havs Daen gubject to & voucasy audit by represeata-

tives of the Ceneral Ageounting Oiflca. All othar expendiburss have
baea subject to the striciest kind of internal control and auditiag by
ouy owa Audit Staff and ompirsiler. The proporiiaa a3 hetween -
voncherad and confidential has varied from ysar to year but on the
averaga has been sbout 45 pex cent voncharsed to 55 psr cent
confidentiale

I would be pleased to continua with thess procadures; howaver,
if thers is a breadening of ths General Accsunting Cifiee's reviaw into
3 comprehansive audit of the vouchered sids, we will encounter sericua
problems a8 such an examination would necensazrily extend into the Jfield
of intelligence sources and methpds unless iis scops wera limited at
our direction,

_ The Central Intellizence Agenty is a pasticalarly sensitive arm
of the sxecviive branch of the Covernment in the general fisld of forsign

relations, aad I would nek wish its nsefninass to be Impaired in any way

by accepking fyom A body responsible to e legislative branch ox from
the legislative branch a measure of contrel or supervision desiriznental
to its effectivenssa, Acsordagly, 1 felt I should submit these facts 1o
you, Ab the same time, I would suggest that  discuss the matier with

the Compirolley General, Mz, Camphell, as wall a3 Aix. #iiday, if yom

approvs, to determing whether a form of andit of so=called voucherad
fands satisfactory to the General Aceounting Ciflce and to Mz, Rilday
and his Spbeommities tan be agreed upon without impairing the powvers
and authorities with regard to expenditures fop confidential purposss
which wa have found essential to our opexationds. :

1f you agree, I shall proceed to hava gueh conversations and I
shall report the resulls to you without reaching any conmmitment until
I have obtained your COnCUrrenca, :

sinearely,

SRNES
Allen W, Dulles
Diractor '

b i n ST s Tamy poee S
I,‘\'.‘. .‘\“\. kf{
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25 July 1959

The Honorable Paul J. Kilday
Chairman, Subcommittee on CIA
Committee on Armed Services
U. S. House of Representatives
Washington 25, D. C.

Dear Mr. Kilday:

I refer to your letter of 18 June 1959 and to our discussion
on 30 June 1959 with regard to your desire that I initiate a conference
with the Comptroller General to consider the possibility of a broader
type of audit in the Central Intelligence Agency by the General
Accounting Office,

This is an interim report to advise you that I have contacted
Mr. Campbell who designated Mr. A. T. Samuelson to discuss this
matter with us initially, Colonel L. K. White, my Deputy Director
for Support, has had a meeting with Mr. Samuelson, and Mxr, Campbell
and Mr. Samuelson have accepted my invitation to a briefing next week
in order to gain a better understanding of our activities and of the
problems inherent in the conduct of a comprehensive audit. After
this briefing and any other subsequent discussions which the Comptroller
General and I may feel necessary, I shall report further to you on this
matter, ‘

Sincerely,

Allen W. Dulles
Director
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3 August 1959

The Honorable Paul J. Kilday
Chairman, Subcommittee on CIA
Committee on Armed Services
U. S. House of Representatives
Washington 25, D. C,

Dear Mr. Kilday:

With further reference to my letter of 25 July 1959 in
connection with the relationship between the Central Intelligence
Agency and the General Accounting Office I should like to report
that Mr. Campbell, the Comptroller General, accompanied by
Mr. Keller, his General Counsel, and Mr. Samuelson, Director
of the Civil Accounting and Auditing Division, GAO, attended a
briefing of approximately three hours duration in my offices on
30 July 1959. This briefing included presentations by our most
senior officials who are responsible to me for the conduct of our
operations and financial activities.

Insofar as was possible within the time available, we gave
Mr. Campbell a full explanation of the activities of the entire Agency.
He indicated that the briefing was extremely helpful and that he would
be in touch with us again soon.

I shall keep you advised as to our progress.

Sincerely, i

Allen W, Dulles
Director
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e sublest with you 2f pour convenlsnce. I we a3 In sgTewment of e lunda~

mantsd prineistes, | suzest that your representatives contizas {o caploda with
my Staf 1oe mummer s wiled e oy of the Usaeral Azsoonting Offlee’s sadiy
of ghw Ageney may ba breadensed, copsistent with the sscurity regainemans
slefgriied alsawe.

Saparely,
78/

5*’%& 4 r W
TRARectg
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DRAFT
CGC:LRH:jeb
11 July 1962

COPY OF DRAFT; COPY OF FINAL LETTER NOT
RECEIVED

Honorable Joseph Campbell
The Comptroller General -
af the United States !
Washington 25, D. GC.

Deax Mr. Campbell:

I have read your letter concerning the restrictioas on
performance of an andit of the Central Intelligence Agency and
your opinion that as a result of these restrictions you could not
effectively accomplish any worthwhile audit objectives at the
Central Intelligence Agency.

As yon know, the restrictions yon met with in the Central
Intelligence Agency are necessary, 1 believe, for the proper
protection of ita intélligence activities and should be maintained.
Also, Mr. McCone has informed us that among the reorganizatioga}.

steps he has carried out is a major strengthening of the comptroller

and internal audit functions in the Agency. Consequently, I believe

you have met the objectives of my letter of May 18, 1961, which

recomm ended that you continue your work at that time, and since
you feel confirmed in your opinion that it is not a worthwhile effort, g
I am agreeable that yon withdraw from further audit activities in

the Central Intelligence Agency.

Sincerely,
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COMPTROLLER GENERAL
OF THE UNITED STATES

WASHINGTON

JUL 26 1962

Dear Mr. Chairman:

Your letter dated July 13, 1962, on furthev
audit activities by the Gansral Accounting Gifice
at Central Intelligence Agancy is acknowledged.

=

withdraw from further audit activitles at this
Agency is appreciated and we will procead to com—
plete the work that is in process at a relatively !

early date.

Your acceptance of our conclusion that we |

Sincerely,
Jaseph Cemppoll

Comptroller General
of the United States

Honorable Carl Vinson

Chairman, Committes on
Armed Sarvices

House of Rapresentativas
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