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The Honorable Dante B. Fascell
Chairman

Committee on Foreign Affairs

2170 Rayburn House Office Building"
Washington, D.C. 20515

Dear Mr. Chairman:

We hereby submit the final staff report of our investigation
on the involvement of the State Department Office of Latin
American Public Diplomacy (S/LPD) in the establishment and
supervision of a private, domestic network designed to influence
the Congress, the media and public opinion on behalf of the
Administration's policies as related to the Iran/Contra affair.
Since the interim report, which we provided to you on March 18 of
last year, the investigations by the Iran/Contra Committees,
General Accounting Office and the State Department Inspector
General, as well as our subsequent follow-up investigation, have
revealed a much wider, and potentially much more serious,
violation of U.S. laws and regulations than our original interim
report had indicated.

Although the Iran/Contra Committees were constrained by
pressures of time and limited resources from pursuing many of the
leads that were developed during that investigation -- and the
General Accounting Office and State Insector General's reports
weére narrowly focused on certain aspects of S/LPD's activities --
the combined information developed by those three investigations,
as well as our own investigation, present a situation which may
require further investigation. Such investigation may wish to
focus on the extent to which the CIA and various intelligence
components of the Department of Defense conspired, through the
staff of the National Security Council, to use the State
Department as a cover for a domestic operation which went far
beyond the legal and ethical scope of their authority.
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The staff report indicates the extensive involvement of
intelligence community personnel by the Office of Latin American
Public Diplomacy to establish, maintain and manage private,
domestic entities engaged in fundraising, lobbying, propaganda
and manipulation of the media in contravention of U.S. laws and
regulations.

While the report provides a clear indication that such
activities occurred and that they were deliberately hidden from
public view, there are many individuals who were intimately
involved in these activities who were never questioned by the
Iran/Contra Committees about these matters and who have not been
available to any of the other investigations that have been
conducted. Many important documents, which were discovered by
the GAO in the files of S/LPD, were never made available to our
Committee nor to the Iran/Contra Committees despite our request
and assurances that such materials would be forthcoming. There
may be other documents in the. files of the CIA, DOD and the
Department of State which should be sought in order that a
complete picture may be obtained. Any subsequent investigation
will almost certainly need to use Congressional subpoena power in
order to obtain these documents and the testimony of key
witnesses.

Appended to the report are copies of our interim staff
report of March 18, 1987, two reports from the GAO and a report
by the State Department's Inspector General.

Vic Zangla, the General Accounting Office official who has
been working with the Foreign Affairs Committee for the past year
and a half, assisted with the compilation and evaluation of the
documentation upon which this report was based.

Sincerely yours,

. Spencer Oliver ‘ g Bert Hammond

Chief Counsel Staff Consultant

Encls.
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STATE DEPARTMENT AND INTELLIGENCE COMMUNITY INVOLVEMENT
IN DOMESTIC ACTIVITIES

RELATED TO THE IRAN/CONTRA AFFAIR

OVERVIEN

In March 1987, the staff of the Committee on Foreign Affairs issued

a preliminary report of its investigation into the award of six
contracts by the State Department's Office of Public Diplamacy for Latin
America and the Caribbean (S/LPD) to Interr;ational Business
Communications (IBC) and its principal, Frank Gomez. The report raised
a number of key questions, including:
Why was a noncompetitive $276,000 State Department contract with IBC
classified SECRET during the same time period that IBC was engaged in
transferring monies to Lake Resources, an account controlled by Oliver
North for the purpose of aiding the Contras? Were any of the State
Department contract monies in fact used illegally to lobby Members of
Congress? Was S/LPD engaged in prohibited propagandistic activities?
Were State Department monies illegally diverted to aid the Contras?

Due to the difficulty the Committee staff encountered in its
efforts to obtain relevant information from the State Department and to
the fact that IBC had been involved in funneling money to secret Swiss
Bank accounts, many answers to questions raised in the report were not

immediately forthcoming. It was the Committee staff's opinion that
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these pressing questions could only be properly reviewed by the Select
Comittee to Investigate Covert Amrms Transactions with Iran. The
Chairman of the Committee on Foreign Affairs, Rep. Dante Fascell, then
forwarded all relevant documents in the Committee's possession to the
Select Committee.

On March 31, 1987, Chairman Fascell and Rep. Jack Brooks, Chairman,
Camittee on Governmeht Operations, issued a joint letter to the General
Acoounting Office (GAO) requesting it to conduct an investigation and
render a legal opinion on the legality and propriety of certain

. activities of S/LPD. Two separate reports were subsequently prepared by
GAO.

The first GAO report, issued 9/30/87, examined whether or ot S/LPD
had been igvolved in illegal lobbying and propaganda activities. The
report concluded that S/LPD's activities involving the preparation and
dissemination of certain types of information violated a restrictiaon on
the use of appropriated funds for publicity and propaganda purposes not
authorized by the Congress. The report also noted that the available
evidence did not support a conclusion that antilobbying statutes had
been violated. (GAO auditors, however, informed Committee staff that
documents in the possession of -the Iran/Contra Select Committees, which
were not made available to GAO until after its report had been issued,
would have required_ GAO to reevaluate S/LPD's compliance with the
anti-lobbying stétutes.)

The second GAO report, issued 10/30/87, assessed the contracting
activities of S/LPD. The report found that S/LPD gen&ally did not
follow federal regulations governing contractual procedures.

In addition to the GAO reports, the State Department's Office of
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Inspector General (0IG) issued a report that examined the Department's
contracts with International Business Cammunications (IBC) and Frank
Gomez, one of its principals. The OIG's report concluded that many of
the purchase orders and contracts awarded by S/LPD were questionable in
rthe later periods as S/LPD's staff grew and gained experience; that the
acquisition process for awarding and administering the purchase orders
and contracts was .mismanaged; that one contract was improperly
classified SECRET, apparently to avoid competition and public
disclosure; that some of the charges in the final contract between S/LPD
and IBC were questionable; that violation of ‘ethical standards and/or
conflict of interest restrictions may have occurred in the case of two
individuals; and that information provided by the Department to
Congressional requesters was inaccurate, incomplete, and misleéding.
The OIG's report also recammended specific actions to remedy
administrative problems identified in the report.

This final staff report on the activities of S/LPD serves both as a
summary of the previously described reports on the Office of Public
Diplomacy for Latin America and the Caribbean and as a description of
how a relatively obscure office in the State Department played a central
role in the creation and management of the private network involved in
the Iran/Contra affair. It is the Committee staff's contention that a
preponderance of documents obtained by the staff, as well as those
released by the Select Committees, demonstrates that S/LPD was set up
and managed by operatives in the National Security Council (NSC) who
maintained close ties with Oliver North and former CIA Director Casey.
The NSC staff succeeded in having Otto Reich named as the Director of

the new Office Latin America of Public Diplomacy which reported directly
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to the NSC. IBC's two principals--Richard R. Miller, former head of
public affairs at AID, and Francis D. Gomez, former public affairs
specialist at the State Department and USIA--were then hired by S/LPD
through a series of sole source, no-bid contracts to carry out a variety
of activities on behalf of the Administration's policies in Central
America.

During the same éeriod that it had been receiving payments from the
State Department totalling in the hundreds of thousands of dollars, IBC
also served as the conduit through which millions of dollars from the
illegal sales of weapops to Iran were diverted for use by the Contras as
well as other purposes. Also while under ‘contract to the Office of
Public Diplamacy, Miller and Gomez participated in activities designed
to influence the media and public to support the President's Latin
American policies, including sophistica.ted television ad campaigns that
were targeted at Members of Congress who were not supportive of the
President's Central America policy. Many of these activities by design
were covert. Johnathan Miller, Ambassador Reich's Deputy at S/LPD (who
later resigned from the White House staff when it was revealed that he
had assisted Oliver North in cashing travellers checks for the Contras),
for example,described Gomez as a "cut-out" who once made a clandestine
trip in Central America and promoted media interviews and background
briefings with representatives of the Democratic Resistance in Nicaragua
on behalf of S/LPD, without acknowledgment of the State Department's
role,

In the course of assisting the Contras with their public relations,
Millér and Gomez were introduced to Oliver North and Contra fundraiser

Carl "Spitz" Channell. Under the direction of North and with the
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financial assistance of Channell, IBC quickly became a central player in
the so-called "enterprise." IBC's role, in fact, was so highly valued
that it was described by one white House official as "the White House

outside the white House."

THE GAO AUDITS

Responding to a March 31, 1987, joint request issued by Chairmen
Fascell and--Brooks, the GAO released two separate reports on the
activities of S/LPD. The first report jssued by the Comptroller General
on 9/30/87 concluded that S/LPD had "engaged in prohibited, covert

- activities designed to influence the media and the public to support the
Administration's Latin American policies." The use of appropriated
funds for these activities constituted “a violation of a restriction on
the State Department annual appropriations prohibiting the use of
federal funds for publicity or propaganda purposes."

GAO's conclusion centered on S/LPD's decision to use a university
professor, John F. Guilmartin, Jr., an adjunct professor of history at
Rice University, to write a newspaper article in support of the
Administration's Central America policy without alerting readers or,
apparently, the newspaper that Guilmartin had been a paid consultant to
S/LPD.

The Guilmartin article was one of five "white propaganda"
operations described in a March 13, 1985, memorandum from S/LPD to the
Assistant to the President and Director of Communications. The

confidential memorandum stated the following about the Guilmartin
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article: ’ -
"Attached is a copy of an op-ed piece that ran two days ago in

The Wall Street Journal. Professor Guilmartin has been a

consultant to our office and collaborated with our staff in the

- writing of this piece. It is devastating in its analysis of
the Nicaraguan arms build-up. Officially, this office had no
role in its preparatica."

Another item in the memorandum describes the use of a "cut-out" to
arrange visits to various news media by a Nicaraguan opposition leader.
Although the term is not defined, it. appears to reflect an intention to
‘hide the fact that the opposition leader's visits were being arranged by
the Government.

Section 501 of the Departments of Commerce, Justice, State, the
Judiciary, and Related Agencies Appropriations Act, 1985, states: "No
part of an appropriation contained in the Act shall be used for
publicity or propaganda purposes not authorized by the Congress."
Although the legislative history of section 501 is silent as to the
intended effect of the restriction, GAO has had numerous opportunities
to intefpret language similar to section 501 as prohibiting covert
propaganda activities of an agency, which. applies to the situation of
Professor Guilmartin and visits of various Nicaraguan opposition leaders
arranged by S/LPD.

The GAO report concludes that "the described activities are beyond
the range of acceptable agency public information activities because the
articles prepared in whole or part by S/LPD staff as the ostensible
position of persons not associated with government and the media visits

arranged by S/LPD were misleading as to their origin and reasonably
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constituted ‘propaganda' within the common understanding of that term."

On October 30, 1987, GAO issued a second report on the State
Department's administration of certain public diplamacy contracts.

In its evaluation of LPD's use of contractors, GAO reviewed 25 contracts
S/LPD entered into since the office was established. The contracts were
valued at approximately $263,000. Most of the contracts reviewed
involved the submission of written products by individuals and, in some
instances, companies.
The GAO audit found that S/LPD did not adhere to federal

- -regulations governing contractual procedures. Specifically, the audit
reached the following three conclusions:

1. The justifications to support the exclusive use of

sole-source contracting by LPD were inadequate.

2. Various other procurement requirements were not adhered

to in awarding contracts, such as encouraging competition,

obtaining required contract officer approvals before

engaging contractors, and, in one case, abiding by

limitations on the salary paid to a retired military

officer.

3. Many products were different from those contracted for

with no evidence that agreement was reached on changes to

contract specifications.

With respect to the issue of sole source contracting, the GAO study
concluded that all 25 contracts under review did not meet federal
requirements for sole source justification. The contracts contained no
description of how the writers selected were unique and why no one else

could perform the desired requirements; nor did the contracts contain
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any description of efforts made to ascertain whether equally qualified
writers were available. Under the requirements of The Competition in
Contracting Act of 1984, both of these conditions must be fulfilled
before a sole source contract can be awarded.

In general, GAO found 1little evidence that S/LPD had made any
effort to locate other sources to compete on S/LPD contracts. Even a
sole source procuremeht requires such an effort to help support the sole
source justification. In the one instance where the Department's
Procurement Office located a competitive source, S/LPD withdrew its
requirement for these services before, the potential contractor could be
interviewed. At the time, these services were being provided by Mark
Richards_Associates, Inc., who had performed services for S/LPD under a
series of sole source contracts since July 1984. Later in the year,
however, S/LPD, in an about-face, requested the continued services of
Mark Richards Associates, whose principal, Colonel Mark Richards, had
extensive experience in military intelligence. 1In its request to renew
Richard's contract, S/LPD cited "unusual and compelling urgency" as the
basis to award a sole-source procurement. S/LPD also added that “the
character and sensitivity of the services precluded disclosure of the
contractual arrangement to the public."

GAO also noted that Mark Richards, an S/LPD employee detailed from
DOD and a soon-to-be-retired Air Force Colonel, would be subject to dual
»compensation limitations if employed as a consultant to S/LPD after his
rétirement from federal service. This would reduce his military
retirement pay, which, according to Colonel Richards, was unacceptable.
Accordingly, Colonel Richards incorporated himself, and the Department

negotiated a sole-source contract with Mark Richards Associates for
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media consultant services. This permitted him to continue working for
S/LPD without a reduction in his retirement pay. Between July 1984 and
February 1986, Mark Richards Associates received approximately $136,000.
This arrangement, however, circumvented two Office of Management and
Budget (OMB) circulars that restrict the use of contracts to avoid
salary limitations for former govermment employees.

Of the 25 contra{cts GAO reviewed, 16 specified one or more original
written products (41 in all). Most of the contractor products GAO
obtained, however, differed substantially from the contract scope of the
,work. According to S/LPD personnel, few were incorporated into S/LPD
publications.

GAO's analysis was hampered by the lack of work products in S/LPD's
files. Auditors were only able to obtain 28 of the 41 research papers.
Of the 28 work products obtained by GAO, only 13 addressed the topic
specified in the original scope of work. In the other cases, the
product for which there was an "urgent need" was rot produced; rather, a

substitute topic was addressed.

REPORT OF THE STATE DEPARTMENT'S OFFICE OF INSPECTOR GENERAL

In response to a March 1987 request from the Secretary, the staff
fromn the Office of Inspector General (OIG) examined the Department's
contracts with International Business Communications (IBC) and Frank
Gomez, one of its principals. The examination covered six purchase
orders and contracts totalling approximately $436,000 with IBC or Frank
Gomez between February 1984 and September 1986. In July 1987, the OIG
released its report containing the following findings:

l. Need for the Contracts—There was justification for the  initial
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purchase arders for outside assistance, during a temporary _start-up
situation in S/LPD early in 1984, but the practice continued through
fiscal 1986, after the urgency and the original justification had
passed.

2. The Acquisition Process—The practices followad in the procurements

with Frank Gomez, IBC, and INSI (Institute for North South Issues, a
non-profit foundation operated by Frank Gomez) were generally contrary
to proper acquisition policies and procedures and failed to meet the |
fundamental requirements of the Federal Acquisition Regulation (FAR).

In certain instances, Frank Gomez and IBC only entered into formal
contractual arrangements with the Department after S/LPD héq directed
IBC to begin the work. For example, an order awarded to IBC in the

. amount of $24,400 was signed by the Department's contracting official
almost one month after IBC was to have completed the work and almost
four months after IBC had been directed to begin the work by S/LPD
officials. The FAR clearly states that the contracting officer is
responsible for the control of the contracting process and that
contracts may be entered into only by contracting officers.

The OIG determined that all contracts awarded by the Department's
procurement office to Mr. Gomez, IBC, and INSI were based on inadequate
sole source justifications. 1In the final $276,000 contract with IBC
another feature of contracting was added—the Competition in Contracting
Act of 1984 (CICA). At the time this contract was being considered by
S/LPD officials, The FAR had been changed to include the CICA
provisions. The Department's contracting officials brought the new FAR
provisions to S/LPD's attention, including the new CICA requirements to

publicize even proposed sole source awards. This contract was
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classified SECRET by S/LPD officials, not publicized by the Department,
and was eventually awarded on a sole source basis approximately 11
months after IBC began the work at S/LPD's direction. Moreover, IBC
eventually received approximately $240,000 dollars for its work on the
contract, even after the fact that Robert Kagan, who succeeded
Ambassador Reich as the Director of the Office of Public Diplomacy,
requested in a May 28, 1986 memo to Executive Director Patrick Kennedy
that the funds be deobligated.

Federal acquisition regulations require that all proposed contracts
over the amount of $10,000 be published in the Commerce Business Daily
(CBD) . - None of the purchase orders of contracts over $10,000 awarded to
Mr. Gomez or IBC were publicized by the Department's contracting
officials. 1In addition, purchase orders for Mr. Gomez and IBC were made
on a fragmented basis, often for less than $10,000, apparently to
circumvent the acquisition requirements.

3. Reasonableness of Prices and Performance—The OIG's audit questioned

some charges contained in the FY 1986 contract for $276,000.
Specifically, the report questioned the travel and ADP equipment costs
charged'by IBC. The OIG report indicated the I1G's office would conduct
a cost incurred audit at a future date. 1In December 1987, the 0IG
completed the audit and disapproved approximately $84,000 in costs
Claimed by IBC under the contract. The OIG has recommended that the
Department attempt to recover these funds from IBC. To date, the funds
have not been recovered.

On September 10, 1984, the Foreign Service Institute (M/FSI) placed
a training order for $16,198 with IBC. The training order required IBC

to conduct seminars in El Salvador on improving press relations for El
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Salvadoran military officials in late August and early September of
1984, The use on an M/FSI training order to obtain the services of IBC
appeared to be inconsistent with the principles that generally apply to
M/FSI training orders. Normally, M/FSI arranges for training for State
Department employees that is job related. The training order with IBC
involved training for foreign officials and was conducted by a private
company in a foreigﬁ country. Moreover, the OIG discovered in its
discussions with IBC officials that the training seminar never took
place; instead, individual counseling took place with 20 to 25
individuals. The OIG has recammended that action be taken to recover
the funds from IBC since the seminar never took place. To date, the
. funds have not been recovered.

4. Ethical/Conflict of Interest Considerations--The OIG determined that

Daniel Jake Jacobowitz, a Department of Defense intelligence specialist
detailed to S/LPD fram June 1984 to June 1986, may have violated federal
ethical standards by introducing his sister, Fran Jacobowitz, who was a
specialist in establishing and operating mail distribution systems, to
the head of S/LPD and to Frank Gomez of IBC. S/LP_D subsequently
contracted with the Institute for North South Issues (INSI) and IBC for
analysis, design, and operation of a mail distribution system. The
sister was hired by IBC to direct the work under such contracts. The
OIG referred the matter to the DOD Inspector General, who, after
investigating the incident, determined that Jacobowitz had violated
employee standards of ethical conduct. A letter of reprimand was placed
in Jacobowitz's personnel file.

Prior to being employed by S/LPD, Frank Gomez was employed as the

Director of Foreign Press Centers for USIA. He retired from that agency
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on February 14, 1984 and the performance date for the work called for by
the purchase order with S/LPD was February 14, 1984 through May 31,
1984,

Documents contained in the S/LPD files indicate that, while he was
employed by USIA, Frank Gomez established the Institute for North-South
Issues and negotiated with USIA and the State Department for contract
work after he retired. The same purchase order was also negotiated with
S/LPD while he was employed by USIA.

The OIG referred this matter to the USIA IG on May 15, 1987 to
determine whether. any conflict of interest laws or regulations were
violated. To date, the USIA IG has mot initiated any action.

5. Corgressional and Press Guidance—The OIG determined that a small

but important portion of information provided to Congressional
requesters and as press guidanoce was either inaccurate, incomplete, or
potentially misleading. In addition, the OIG concluded that the
Department's responsiveness to requests for information by members of
Corgress and their staffs had been slow and fragmented.

6. Classification of the FY 1986 Contract—S/LPD classified its final

$276,000 contract with IBC as SECRET, contending to officials that it
contained sensitive information of -a national security nature. However,
the contract was virtually a continuation of an unclassified FY 1985
contract, except for the addition of an unclassified document
distribution system. The OIG's report concluded that "there was mothing
of a national security or even a sensitive nature in the contract. In
our opinion, the real reason for classification was to avoid publication
in the CBD and possible challenges to the sole source contractual

relationship with IBC."
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The OIG's report also contains a number of specific recommendations
relating to the Department's award and administration of contracts. All
of these recommendations, including those recommendations to recoup
monies from IBC, have been accepted by the Department. In addition to
these recommendations, it is the Committee staff's understanding that
the OIG has referred S/LPD Director Otto Reich's name to the
Department's personnél office for possible disciplinary action. To

date, the office has not taken any action.

... THE IRAN/CONTRA INVESTIGATION
For the duration of the Congressional investigation of the
Iran/Contra affair, the Committee staff continued its investigation of
the activities of S/LPD In its review of the evidence, it became
apparent to the Committee staff that S/LPD's activities were not
coordinated within the State Department but by a high level interagency
group established by the NSC. As the final report of the Conéressional
Committees investigating the Iran/Contra affair points out, Walt
Raymond, the principal NSC staff officer in charge of monitoring S/LPD
"... was a former senior CIA official, with experience in
covert operations, who had been detailed to the NSC staff for
a year with Casey's approval, and who upon retirement from the
CIA became a Special Assistant to the President with
responsibility for public diplamacy affairs."
Once at the NSC, Raymond helped set Up a system of inter-agency
committees, including a working group on Central American Public
Diplomacy. The NSC staff a;lso succeeded in having Otto Reich named as

the Director of the new Office of Public Diplamacy (S/LPD), which
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reported directly to the NSC. Francis D. Gomez, former public affairs
specialist at the State Department and USIA, was hired by S/LPD through
a series of sole source, no-bid contracts to carry out a variety of the
Reagan Administration policies in Central America, Gomez and his
business partner, Richard Miller, former head of public affairs at AID,
then formed International Business Communications (IBC), a public
relations firm, which also received a number of State Department
contracts,

Supported by the State Department and White House, Miller and Gomez
became the outside managers of Carl Spitz Channell's fund-raising and
lobbying activities. They also served as the managers 'of Central
_American political figures + defectors, Nicaraguan opposition leaders and
- Sandinista atrocity victims who were made available to the press, the
Congress and private groups, to tell the story of the Contra cause.
They facilitated the transfer of funds raised by Channell and others to
Swiss and offshore bank accounts at the direction of Oliver North, They
became the key link between the State Department and the Reagan White
House with the private groups and individuals engaged in a myriad of
endeavors aimed at influencing the Corgress, the media and public

. opinion. They also became the main funnel for private U.S. money going
to the Democratic resistance in Nicaragua.

What follows is a description of how an outside private network of
individuals was established that, with the guidance of senior White
House officials, provided financial and political support for the Contra
cause. S/LPD, a relatively obscure office in the State Department,
played a pivotal role in maintaining and nurturing this private network,

which played a central role in the larger Iran-Contra affair. (All
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information in the following section is taken from public sources and
published declassified transcripts and records of the IranContra
Commi ttees. )

S/LPD AND THE PRIVATE NETWORK

Walt Raymond, a senior career CIA official and propaganda expert,
was approached by Donald Gregg, Chief of the Intelligence Directorate at
the NSC, and infomed that Gregg was' recommending to CIA Director Casey
and NSC Advisor William Clark that he be assigned to tne NSC as Gregg's
successor when Gregg departed to join the staff of Vice-President George
Bush. Raymond discussed the transfer with Casey, Clark, and McParlane
and received approval for his involvement in setting up the public
diplomacy program along with his intelligence responsibilities.
Accordingly, he was transferred fram CIA headquarters to the NSC in June
of 1982,

In the early part of 1983, documents obtained by the Select
Committees, and later released in unclassified form, indicate that Walt
Raymond, who had succeeded Gregg as the Director of the Intelligence
Staff of the NsC, successfully recommended the establishment of an
inter—gévernmental network to pramote and manage a public diplamacy plan
designed to create support for ‘Reagan Administration policies at home
and abroad. Their initial efforts were directed toward involving
private groups and individuals in a campaign to influence American and
European public opinion on Intermediate Nuclear Force (INF) deployment
in Europe.

In the Spring of 1983, the network began to turn its attention
toward beefing up the Administration's capacity to promote American

support for the Democratic resistance in Nicaragua and the fledgling
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democracy in El Salvador. This effort resulted in the creation of the
Office of Public Diplomacy for Latin America and the Caribbean in the
Department of State (S/LPD), headed by Otto Reich.

On May 25, 1983, Secretary of State George P. Shultz, in an effort
to head off the creation of S/LPD, wrote a memorandum to the President
asking for the establishment of “simple and straightforward management
procedures,” The ménorandum to the President followed a discussion
between the President and Shultz earlier in the day.

In the memo Shultz said:
"+ . . Therefqre, what we discussed was that you will look to
- me to carry out your policies. If those policies change, you will
tell me. If I am pot carryingl them out effectively, you will hold
me acoduntable. But we will set up a structure so that I can be
your sole delegate with regard to carrying out your policies.

". . . What this means is that there will be an Assistant
Secretary acceptable to you (and you and I have agreed on Tony
Motley) who will report to me and through me to you. We will use
Dick Stone as our negotiator, who, in conjunction with Tony, will
also report solely to me and through me to you. Similarly, there
will be an- inter-agency committee, but it will be a tool of
management and not a decision-making body. I shall resolve any
issues and report to you."

The President responded with a memorandum, which stated in part:

"Success in Central America will require the cooperative effort
of several Departments and agencies. No single agency can do it
alore nor should it. Still, it is sensible to look to you, as I do,

as the lead Cabinet officer, charged with moving aggressively to
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develop the options in coordination with Cap, Bill Casey and others

and coming to me for decisions. I believe in Cabinet govermment.

It works when the Cabinet officers work together. I look to you and

Bill Clark to assure that happens."

Attached to the memo was a chart placing the NSC between the
Secretary of State and the President for the management of Central
American strategy. éhultz had not only lost the battle to prevent the
establishment of the office, he also accepted the NSC-sponsored
candidate to run the office, and accepted the fact that Reich would
report directly to the NSC and nok - through the Assistant Secretary of
State for Inter-American Affairs.

Almost simultaneously with the- ereation of S/LPD, Walter Raymond,
Jr. was named to a new position as Special Assistant to the President
and Director of International Communications at the NSC. From that time
forward, S/LPD reported to Raymond and his working group on Central
American Public Diplamacy at the NSC. The group was composed of
representatives of USIA, the CIA and DOD, as well as various NSC
staffers, including Oliver North. At least for several months after he
assumed this position, Raymond also worked on intelligenée matters at
the NSC, including drafting a Presidential Finding for Covert Action in
Nicaragua in mid-September.

Reich relied heavily on Raymond to secure personnel transfers from
other govermment agencies to beef up the limited resources made
available to S/LPD by the Department of State. The NSC also intervened
on behalf of S/LPD with top management officials in the State Department
to expand Reich's resources within the Department. Personnel made

available to the new office included intelligence specialists fram the
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U.S. Air Force and the U.S. Army. On cne occasion, five intelligence
experts from the Army's 4th Psychological Operations Group at Fort
Bragg, North Carolina, were assigned to work with Reich's fast-growing
operation.

White House documents also indicate that CIA Director Casey had more
than a passing interest in the Central American public diplomacy
campaign. In an August 9, 1983 Memorandum entitled "Private Sector
Support for Central American Program," Raymond told Clark:

"A group of public relations specialists met with Bill Casey a
few days ago. Faith also met them, The group included Bill
Greener, the public affairs head at Philip Morris, and two or three

~ others. They 'stated' what needed to be done to generate a
nationwide campaign. Several elements were identified. The first,

a fund-raising effort under the direction of sameone like Walter

Wriston. Secondly, an effective communications system inside the

Government. The overall purpose would be to sell a 'new product' —

Central America — by generating interest across-the-spectrum.”

In an August 29, 1983 memorandum from Raymond to Poindexter, Casey's
continuing interest in the effort to influence public opinion was shown
by the following reference:

"Bill Casey called on August 26 and would like to follow-up on
his idea to have a meeting with five or six key public relations
specialists., This is referred to in my earlier memorandum. I put
him off until after Labor Day.

", . . When I philosophized a bit with Bill Casey (in an effort
to get him out of the lbop) » he was negative about turning the bali

over to State, but very positive about someone like Gil Robinson
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working on the problem from within State."

Casey was obviously concerned that the establishment of S/LPD in the
State Department might put it beyond NSC control. Casey's involvement
in the public diplomacy effort apparently continued throughout the
period under investigation by the Committees,

On March 20, 1985, Oliver North sent a memorandum to National
Security Advisor Robert McFarlane on the subject, "Timing and the
Nicaraguan Resistance Vote." Attached to the memo was a chronological
event checklist which outlined efforts "aimed at securing Congressional
approval for. renewed support to the Nicaraguan Resistance Forces."
Responsibility for the various efforts was tasked to a’ number of
individuals in the NSC and Department of State as well as private

- supporters including former Congressman Dan Kuykendall and State
Department contract consultant Frank Gomez. In the cover memo seeking a
decision from Don Regan that would trigger some of the private group
efforts, North wrote:

"You should also be aware that Director Casey has sent a
personal note to Don Regan on the timing matter. We are attempting
to obtain a copy for your use."

As late as August of 1986, Walt Raymond prepared a memorandum for
Poindexter's signature to Bill Casey on the subject of Central American
Public Diplomacy. The memo reported on a new structure in the State
Department which moved LPD from the Secretary's Office to the Bureau of
Inter-American Affairs. In the cover memo to Poindexter, Raymond
indicated his desire to have Peter Dailey, who had been U.S. Ambassador
to Ireland and had managed the public diplamacy initiative on INF

deployment in Europe, “work closely with Bob Kagan, the Interagency
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Central American Public Diplamacy coordinator, and to help coordinate
private sector activities such as funding that currently cannot be done
by either CIA or State."

On August 22, 1986, Casey responded to the Poindexter memo
indicating that he (Casey) had just:

". . . brought Pete Dailey on board as Counselor to the
Director of Cen&al Intelligence. As a CIA employee, naturally,
Pete is subject to the legal prohibitions on us relating to
activities intending to influence U.S. public opinion or policy.
Any advisory role that he plays an the public diplamacy front must,
of course, be in accordance with these legal restrictions.
"Similarly, now that Pete has joined us, he obviously can have no
role in any private fund-raising effort on behalf of the Nicaraguan

| Resistance."

Curiously, the letter to Poindexter was apparently not sent to
Poirdexter but to Walt Raymond because, on August 29, 1986, Raymond
forwarded the letter to Poindexter with a cover memo which said:

"Bill Casey has sent a brief note to you which puts some
cavéats around the activities Peter Dailey can undertake. Peter has
talked to me, and I do not believe that this will cause him any
difficulties in helping us along the lines of our previous exchanges
via the PROFS system."

On August 26, 1986, Raymond sent a PROF note to Poindexter o the
subject of "Central America Public Diplomacy." The PROF note said, in
part:

"As a follow-up, Peter Dailey invited me to breakfast. I thought

the memo was excellent but he did not feel that it totally filled
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the bill. Wwhat he thought was missing was the immediacy of the
problem fraom the American domestic perspective. He believes that we
are operating with a relatively narrow window in which to turn
around American perceptions re Contras — and particularly Nic — or
we will be chewed wp by Congress. We discussed the obvious, which
is part of our strategy, including such things as: the need to
convince people ;af the key importance of Contras to our national
security; the need to glue white hats on our team, etc. The themes
are those we have pressed although he believes we could change the
dialogue away from Contras to democrats; emphasize the need for a
free and open vote, etc. Nothing really new here. The key
difference is that he thinks..we should run it more like a
political/presidential campaign. We need to strengthen our ability
to reach out. Names like Rollins, Nofziger and co. were thrown
around as the kinds of resources cne needs to tap.

"Later, in talking to Ollie and Bob Kagan, we focussed on what
is missing and that is a well-funded, independent outside group —
remember the Committee for the Present Danger — that could mobilize
people. Peter suggested 10 or 12 very praminent bipartisan
Americans. Added to this would need to be a key action officer and
a 501-c-3 tax-exempt structure. It is totally understanding that
such a structure' is needed and also totally understanding why, for
discreet political reasons, it was not included in the memo to Bill
Casey. I told Pete he was right but we need 'a horse' and money! "
As late as November 10, 1986, Raymond sent another PROF note to

Poindexter on the subject of "Cent Am Private Sector Initiative," which

stated:
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"There have been several meetings following wp on the effort to
get a major, bipartisan group formed to help promote an
'educational' program in the U.S. which would help provide
understanding (and support) for our Centam policy, particularly
vis-a-vis Nicaragua.

"Although Pete Dailey, Bill Casey and Clif White have all been
involved in gene;:al discussion of what needs to be done, we are
going to have to be sure that Pete and Bill are not involved. Pete
-is getting very nervous on this item. Hence, Clif is now taking the
lead. The current focus is to get a bipartisan co-chairmanship, a
-six man (roughly) EXCOM, a staff director and a ‘large bipartisan
advisory council. -- Current names being tossed around for the
co-chair include Jack Gavin, Bill Rogers, Dean Rusk and Mark white.
Pete (and Ollie) favor going with Gavin. Clif is also talking to
several key democratic activist types for their recanmendations.
Jim Woolsey's name has come wp in that context. Clif has the list
of several effective operators who have just finished the fall
campaign (plus some soon-to-be ex-staffers an the Hill) who might be
a good EXDIR. Dave Miller has also been helpful, particularly in
terms of getting the 501-c-3 status and access to fresh faces in the
political consultant field. Clif has (or will) be seeking names
from Mitch Daniels too.

"The problem with all of this is that to make it work it really
has to be one step removed from our office and, as a result, we have
to rely on others to get the job done. Will keep you posted."

From early 1983 until November of 1986, the NSC staff, with the

backing of Bill Casey and support fream National Security Advisors Bill
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Clark, Bud McFarlane and John Poindexter, and with continuing help from
Oliver North, created an inter-governmmental structure the purposes and
activities of which were masked fram Congress and public view. The NSC
and S/LPD, operating under the cover of the State Department, hired
outside consultants and gave encouragement, support and direction to
groups of private citizens outside the govermment. These groups raised
money for Contra weapéns, lobbied the Congress, ran sophisticated media
campaigns in targeted Congressional districts, and worked with S/LPD to
influeryce, American. public opinion through manipulation of the American
press. In the latter half of 1986, Raymond was attempting to set up a
private group with more prestige and greater clout than the Rich
Miller/Spitz Channell network that had been quickly assembled 'and
utilized to work on the 1986 Contra aid vote in the corgress.

While donations from other countries and profits from the Iran arms
saleé provided most of the money for lethal assistance to the Contras
after the Boland Amendment, a network of private foundations and
organizations, including those associated with Carl R. YSpitz" Channell
and Richard R. Miller, also pléyed an essential role. Channell's
principal organization, the tax-exempt National Endowment for the
Preservation of Liberty (NEPL), used White House briefings and private
meetings with the President to raise more than $10,000,000 from private
contributors, almost all for the Contra cause. Over half of this total
came from two elderly widows — Barbara Newington and Ellen Garwood ——
who made the bulk of their contributions after receiving private and
emotional presentations by. Oliver North on the Contras' cause and
military needs. One dozen contributors accounted for ninety percent of

NEPL's funds in 1985 and 1986.
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Richard Miller's principal organization, International -Business
Cammunication (IBC), was a partnership between Miller and Frank Gomez,
which began to work on behalf of the Contras under a State Department
contract that began in early 1984. From early 1984 until the Summer of
1985, IBC's principal source of income was derived from a series of
State Department sole-source, no-bid contracts pushed through the
bureaucracy by the principal officials of S/LPD.

The first State Department contract for IBC began in February 1984,
shortly after S/LPD had begun - its work. Miller and Gomez were
introduced to Oliver North in mid-1984 by State Department officials
fram S/LPD. Fram that period férwarﬂ, Miller and Gomez worked closely
with North as well as the:Office of Public Diplomacy in carrying out a

- variety of assignments related to the pranotion of the Contra cause.

In the Spring of 1985, white House Deputy Political Director John
Roberts sent Spitz Channell and his Deputy, Dan Conrad, to meet with
Miller and Gomez, who, Roberts believed, could best advise them how to
utilize their fund-raising services on behalf of the Contra cause.
Roberts was so confident in IBC's connections to the Administration that
he described it as the "White House outside the White House." Miller
and Gamez assisted Channell in his fund-raising efforts and advised
Channell on the disbursement of the proceeds for various projects
including lobbying, television ads, newspaper ads and grassroots
activities designed to influence Congressional votes on aid to the
Contras.

Congressman Mike Barnes, whose Congressional district adjoins
Washington, D.C. and who was Chairman of the House Foreign Affairs

Subcommi ttee on Western Hemisphere Affairs, was a special recipient of
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television ads financed by Channell. Heavy television advertising was
directed against Barnes even though the sponsors knew that there was no
chance they could change his mind or his vote. They felt, however, that
since these ads Qere scheduled to run in the Washington media market,
they would be seen by all Members of Congress and serve as a warning.
The Washington television campaign was supplemented by ad campaigns in
selectively targeted' Congressional districts, The entire effort,
although paid for by Spitz Channell and his contributors, was actually
managed -by Rich Miller and others, including Dan Kuykendall and Penn
Kemble.

Of the $10,000,000 that was raised, nearly two million dollars was
spent for public relations, political-advertising and lobbying. Much of
the rest was retained by Miller and Channell for salaries, fees and
expenses incurred by their organizations. The NEPL money that was spent
for direct and indirect assistance to the Contras was disbursed,
primarily by Miller, at the direction of North. Approximately $1.7
million was "washed" by Channell through Miller's domestic and Cayman
Island entities — International Business Cammunications (IBC) and I.C.,
Inc, — .bo the Enterprise, where it was commingled with funds from third
country contributions and the Iranian arms sale. Another one million
dollars was passed at the direction of North through Miller's entities
to accounts controlled by Adolfo Calero. Approximately $500,000 was
distributed at North's request to other persons and entities engaged in
‘activities relating to the Contras, including Rob Owen, Dan Kuykendall,
Thomas Dowling, the Washington UNO Office and some unidentified
entities,

Friends of the Democratic Center in Central America (PRODEMCA),
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which concentrated on Central American issues, was another organization
that had close financial and personal ties to Channell and Miller. Penn
Kemble, the President of PRODEMCA, was involved in a broad array of
activities related to Spitz Channell's Central American Freedom Program
and the Reagan Administration's efforts on behalf of the Contras.
Kemble initially recommended to Miller and Gomez that Bruce Cameron be
hired as a lobbyist. for PRODEMCA. The relationship, however, was
eventually accomplished by Kemble and Cameron taking over Rob Owens'
organization, the Institute for Democracy and Education in America
(IBEA) , changing its name to Center for Democracy in the Americas (CDA),
and readjusting the board of directors to include Kemble as Chairman and
Cameron as President. .

Kemble was also one of the principals in the Institute for Religion
and Democracy, which worked witn Otto Reich's S/LPD office in the State
Department and received some minimal funds fram IBC. At the PRODEMCA
offices, Kemble hosted legislative strategy sessions, in at least one of
which State Department official Robert Kagan was a participant, prior to
the 1986 Congressional votes on Contra aid.

In the summer of 1985, Oliver North, with the assistance of Richard

“Miller and Frank Gomez, enlisted the services of Roy Godson and the
Heritage Foundation in his successful effort to transfer money
indirectly to Miller's Cayman Island bank account. North initially
asked Roy Godson, a consultant to the NSC, a member of the President's
Foreign Intelligence Advisory Board, and the Director of the Washington
Office of the National Strategy Information Center (an organization
founded by William Casey and with extensive ties to the intelligence

community), to raise money to be spent in Nicaragua. Godson later met
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with Miller, who suggested two alternative routes for contributions:
donations to the Institute for North-South Issues (INSI), a tax—exempt
organization controlled by Miller's partner, Frank Gomez; or money
transfers directly to Miller's Cayman Islands bank account.

Godson turned for assistance to Clyde Slease of Pittsburgh, counsél
to Richard Mellon Scaife and several Mellon family foundations. At the
request of Slease, @son arranged for a meeting with North and Robert
McFarlane in the Situation Room of the White House. Slease agreed to
try to raise $400,000 for North's project. Slease then persuaded an
-acquaintance in Pittsburgh, John Donahue, to donate $100,000, and they
settled on designating the Heritage Foundation as the recipient of the
donation.

A September 12, 1985 letter from Richard Miller to Edwin Fuelrner,
Director of the Heritage Foundation, indicates that Donahue's $100,000
grant to the Heritage Foundation was then awarded to INSI in the form of
a grant for, according to Miller's letter, "the purpose of disseminating
in Central America materials designed to educate the public on U.S.
policy objectives." No such materials, however, were ever produced by
INSI. Instead, Miller instructed INSI, after Heritage awarded it the
$100,000, to transfer $80,000 of the grant to his Cayman Islands account
fram which funds were withdrawn as directed by North. INSI retained a
twenty percent administrative fee for its distribution of the grant,
which, according to Miller, was the standard fee North had recommended
him to take. Donahue was never informed that INSI would be the
recipient of his grant nor that the money would eventually find its way
into Miller's Cayman Island account or North's Lake Resources account.

The grant to INSI via Heritage is one example of the elaborate
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efforts Channell and Miller made to conceal the nature of their
fund-raising activities and North's role. Certain funds received by
NEPL for Contra assistance were allocated on Channell's books to a
project denominated “Toys," a euphemism for weapons. NEPL and IBC
employees were instructed to refer to North by a code name, "Green."
Funds were transferred to the Contras » not directly—which would be
traceable—but ﬁ)roucjh Miller's ancnymous offshore entity, I.C., Inc.

North misrepresented to several White House officials the nature of
the network's fund-raising activities. = For instance, the President
apparently was led to believe -that the funds were being raised for
political advertising; the President's Chief of Staff, Donald Regan, was
deliberately kept in the dark--by North and Poindexter; and North
misrepresented to Congress and White House persomnel the nature of his
involvement in the activities of NEPL and IBC. As a result, the
Miller/Channell network was able to operate successfully until the
latter part of 1986, when increased govermment aid to the Contras and
public disclosure of both the Iranian arms sales and the Contra resupply
network made further assistance efforts unnecessary and unwise.

By using a tax-exempt organization to funnel money to the
Contras--for arms and other purposes—Channell and Miller provided tax
deductions to donors. As a result, the United States Government
effectively subsidized a portion of the contributions intended for
lethal aid to the Contras. In the Spring of 1987, Channell and Miller
pled guilty to criminal tax charges of conspiring to defraud "the United
States Treasury of revenues to which it was entitled by subverting and
corrupting the lawful purpose of NEPL by using NEPL...to solicit

contributions to purchase military and other non-humanitarian aid for
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the Contras." At his plea hearing, Channell identified Miller and North

as his coconspirators.

CONCLUSIONS

This report, as well as the documents and testimony upon which it is
based, indicates that senior CIA officials with backgrounds in covert
operations, as weli as military intelligence and psychological
operations specialists fram the Department of Defense, were deeply
involved in establishing and participating in a domestic political and
propaganda operation run through an obscure bureau in the Department of
State which reported directly to the National Security Council rather
than through the normal State Department channels.

The NSC working group on Central American Public Diplamacy was run
by a former senior CIA propaganda specialist and included
representatives of the CIA, the Department of Defense and the USIA as
well as various NSC staff, including Oliver North. Former CIA Director
William Casey approved of the operation and was kept informed of its
activities throughout its existence. Donald Gregg, a former
high-ranking CIA official who is presently the National Security Advisor
to Vice President Bush, initiated the recammendation which led to the
assignment of the senior CIA covert operative to the NSC. That
official, Walter Raymond, Jr., was responsible for the establishment of
the S/LPD mechanism at the State Department, even over the objections
and resistance of Secretary of State George Shultz. Raymond also ran
the Central American Working Group on Public Diplomacy at the NSC to
which S/LPD reported. He was instrumental in facilitating the

assignment of intelligence personnel fram the Department of Defense to
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S/LPD and the expansion of State Department resources available-to S/LPD
despite objections to, and i‘nitial denials of, such requests by senior
officials at the Departments of Defense and State. Through irregular
sole-source, no-bid contracts, S/LPD established and sustained a private
network of inidviduals and organizations whose activities were
coordinated with, and sometimes directed by, Col. Oliver North as well
as officials of the. NSC and S/LPD. These private individuals and
organizations raised and spent funds for the purpose of influencing
Corgressional votes and U.S. domestic news media. This network raised
and funneled money to off-shore bank accounts in the Cayman Islands or
to the secret Lake Resources bank account in Switzerland for
disbursement at the direction of Oliver North.

Almost all of these activities were hidden from public view and many
of the key individuals involved were never questioned or interviewed by
the Iran/Contra Committees. Relevant documents discovered in S/LPD's
files by the GAO were never provided to the Iran/Contra Committees nor
the Foreign Affairs Committee despite repeated requests. The State
Department Office of Personnel has, for over a year, refused to act on a
reconmeﬁdation by the State Department Inspector General that the former
head of S/LPD be subjected to disciplinary action. A recommendat;.icn to
the Inspector General of USIA that certain matters related to these
activities be investigated has apparently been ignored or inexplicably
delayed. Key officials of the NSC and S/LPD, who were responsible for
many of these imporper activities, have been promoted or transferred to
senior positions in the U.S. Government. |

A subsequent investigation may be necessary to determine the extent

to which the Department of State was used, and perhaps compramised, by
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the CIA and the NSC to establish, sustain and manage a domestic covert

operation designed to lobby the Congress, manipulate the media and

influence domestic public opinion.
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Dear Colleague:

Attached is-a copy of a preliminary report prepared by the
Committee staff, which has been reviewing the State Department
consulting contracts with International Business Cammunications (IBC)
and one of its principals, Frank Gomez.

Because of the difficulty the Cammittee staff has encountered in
its efforts to obtain relevant information from the State Department,
and because IBC has apparently been involved in the funneling of money
to secret Swiss bank accounts, 1 am forwarding this report, along with
all of the relevant documents, to the House Select Committee to
Investigate Covert Arms Transactions with Iran.

Although the Committee will continue to seek information an IBC
and related companies in its oversight capacity, it is becoming
increasingly apparent that the Select Committee may have to use its
subpoena powers to obtain the full story.

Sincere}jy yours,

. Fascell,
irman

Dan

DBF :BHddn
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Committee on Foreign Affairs -

MEMORANDUM

TO: Dante B. Fascell, Chairman DATE: March 18, 1987
FM: Committee Staff

RE: State Department's Award of Contracts to Frank Gomez and
Internationa; Business Cammunications

Attached is a preliminary report of the Committee staff's
investigation of the circumstances surrounding the award of six
contracts by the State Department's Office of Latin America Public
-Diplomacy to International Business Communications (IBC) and its
principal, Frank Gomez.

. As noted in the attached report, the staff encountered a number of
problems in its attempt to obtain all of the relevant documents in a
timely fashion. Information and documents initially given to the
Committee were incomplete and failed to provide a continuous flow of
events. Additional information and documents were provided to the
Committee staff at the State Department under restrictive conditions.

After its review of all contracts and files, the staff is of the
opinion that the information provided by the Department raises many
more questions than it answers. Given this fact, the staff wishes to
emphasize that the attached document is a Ereliminixz, not a final,
report.

While the State Department contracts and the files contain
additional information on, for example, the circumstances surrounding
the classification of the $276,000 contract, IBC's direct mail
efforts, and some of the reasons why the Department formally entered
into a contractual relation with IBC eleven months after the contract
pericd commenced, these documents are still completely lacking in
terms of answering a number of key questions. For example:

— Why was a non-competitive $276,000 State Department contract
with IBC classified as secret during the same time period that IBC was
engaged in transferring monies to Lake Resources, an account

- controlled by Oliver North for the purpose of aiding the Contras?

— Were any of the State Department contract monies in fact used
by IBC to illegally lobby Members of Corgress?

-~ Were State Department monies illegally diverted to aid the
Contras?
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The Committee staff is of the opinion that these pressing
questions can only be properly reviewed by the Select Committee to
Investigate Covert Arms Transactions with Iran. With your
concurrence, the staff recommends that all documents in the
Committee's possession by forwarded to Chairman Hamilton and the
Select Committee staff.

. This report was compiled by Bert Hammond, Vic Zangla, and Spencer
Oliver. ’ :
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PRELIMINARY REPORT

MEMORANDUM

TO: Members, House of Representatives Committee

on Foreign Affairs
FM: Foreign Affairs Committee Staff

RE: Preliminary Review of Department of State Contracts with

International Business Cammunications, Inc.,

News articles on February 7, 1987, saying that the State Department awarded
a secret contract for $276,186 last year to a public relations firm that
reportedly worked with Lt. Col. Oliver L. North, sparked immediate Committee
inquiries to the Department of State. 1In a letter dat.ed February 9, 1987,
Chairman Fascell and Chairman Hamilton requested the Secretary of State to

provide information on this contract and any similar ones.

An on—the-record meeting was held on February 10, 1987, between Committee
staff and State Department officials. The meeting produced little, if any,
substantive and definitive information, €.g. on the reason for the contract;

the rationale for giving it a secret classification; its propriety in terms of
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spending taxpayer money for publicity and propaganda purposes; its award and
signing on September 2, 1986 — some eleven months after its effective date of
October 1, 1985; its relationship, if any, to payments for pro—-Contra TV ads;
and the possible use of government contract payments to lobby Members of

Congress.

Information and documents initially given to the Committee were incamplete
| and failed to provide a continucus flow of events. Additional information and
documents from contract files and the office '6f Public Diplamacy files were
made available to Comittee staff at the State Department under closely
supervised and restrictive conditions. This information likewise was
incomplete. For example, the State Department initially identified two
contracts with IBC. It now appears that there were at least six contracts with

IBC or its principals (see following listing and appendix).

Despite strenuous efforts by the Committee and its staff to obtain
documents and information related to the contracts with IBC, its principals,
and oﬁﬁer similar contractors the Department of State has continued to raise
barriers to Committee access to State Department files. Committee staff
requested contract information and answers to a number of specific questions at
the on-the-record meeting with State Department officials on February 10, 1987.
This information has not been provided. At a hearing shortly thereafter,
Chairman Fascell asked the Secretary of State about the delays and
unresponsiveness of his Department. The Secretéfy said it was not their
intention to deny information to proper oversight investigations. However, the
State Department continued to stall — even after subsequent phone calls and
attempts to expedite the rééponses. Chairman Fascell again wrote to the State
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Department and other agencies on March 5, 1987, requesting important

information on agency contracting — again without response.

The Cammittee is particularly concerned about the role played by the State
Department's Legal Advisor and his staff throughout its investigation. It
appears that all requests by the Committee for information from the State
Department must go through the Legal Advisor's staff. The Legal Advisor's
staff has continued to raise questions about every request, to examine all

. documents before turning them over to the Committee, and to monitor and control
the Committee's access to documents and other information. It is as thougiu the
~Legal Advisor is acting as a defense lawyer in a criminal investigation. As a
result, the Committee has cobtained only a small portion of the documents
requested and has been required to jump through all kinds of unnecessary hoops
just to acquire information that should routinely be provided ‘in its oversight
capacity. This gives rise to a qQuestion of what the Legal Advisor's office is
doing in this investigation? Why are they involved? Who are they reporting
to? Who is instructing them to apparently frustrate the Committee's efforts to

oversee the activities of the Department of State?

Although access has been extremely limited, the following camments and
dbservations are based on a pPreliminary examination of documents and other
information made available to the comittee.

CQONTRACTS

Committee staff has identified the following six contracts between

Frank Gomez/IBC and the Department of State. All contracts were sole
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source.

PERFORMANCE PERIOD AMOUNT P.O. # RECIPIENT
2/14/84 - 5/31/84 $ 9,500 1001-402214 Frank Gomez
5/1/84¢ - 7/31/84 9,500 1001-402296 Frank Gomez
7/31/84 - 9/1/84 - 9,800 1001-402296-A Frank Gomez

. (extension of above contract)

10/1/84 - 12/31/84 24,400 7 1001-502074 IBC

3/1/85 - 9/30/85 90,000 1001-502160 IBC

10/1/85 - 9/30/86 276,186 1001-602066 IBC

In addition to these contracts, Francis Gomez, in a letter dated 2/29/84 to -
Matthew Friedman (DOS/Office of Public Diplomacy), requested payment on an
additional contract (P.O. #1101-402220, $9,500 total amount). 1In a letter
dated 9/30/83, Francis Gomez, who was employed as the Director of the Foreign
Press Center at USIA, indicated that he would vleave the employ of USIA on
2/14/84. Staff made a request for a copy of this contract but has not yet
received it. Questions include whether the period of performance for this
contract overlapped with other contract work for LPD performed by Frank Gomez,

and whether Mr. Gomez had terminated his employment with USIA before
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undertaking work for the Department of State.
OMER LPD CONTRACTS

Apparently, State's Office of Public Diplomacy for Latin America and the
Caribbean (LPD) contracted for public diplomacy and public relations with IBRC
as well as others. Mark Richards Associates, Inc., seems to have had at least
3 contracts with LPD valued at approximately $126,000. Also, a number of
individuals wexe contracted to write one or more papers reportedly used in'

- connection with LPD published materials. Of particular interest in this regard‘ |
is a contract to Mr. Arturo Cruz, Jr. in FY 1985 for $6,300. Mr. Cruz, Jr. is
the son of Arturo Cfuz, a director of the United Nicaraguan Opposition (UNO) ,

who iecently resigned.

One of the questions that arises here is the extent to which these
contracts with LPD were for the same or similar type work performed by IBC
during the same time periods; and if SO, why the contracts were not open to
competitive bidding. The Committee requested these contracts and other

possible contracts on March 5, 1987, and has not yet received them.
PAYMENTS TO IBC

IBC made frequent requests to State for payments, sometimes prepayments,
for services rendered under several contracts in 1984 and 1985. For exaxﬁple,
on 4/11/85, 1BC, citing céSh flow problems, urgently requested an early payment
on the first installment of an existing $90,000 contract that covered services

through September, 1985. IBC continued to perform services for LPD, apparently
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without interruptions and without a signed contract, from Oct;ober, 1985, to
September, 1986. There is no evidence in the documents made available to the
Cammittee that IBC requested any payment for these services during this
11-month period until September 16, 1986, when an invoice was submitted for
$216,381.16 for services rendered from October 1, 1985 through August 31, 1986.
A final invoice covering the month of September 1986, for $25, 670 was
submitted on October 31, 1986. (Total cost $242,051.16).

- : Although docmnentsw_ep;amined,_:—— including proposals, projected costs,
requests for a fixed-priced contract, and reports of services rendered — date
back to September, 1985, the actual contract was not signed and executed until
September 2, 1986, in the amount of $276,186. This series of events gives rise
to a number of questions: for example, how and why IBC funded its operating
costs over such a prolonged period of time without written assurance that it
would get a contract and be reimbursed for services rendered; why it took so
long to execute a contract ostensibly for services similar to ones that IBC had
performed for State/LPD under prior contracts; why the contract eventually
executed was classified secret; why the contract was not competed; and whether
or not services performed by IBC in the area of public diplomacy and
development and distribution .o'f information on Central America were appropriate

and consistent with existing legislation.

Perhaps, the article in the Washington Post on March 7, 1987, may explain
to some extent why IBC was apparently not pressed for money during the contract
performance period. Based on information contained in an internal IBC
memorandum, the article identifies IBC as a conduit for some $4.93 million

received from the National Endowment for the Preservation of Liberty (NEPL)
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during May 1985, through December 1986. NEPL is an organization apparently
controlled by Carl (Spitz) Channell. Reportedly, $1.74 million of this money
was transferred by IBC to Lake Resources, Inc., an organization allegedly
controlled by Lt. Col. Oliver North. The article notes that IBC collected

"professional fees" of $1.28 million and spent another $493,000 on "program _

expenses."”

The overhead charges included in the _$276’,000 IBC contract amount to
$128,727, or 50% of the total contract, excluding the fixed fee of $16,442. On
the surface, these charges appear to be excessive and inconsistent. For
example, the facility cost base used by IBC and accepted by the State
Department included $110,000 for rent, $25,142 for real estate taxes and
depreciation, and $17,895 for utilities and maintenance. Questions arise
because the facility cost base includes large rental fees along with costs
(taxes, depreciation, and maintenance) generally associated with ownership of
real property. The principal Place of business, 1912 Sunderland Place, N.W. is
a small 3 level office building with approximately 900 square feet of office
space on each level. The building in which IBC is located also houses a number
of other professional tenants. The contract called for places of performance
at the State Department; 1912 Sunderland Place, N.W.; and 1523 New Hampshire

Ave., N.W., both in Washington, D.C.

MAILING LIST

IBC was asked by LPD in October 1985, to assume responsibilities for
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distributing public diplomacy materials and developing an improved,
computerized mailing list. Starting with a listing containing about 500 names
— mostly press, U.S. government, and Support groups — IBC developed a
computerized data base of some 3300 némes. This current listing includes
Members of Congress, key House and Senate staff members, U.S. government
officials, the media, religious organizations, state and local government
officials, political organizations, academicians, educational associations,

business, labor and research .organizations, public interest groups, and private
individué;s. The canplete‘ maz.hng list has not yet been made available to the

Camittee.

Scame preliminary observations about the mailing list: (1) it appears to
consist largely of groups, organizations and individuals in positions to
directly or indirectly influence, debate and/or publicly support official U.S.
policy and activity in Latin America and the Caribbean; (2) the number of
private individuals on the list is probably small; (3) the existing database is
structured and coded so as to allow sorting, selection and grouping of names in
any number of different categories, which in turn, would allow specific
targeting of public diplomacy efforts; (4) the database system is relational,
i.e., it can manipulate data for statistical and demographic purposes; thus it
seems to have the capability of comparing and analyzing information to
determine when and where diplamacy efforts are successful or need to be

enhanced.

We found no evidence that Members of Congress and their staffs knew or were
aware that the State Department was paying one or more outside contractors to
conduct "public diplamacy" aimed at influencing the Congress.
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The limited information made available to us indicates problems and
Supports questions in a number of areas: (1) whether groups or individuals
were deliberately targeted by State/IBC in developing the mailing list and
developing and distributing information, (2) the extent to which the material
mailed out was objective and factual or designed to influence legislation, (3)
whether State/IBC complied with mail statute 39 USC 3204 that prohibits U.S.
government officials from mailing materials without prior requests, except to

- educational institutions, public libraries or Federal, State and other public -
authorities, (4) if State/IBC public diplomacy efforts were inconsistent or
contrary to legislative and other prohibitions regarding lobbying and (5)
whether State is complying with the requirement to inquire periodically if an

individual or organization wants to remain on the mailing list.
CIASSIFICATION OF OONTRACT

Press reports allege that the State Department classified the $276,000
contract in order to protect Sandinista defectors that IBC was reponsible for
under the terms of the contract. In a discussion between committee staff and
DOS officials (2/10/87), State representatives indicated that the contract had

been classified not for security reasons but to guard business confidentiality.

In an internal State Department memorandum dated 2/24/86, John Blacken
(S/LPD) said that "the services provided by the contract are such that
publication of the general nature of the performance would be detrimental to

ongoing programs under S/LPD. Firstly, release of the general nature of the
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contract could allow elements unfriendly to the U.S. to deduce sensitive
interagency operations of S/LPD, the secrecy of which is fundamental to their
success. Revelation of certain operations or allowing speculation could result

in serious damage to our relations with several allies and other sovereign

states."

In another memorandum dated 2/29/86, Thomas F. Calhoun (S/LPD) informed
Barbara Garland, Acting Chief of the Contracts Division, that the entire
contract with IBC would be classified secret. Calhoun indicated that the
citations justifying the classification of the $276,000 IBC contract are
Federal Acquisition Regulations (FAR) 6.302-6 for national security

consideration and FAR 5.202 for unusual and compelling reasons.

FAR 5.202 states that the contracting officer need not submit the notice
required by. FAR 5.201 (which requires agencies to furnish for publication in
the Cammerce Business Daily (CBD) notice of proposed contracts to exceed
$10,000) when the contracting officer determines that publication of the
synopsis of the contract in CBD would campromise the national security (e.g.,
would result in disclosure of classified information). Sec. 5.202(1) also _
states that "The fact that a proposed solicitation or contract action contains
classified information, or that access to classified matters may be necessary
to submit a proposal or perform the contract does not, in itself, justify use

of this exception to synopsis."

Section 6.302-6 of the FAR states that full and open competition for the
award of the contract "need not be provided for when the disclosure of the

agency's needs would campromise the national security." Section 6.302-6 also
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states that national security justifications for classifying a contract shall
not be used merely because the acquisition is classified, or merely because
access to classified matters will be necessary to submit a proposal or perform

& contract.

The October 1, 1985, through September 30, 1986, DOS contract with IBC
provided for the handling of Nicaraguan political defectors during their stay
in the U.S. and for translation services associated with debriefing the
defectors. In addition, IBC would provide DOS with direct mail services.

With respect to the secret classification of the IBC contract, a number of

questions remain:

— How would the disclosure of a contract to host Nicaraguan exiles in the U.S.

have compramised national security?

— How would the IBC contract in question have compramised the Office of

Public Diplomacy had it been disclosed publicly?

— How would public disclosure of the contract have campromised U.S.

relations with its allies and other sovereign states?

— How would the business practices of IBC have been compromised if the

contents of the contract had been disclosed to the public?

— Were national security considerations the real reason for classifying

the contract?
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IBC SECURITY CLEARANCE

Department of State records indicate that due to the classification of the
IBC contract for $276,000, a formal written award of the contract could not be

made until IBC obtained a secret facility clearance.

On March 18, 1986, Defense Investigative Service (DIS) responded to the
State Department to indicate that IBC was a partnership (namely, Miller
Cammunications, Inc. and Gomez International, Inc.) and that both individuals
(Gomez and Miller) wished to have their facility clearance processed as an
individual facility partnership. Both Miller and Gomez were advised by DIS
that additional documentation would have to be processed for such a clearance.

Neither entity responded to the DIS request for additional information.

On April 17, the State Department forwarded a second request for clearance
to DIS. On May 6, DIS responded to State to indicate that the office "had made

repeated attempts to contact Mr. Frank Gomez, all to no avail."

On May 14, a third request for a secret facility clearance was forwarded to
DIS. On June 3, DIS responded to State that after "repeated and explicit
requests that the partnership furnish the information requested to place IBC in
process for a clearance,” Gomez and Miller had not answered DIS inquiries. DIS

again discontinued processing IBC for a facility clearance.

In a June 12 memo, Barbara Garland (Contracts Branch) noted IBC's repeated

failure to respond to DIS inquiries. She recommended that "the requirements
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office should be put on notice that IBC is to perform no further services nor

incur further costs until the situation is resolved."

In a June 17 memo to Robert Kagan (Director, Office of Public Diplcmacy;)
Robert Dickson of the Procurement Division warned that unless Kagan's office
took immediate acti;:’n to ensure that IBC complied with DIS requests, the Office
of Public Diplamacy "would be faced with a situation where services are being
performed not only absent a contract but where there is no adequate assurance
that .the contractor is following security procedures for an effort that is
clearly sensitive in nature. Should this effort faii, there is no means to
assure that the services are beir'xg‘ performed in accordance with 'S/LPD's
requirements and no contractual instrument will exist by which the contractor

may be paid for its services."
On July 30, DIS granted IBC an Interim Secret facility clearance.

On November 17, after the expiration of the contract, DIS granted IBC a
secret facility clearance but without the capability to safeguard classified
material. The IBC facility that was granted a clearance is located at 1912
Sunderland Place, N.W., Washington, D. C. 20036. It should be noted that the
contract also permits the contractor to perform services at 1523 New Hampshire
Ave., N.W., Washingtorz, D.C. 20036. This facility, however, was not granted a

security clearance.
This series of events raises many questions such as:

— Why weren't IBC's principals, Richard Miller and Frank Gomez, more
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responsive to Defense Investigative Service's inquires?

— What classified services did IBC provide State in the ten month pericd
before it received its interim security clearance on 7/30/86? At which

location were these classified services performed?

— Were the classified services that IBC provided to State before receiving

its interim security clearance in violation of security clearance provisions?

~ Is it normal practice to approve a classified contract and continue to
request that classified services be provided by the contractor before proper

clearances have been granted to the contractor?

— How could the Office of Public Diplamacy be assured that IBC was
executing its contractual obligations in accordance with State Department
requirements when IBC had failed on numerous occasions to obtain the proper

security clearances?

— Was it within government and State Department procedures and guidelines
to formally enter into a classified contract with IBC, albeit a year after the
beginning of the contract period, before a final secret clearance had been

granted by DIS? (final secret clearance granted by DIS Nov. 17, 1986.)
— How widespread a habit does the State Department make of requesting

services from an outside firm before it enters into a formal contractual

relationship with the firm?
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— Why didn't Mr. Kagan and the staff of the Office of Public Diplomacy
respond to warnings in a June 17 memo from the Procurement Division which noted
that without a contract, (1) the contractor was working at his own risk; (2) a
situation existed whereby services were being performed not only absent a
contract but that there was not adequate assurance that the contractor was

following security procedures; and (3) no contractual instrument existed at the

time by which the contractor could be paid for its services?

- — What was the purpose of classifying the contract when in fact the
contractor provided services to the State Department without having obtained a
facility security clearance for the first ten months of the 12-month contract

period?
LEGITIMACY OF IBC CONTRACT

Staff notes that the legitimacy of the $276,000 IBC contract was raised by
Barbara Garland, Contracts Division. 1In a January 8, 1986, memorandum to
Barbara Garland, Dennis Gallagher of the Office of Assistant Legal Advisor,

addressed her concerns.

Specifically, Gallagher referred in his memorandum to OMB Circular No.
A-76, which states that the U.S. Government may rely on commercially available
services to provide commercial products and services for government use.
Certain functions, however, which are intimately related to the public
interest, and which requiré policy making and decision making activity (for
example, criminal investigations, national defense, regulation of industry and

commerce) may only be provided by the government. The IBC contract in
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question, according to Gallagher, consists primarily of liaison and information
dissemination in connection with Department public relations, press relations,
and congressional relations efforts. OMB Circular A-76 lists advertising and
public relations services among the management support services listed as
commercial activities. Using OMBs guidelines, Gallagher believes IBC's
activities, as outlined in the IBC contract in question, are not inherently
goverrnmental, do not involve policy making and decision making activities, and

are therefore legitimate.

Gallagher also notes:. “Department of State expenditures for public
relations are generally limited by a standard provision in our annual
appropriation acts-providing that appropriations may not be used for publicity
and propoganda purposes not authorized by Congress. Since S/ILDPs public
information program has been presented to Congress by the Department, this

provision does not apply to prohibit the proposal contract."

It should be noted, however, that the Committee has not found any evidence
that Congress was ever informed that the State Department's Office of Latin
American Public Dipicmacy would enter into secret contractual arrangements
which might violate prohibitions against lobbying and disseminating govérnment

information for publicity and propaganda purposes.
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APPENDIX

GOMEZ/IBC CONTRACTS WITH DEPARTMENT OF STATE

CONTRACT NUMBER:

INITIATED BY:

SIGNED BY:

(Note: This contract was

1001-402214
Frank Gomez
6564 Williamsburg Blvd.
Arlington, VA. 22213

Department of State -- Office of Public
Diplomacy

$9,500.00
Fixed/Sole Source
2/14/84 - 5/31/84
2/24/84

Jonathan Miller, Acting Director, Office of
Public Diplomacy

Simon Canady, 2/27/84 -- contracts office;
approved by: Jonathan Miller, 2/27/84;
Frances Gomez, 2/28/84

amended to include payment for travel expenses to

Central America incurred by Mr. Gomez in connection with fulfilling the terms

of the contract.)

PURPOSE:

1) Research, write and assemble information
kits on U.S. policy in Central America for
use by persons speaking on behalf of
Administration policy in the region.
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SIGNED BY:

1001-402296

Francis Gomez

6564 Williamsburg Blvd.,
Arlington, VA. 22213

Department of State - Office of Public
Diplomacy

$9,500.00
Fixed/Sole Source
5/1/84 - 7/31/84
4/16/88

.Jonathan Miller, Director, Office of Public
" - Diplomacy

?

(1) Research paper on Nicaraguan
Government's internal and external
information apparatus

(2) Prepare briefing book of Central America
(3) Evaluate Government of El Salvador's
public information programs.
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III.

CONTRACT NUMBER:

DATE EXECUTED:

INITIATED BY:

SIGNED BY:

% tr

1001-402296-A

Francis Gomez
6564 Williamsburg Blvd.
Arlington, VA. 22213

Department of State, Office of Public
Diplomacy

$9,800.00
Fixed/Sole Source

Amends PO¥ 1001-402296 to extend perioad of
contract through 9/1/84.

7/18/84

Jonathan Miller, Office of Latin America
Public Diplomacy

Jonathan Miller, 6/15/84; Simon Canady,
Contracting Officer, 7/18/84.

(1) Develop and execute a public affairs
strategy and program relating to 11/4/84
elections in Nicaragua. Included in
activities shall be coordination of visits to
Washington by Nicaraguan citizens and
arrangements for meetings, press conferences,
interviews and other events.

(2) Draft and attempt to place in prominent
newspapers op—ed type articles for
contractor's signature as well as other State
Department officials.

(3) Talking points and speeches reflecting
current developments in the region and U.S.
policies and approaches to Central America.
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Iv.

CONTRACT NUMBER:

1001-502074

International Business Communications
Suite 300

1607 New Hampshire Avenue, N.W.
Washington, D.C. 20009

Department of State, Office of Latin America
Public Diplomacy

$24,400.00
Fixed/Sole Source
10/1/84 - 12/31/84
12/10/84

Jonathan Miller, Director, Office of Public
Diplomacy

Jonathan Miller, 12/16/84; Simon Canady,
Contracting Officer, 1/28/85

(1) Press conferences, interviews; plan and
execute press conferences for visitors from
Central America to the U.S., as well as
Central Americans in U.S. Provide
simultaneous translation services.

(2) Plan and execute three to four speakers
tours to the northeast of the United States,
to include Boston, Hartford, Providence, New
York, and Philadelphia. Speakers will be
Central Americans either visiting or residing
in U.S.

(3) Analysis of documents captured in the
conflict in El Salvador.
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SIGNED BY:

1001-520160

International Business Communications
Suite 300

1607 New Hampshire Avenue, N.W.
Washington, D.C. 20009

Department of State, Office of Latin America
Public Diplomacy

$90,000.00

Fixed/Sole Source

3/1/85 - 9/30/85

3/29/85

Frank Gardner, Office of Public Diplomacy

Barbara Garland, 4/1/85; Contracting Officer:
Richard Miller, President, IBC

(1) Assist U.S. visits of Central American
political, business and humanitarian
organization representatives

(2) Assist Central American refugees and
exiles in Washington

(3) Translation and distribution of Central
American articles for distribution to U.S.
news organizations and public interest groups

(4) Point of contact for congressional and
public interest offices seeking to interview
refugees

(5) Seek out media opportunities for exiles

(6) Brief correspondents and syndicated
columnists

(7) Compose and edit letters to the editor
in response to article on Central America

(8) Provide Office of Public Diplomacy with
op-ed articles and feature articles for
distribution, under Office of Public
Diplomacy signature or by an IBC designated
person
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VI.

CONTRACT NUMBER: 1001-602066

CONTRACTOR: International Business Communications
1912 Sunderland Place, N.W. .
Washington, D.C. 20036-1608

AGNECY s Department of State, Office of Latin America

. Public Diplomacy

AMOUNT: $276,186.00

TYPE: Cost-Plus~-Fixed-Fee

QONTRACT PERIOD: - 10/1/85 - 9/30/86

DATE EXBCUTED: 9/2/86

INITIATED BY: . Robert Kagan, Office of Public Diplomacy

SIGNED BY: Richard Miller, President, IBC, 9/2/86;

Barbara Garland, Contracts Officer, 9/2/86

(Contract declassified by Robert Kagan, Acting Director, Office of
Public Diplomacy, 1/28/86)

PURPOSE: A. Public Diplomacy Efforts:

(1) Provide advice and assistance to Central
American representatives of civic, labor,
business, and humanitarian groups during
visits to Washington

(2) Provide contact with Central American
refugee groups and exiles in U.S.

(3) Translate articles on Latin American/
Caribbean and distribute to media

(4) Provide point of contact for public
interest groups .

(5) Coordinate and accompany media visits to
the U.S.

(6) Provide source material relating to
regional conflict to persons designated by
Office of Public Diplomacy

(7) Provide and present information on

security considerations, refugee problems,
and political dynamics of the region
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(8) EAdit briefs and all material to be used
by Office of Public Diplomacy

(9) Conduct special studies/projects

B. Distribution Services — Design and
operate distribution system including:

(1) Specialized addressee list

(2) Computerization, coding, maintenance and
updating of lists

(3) Retrieval, storage, mailing, and
shipping of publications

(4) Maintenance and control of materials
(5) Distribution of materials

(6) Evaluation of system
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REPORT ON
SPECIAL INQUIRY INTO THE
DEPARTMENT OF STATE'S CONTRACTS
WITH INTERNATIONAL BUSINESS COMMUNICATIONS AND
ITS PRINCIPALS

I. EXECUTIVE SUMMARY

The examination Covered six burchase orders and contracts
totalling about $436,000 with I1BC Oor Prank Gomez betwean
February 1984 and September 19g¢. In,gddition, the examination
included one purchase order for $5,500 with the Institute for
North-South Issues, a firm establisheq by Frank Gomez. 1IBC is a
Washington, D.cC. Public relations firm and the Department's
contracts with 1BC were for media relations activities such as
arranging media events, interviews, ang public appearances for
Central American refugee groups and exiles in the United States;
preparing talking papers, briefings, and op/ed articles;
translating articles on Latin America and +he Caribbean ang
making them available to u.s. News organizationg and public
interest groups; and designing and operating a mai} distribution
System for materials and information o°n Latin America and the
Caribbean. ; '

Findings of the examination are ag follows:

-- The need for the purchase orders and contracts was
‘Justifiable in the beginning, put was questionable in
the later periods as Lpp'sg in-house staff grew and
gained experience,

== The acquisition process for awarding and administering
the purchase orders and contracts was mismanaged. 1n
addition, one contract was improperly Classified
SECRET, without legitimate justification, apparently to
avoid competition ang public disclosure of the contract
in the Commerce Business paily. :




-2 -

System. The specific amounts wi]] be described ip a
Separate report of an incurred cost audit, currently
underway by OIG staff. In addition, the conduct of
media relations training by IBC for salvadoran military
officials differed so significantly from what was

- Many of LPD's activities provided opportunities to
conduct prohibited lobbying activities; however, there
is no evidence that LPD o ficials, or rpe personnel

- policy. LPD staff and contractor pPersonnel sponsored
and escorted Central American refugees ang exiles to
Cities in the United States for Speaking engagements
before varjious groups.

== Violations of ethical standargs and/or conflict of
interest restrictions may have Occurred in the case of
two individuals, Since neither was an employee of the
State Department, referrals were made to the
appropriate Government agencies for consideration ang

Press briefings was inaccurate, incomplete, and
misleading. we found no evidence that €rrors were made
intentionally.

]

- Responsiveness to Congressional requests for
information about these ang Similar contracts has been
Somewhat slow and fragmented, partially due to the
large volume of reéquests which have been received.

Much information was provided, however, ang we found no
evidence that the Department personnel deliberately
delayed or frustrated Congressional requesters. rThe
role of the Office of the Legal Adviser ip Collecting,
examining, and releasing documents op the IBC and other
Procurements has beep Poorly understood and has caused
resentment by Congressional members ang staff.
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II. PURPOSE AND SCOPE

As a result of a number of press articles critical of the
Department's association with International Business
Communications (IBC) and its principals, the Secretary requested
an examination of the subject by the Office of Inspector General
(OIG). The request, dated February 13, 1987, asked 0OIG to
examine (1) the procedures followed in entering into all
contracts between the Department and IBC or its principals,
Frank Gomez and Richard Miller and (2) the performance under
those contracts. The Legal Adviser's memo transmitting the
request mentioned and included, as attachments, information on .
alleged imsrope; lobbying activities,'impropet classification of

We established the objectives for this special inquiry by
considering the request from the Secretary, examining the
articles which had appeared in the press, and holding A

~ preliminary discussions with Department officials. The specific
objectives were to determine:

-- Whether the contracts with IBC and its principals were

--  Whether required procurement and contracting procedures
were followed; T

-~ Whether the contractor performed the work required by
the contract and charged reasonable angd allowable costs
to the Department;

-=  PWhether LPD personnel, or IBC personnel while
performing under contract to the Department,
participated in improper lobbying activities;

- Whether conflicts of interest or violations of ethical
standards occurred as a result of the conduct of or
relationships between LPD and IBC personnel;

-- Whether information provided by the Department to
Congressional requesters and for press briefings was
accurate and appropriate; and

delayed in providing information to or withheld
information from Congressional requesters.

The inquiry included Six purchase orders and contracts with
Frank Gomez or 1BC totaling $435,584 between Februarv 14 1004

e -7 - . 00300090001-1
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III. BACKGROUND

By White House "Memorandum for Special Planning Group
Principals" of July 1, 1983, Mr. Otto J. Reich was given the
dual designation of Secretary of State's Advisor for Public

located in the Department of State, with staff support to be
detailed from other agencies and departments. His activities
were to begin immediately.

Coordinator Reich came to State with no staff support except
for his Secretary whom he hag brought from the Agency for
International Development (AID). His office was -established ag
the Office of Public Difrgmggy for.:Latin America and “the

- Caribbean (S/LPD). Lac ing adequate staff, Mr. Reich obtained
permission to contract for a short term professional Services
contract in February 1984 with Frank Gomez, an outside public
relations specialist. Thq”relatiohship proved highly
satisfactory to both parties and was continued through
Successive sole source contracts with Mr. Gomez or with
International Business Communications (IBC), the partnership
company Mr. Gomez formed with Richard Miller, through fiscal
Year 198s.

The purchase orders and contracts for S/LPD with IBC or its
Principals are listed below. oOne purchase order, 1001-50235¢,
was with the Institute for North-South Issues (INSI). That

] Performance
Number Contractor Period Amount
1001-402214 Gomez 02/14/84 - 05/31/84 $ 9,500
1001-402296 Gomez 05/01/84 - 07/31/84 19,300
1001-40248s IBC - (Aug/Sept 1984) 16,198 L B
1001-502074 IBC 10/01784 < 12/31/8% 24,400
1001-502160 IBC 03/01/85 - 09/30/85 90,000
1001-502356 INSI 05/01/85 - 09/30/85 5,500
1001-602066 IBC 10/01/85 - 09/30/86 276,186

£:5.186
$441,084

During the early purchase orders Mr. Gome:z prepared talking
pPoints papers, fact sheets, and draft speeches for sS/LPD
Speakers, drafted op-ed articles, and arranged press conferences
for Central American visitors, During the late 1984 and early
1985 period 1BC continued ang intensified these activities, plus

: - 00385R000300090001-1
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this is the Inspector General's report on his findings
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IV. FINDINGS

A. Need For The Contracts

We believe there was Justification for the initial purchase
order for outside assistance, during a temporary short handed
situation in s/Lpp early in 1984, but the practice continued
through fiscal 19s¢, after the urgency and the original
Justification had passed.

A White House "Memorandum for Special Planning Grou
Principals” of July 1,1983 created the Offjice of Coordinator and
the secretary's Advisor for Public Diplomacy for Central America
and the Caribbean. The office was to be lqcated at the o

) . Department of State; Support staff was to include officers
" "7 detailled from "appropriate agencies and departments": State was
. to provide appropriate Space, logistic support,”ope:ating
budget, and clerical support. Activities were to begin
fimmediately. The office'was establishad,under the office of the
Secretary as the Office of Public Diplomacy for Latin America
and the Caribbean (S/LPD). .

Central American pPolicy, but dig not have the Specialized staff
that he needed. This is not Surprising since his specialist
staff were to be provided on nonreimbursable detail from other
agencies--not a very effective way to staff an office for quick
action. 1In addition, the Coordinator was not well grounded in
Department of State regulations, nor were his first detailees
from other agencies. 1Ip short, he dig not have bureaucratic
expertise. He discovered later how to use the influence of the

himself 4n a bind between high expectations for immediate action
from the wh th

Coordinator decided to get assistance from outside through
contracts.

Early in 1984 the Coordinator was introduced to Frank Gomez
who was retiring from the u

him full "time employment. My, Gomez did not want further ful)
time employment, so they settled on a consultancy, through a
short term purchase order.

feature articles, assist Central American refugees and avila- §
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in the report, that the original Justification for contract
assistance from IBC was not valid in the later periods.

B. The Acquisition Process

The practices followed in the Procurements with Frank Gomez,
IBC, and INSI were contrary to Proper acquisition policies ang
procedures and failed to meet the fundamental requirements of
the Federal Acquisition Regulation (FAR). S/LPD officials
abused the acquisition process and OPR/STP officials, rather
than control and correct the problems, condoned ang assisted in
the commission of unauthorized actions.

organizations in the Department th;hﬁhavewbeen delegated
‘ptocurementfauthor;ty--neputy Assistant Secretary for
' Operations, Office of Supply, Transportation, and Procurement
(OPR/STP) and the Foreign Service Institute (M/FSI). The
- purpose of cur audit was to evaluate the adequacy of the -
policies, procedures and practices followed in acquiring these
services. Our findings are divided into two sections. The
first section addresses the acquisitions made by OPR/STP and the
Second section addresses the acquisition made by M/FSI.

1, Purchase Orders and Contracts Awarded b OPR/STP
ConEracEing Officials

Our findings are based on our audit of the OPR/STP and S/LPD
files, interviews with the OPR/STP contracting officials and the
Department's Procurement Executive, and information from
previous 0IG audit reports. we found that

This inquiry examined Seven acquisitions made by two of the

-—- Purchase Orders and Contracts Were Placed After work
Had Begun; :

== ,Sole Source Acquisitions Were Not Justified;

= Acquisitions were Not Publicized in the Commerce
Business Daily (CBD);

== Acquisitions were Apparently Split to Circumvent
Regulations; ang

-~  OPR/STP Contracting Officials pig Not Perform Adequate
Contract Administration. ,

OPR/STP‘contracting officilals by obtaining the services of wMr.
Gomez, IBC, and INSI without following pProper acquisition
policies ang Procedures. once s/Lpp program officials.had
Arrenged for the services et e B 53800385R000300080001-1
Declassified in Part - Sanitized Copy Approved for Re
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involved in the ac i i
: Quisition process, the
n:eggg SgRéiipfggnggactingiofficials to grgggggdtﬁgep:;g§ ov;r
e services. op cin
assembled acquisition documents andRéfggegogﬁggcgéngosfficials
_ er

For example, Purchase Ord
5 ’ rder No. 1001-5
o;gu;ggtﬁeéféQBS, by the OPR/STP contractig;oggfyaf s%gned St
er IBC was to have completed the worﬁ :ié :imosg
, almos

Ccreated an unauthorized co
mmitment.
1llustrative of the other orders and zgé:rggggh:::rgggeg v
O Mr.

shall be entered int
that all, nto unless the contracti
allethirr:quifemgnts of law, executive orggrgffi:erlensures
PPlicable procedures, including cleéranggsa:igns' and
n

We believe that
the D additional mea
epartment's senior managers to stt::;:gemu:t be taken by
nsure n the acquisition

violating the ac
quisition regulat
managing the aCquisitions frgm Mrfoggmggd §gé d:ggc;égg and

b. '
Sole Source Acquisitions were Not Justified

All
purchase orders ang contracts awarded by the OPR/sTP

contractin
g offic.ials to Mr. Gomez . TR AamAd Tiraw 7
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inadequate sole source justifications. The documents furnished
by the S/LPD program officials as justifications did not meet
the requirements of acquisition regulations, but were merely
capability statements. The OPR/STP contracting officials did
not challenge the adequacy of the Justifications. They simply
accepted the documentation and did not seek free and open

competition. -

For example, Purchase Order No. 1001-402214 was the initial
order with Mr. Gomez placed in February 1984 on a sole source
basis by OPR/STP contracting officials. S/LPD's request
included a document titled sole source justification. The
document was merely a description of Mr. Gomez's background and

. capability, however. It did not demonstrate that he was the L
_.only source thRat could provide the services required by S/LPD.

- Once this document was accepted without question by the
OPR/STP officials, the die was cast. During the work of the
initial order, S/LPD officials began negotiating with Mr. Gomez
for the next purchase order. They used essentially the same
justification for the next purchase request they prepared for
Mr. Gomez's services. Using the inadequate Justification, the
OPR/STP contracting officials pPlaced the second order
(1001-402296) with Mr. Gomez in July 1984.

In the final contract with IBC another feature of
contracting was added--the Competition in Contracting Act of
1984 (CICA). At the time this contract was being considered by
S/LPD officials, the FAR had been changed to include the CcIca
provisions. OPR/STP contracting officials brought the new FAR
provisions to S/LPD's attention; including the requirements to
publicize even proposed sole source awards and seek competition
to the maximum practicable extent even in cases of urgency.
This contract was classified SECRET by S/LPD officials, not
publicized by OPR/STP officials, and was eventually awarded on a

- Sole-source basis some 11 months after IBC began the work at
S/LPD's @irection.

This final contract with IBC included the addition of a new
requirement, on a sole source basis, for the design and
operation of S/LPD's distribution system. The distribution
System services were not included in the media relations
services that S/LPD had been obtaining from IBC during the
period of February 1984 through September 198s. Nonetheless,
S/LPD officials proposed IBC as a sole source for these
seemingly ordinary services.

We believe that additional measures are needed to improve
OPR/STP'sS compliance with the competition requirements in the
Federal Acquisition Regulation. Moreover, we believe that any
instructions prepared to address improvements in compliance with
the competition requirements should be furnished to all the
Department's acquisition offices. (Recommendation 2).

: 1-1
Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R00030009000



» : 00 000300090001-1
D ‘classified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R
e -

- 12 -

C. Acquisitions were Not Publicized in the Commerce
Business Daily

requirements of the acquisition regulations op publicizing
proposed contracts in the CEBD. None of the purchase orders or
contracts over $10,000 awarded to Mr. Gomez or IBC were
publicized by OPR/STP contracting officials ang this
noncompliance was encouraged by the S/Lpp program officials.

Some of the acquisitions were made during the time the
Federal Procurement Regulations (FPR) were in effect (through
March 31, 1984) and other acquisitions were made under the
present regulations, the FAR. The FPR and the FAR both
contained specific requirements for Synopsizing proposed
contracts over $10,000. e . y

contract. It was awarded in the not-to-exceed amount of
$276,186 and contained the new requirement for rBC services
related to the design and operation of the S/LPD distribution

the same Justification for not publicizing the requirement as
the first contract with IBC: "... the Services and contractual
arrangements of which are not to be disclosed publicly because
of their character, ingredients, and components." The OPR/STP
contracting officials Cited the revised FaAR and stated that the

determined to be urgent. After interaction between various
Department staffs, a decision was made by S/LpD officials to
have the contract and the entire contract file classified SECRET
for "national Security reasons." This action caused a series of
delays in the acquisition process.

The OPR/STP contracting officials were aware of the
requirement that S/LPD had for FY 1986 services in late
September 1985, byt diq not act to publicize the requirements in

the fact that S/LPD did not want the requirement to become

ublic knowled e." [emphasis added.] 1In the same files, in the
gusfi ;caf;on or other than full and open competition, da%&imooo11
r ’ ’ R/QTD A€Etma__ . ) 5 ]
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"National Security," as the basis for not providing for full and
open competition. That justification went on to state: "FaAR
Chapter 5.202 provides an exception to Synopsizing a procurement
in the Commerce Business Daily (CBD) if disclosure of the
Agency's needs would compromise the national Security. 1In the

In our opinion, the reason cited by the OPR/STP contracting
official for not  synopsizing the proposed contract did not
adequately address the FAR requirements. FAR 5.202(a)(1l) states
that the contracting officer need not submit the notice to the
CBD when the contracting officer determines that - "The synopsis
cannot be worded to preclude disclosure of an agency's needs and
such disclosure would compromise nationalfsecurity (e.g., would
result in disclosure of classifieafinformation)."_ The fact that
a proposed solicitation or contract action contains classified
information, or that access to classified matter may be
necessary to submit a pProposal or perform the contract does not,
in itself, justify use of this exception to synopsis. .

We believe the Department should issue additional
- instructions on the requirements for CBD synopsis.
(Recommendation 3).

d. Acquisitions were Apparently Split to Circumvent
Requlations

Purchase orders with Mr. Gomez and IBC were made on a
fragmented basis apparently to circumvent the acquisition
requirements. The first three purchase orders were based on
split requirements prepared by S/LPD program officials for

of previous orders or continuation of previous services.
However, the OPR/STP contracting officials did not attempt to
stop these practices.

We believe that additional measures are needed to bring the

small purchasing operations into compliance with PART 13 of the
FAR. (Recommendation 4).

e. OPR/STP Contracting Officials Did Not Perform Adeguate
Contract Administration

: 090001-1
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Contract No. 1001-602066

-- The OPR/STP contracting officials negotiated this
contract on a cost-plus-fixed-fee basis using audit information
developed by a review of the IBC cost proposal by the
Department's Inspector General. The OPR/STP contracting
officials failed to require IBC officials to execute a
certificate of current cost or Pricing data as required by FaR
15.804-4.

(2) Postaward Administration

final audit of the IBC Costs or to settle the issue of the
number of hours contracted for under the level-of-effort
arrangements in the contract. The contract work was supposedly
completed in September 1986; however, the actions described
previously were not initiated by the contracting officials until
the OIG staff began this inquiry in early 1987,

£f. OQther Problems

We considered the lack of procurement Planning that was
evident in the acquisitions from Mr. Gomez, IBC, and INSI. The
use of urgency as the basis for these acquisitions for the S/LPD
needs was caused by a lack of sound acquisition Planning .

We discussed the issuye with the cognizant contracting
officials. we were told that acquisition planning procedures
were being developed and that requests for planned acquisitions
were issued but with little results. we were also told that

Several policy letters on acquisition Planning had been issued,
the latest on March 27, 1987, ‘

: R0O00300090001-1
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promote and provide full and open competition or, when other
than full and open Competition is authorized by the FAR, to

The actions taken by OPR/STP contracting officials to awarg
purchase orders and contracts for s/Lpp Program officials baseq
on urgent needs of the S/Lpp Program could have been avoided hag
the Department enforced the acquisition Planning requirements.
(Recommendation 7).

Our review of the acquisitions fronm Mr. Gomez, IBC, and INSI
also included a review of the Department's pPolicies ang
Procedures currently in effect for acquisitions by OPR/STP
contracting officials. The instructions we reviewed included
the Department of State Procurement Regulations (Title 41,
éhapter 6) and the Procurement Division Instructions issued by
the OPR/STP staff. These Procedures were not current with the
FAR and did not address a number of the acquisition policy and
procedure questions we were reviewing,

1987. When published ip final form, it will become the
Department's implementation of the FAR. The delay in issuing
Departmental Procurement regulations hag been a longstanding
problem and we believe that a high Priority should be Placed on
finalizing and publishing these regulationg. (Recommendation
8)0 ’

g. Problems Reported Previously

These deficient acquisition pPractices are not new, A
Previous audit report issued by the Department's Inspector
"General \p July 1983 on OPR/STP acquisition activities included

-- "Requisitioning organizations frequently engage in
Procurement activities before Submitting a Procurement
request to OPR/STP/p, They often conduct market
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included the recommendation that OPR/STP should not
process requisitions which Stipulate sole source
procurement unless the criteria have been satisfied.

- "OPR/STP should emphasize to all Department
organizations the importance of their early
identification of planned acquisitions in the
procurement process even though funding .is not a
certainty." - . . B TR

Apparently, the actions taken in response to the report were

not adequate to resolve the problems.

acquisitions were Processed to perform the functions related to
the acquisition process. One official Simply stated that the
OPR/STP small purchasing staff failed to do their job.

Contracting officials told us they generally agreed that the
sole source justifications were inadequate ang they did not
question S/LPD officials on their actions to Split the purchase
requirements. Moreover, we were told that the shortage of staff
caused OPR/STP to act as a "rubber stamp" Operation.

2. Training Order Placed by the Foreign Service Institute

Registrar

The Roreign Service Institute (M/FSI) Registrar placed
Training Order No. 1001-402486 for $16,198 with IBC on September
10, 1984. The training order required IBC to conduct seminars in
El salvador on improving press relations for El Salvadoran

apply to M/FsI1 training orders. Normally, M/FsI arranges for
training for State Department employees that is job related.

According to the IBC proposal, it had been instructed to
Plan and execute a series of mini seminars of two days each for
about fifteen persons per session. 1In addition to the formal
class work, IBC Planned to arrange meetings between a former
Ambassador and senjor government officials for him to impart
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submitted by companies which have performed services under a
training order are "self-certifying." We were told that the
training order form statement--"1 certify that the above named
student has been Properly registered as stated” was used by

We believe the procedures for "self—certification" of
contractor invoices may be an appropriate method for pProcessing

empLoyees.A,Howevgr, we believe that the use of e
"§¢l£;Certhication” of contractor's invoices for the 1BC .
training order was not an ‘appropriate method to process Payments
Since the- services Provided by IBC deviated from the normal
. M/FSI training procedures. -

We were told that IBC prepared materials for the program and
went to El Salvador. While there, 1BC met with various people
and gave them advice and a plan; however, the "Seminar” never
took place as a formal seminar, Insteaqd, individual counseling
took place with 20 to 25 individuals. The former Ambassador
informed us that he went to El salvador in June 1984 but not
during the period late August and early September 1984.
Moreover, he saig that except for his travel expenses he
received no other payment for the work he performed in June
1984. The IBC proposal for the Seminar in August/september 1984
included a $i1,000 honorarium for the services of the former
Ambassador. During the same period IBC was providing services

August--early September 19g4. This IBC invoice was paid based
on the ”self-certification" process.

On July 13, 1987, M/Fs1 informed us that its internal
controls over Pass-through contracts Such as the one discussed
above had been Strengthened to prevent similar problems in the
future. we believe the delegation of procurement authority tgo
M/FSI should be reviewed to determine whether it is appropriate
for the Registrar to continue to award these types of training
orders in the future. (Recommendation 9). Moreover, we haltou-
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that action should be taken to recover funds from IBC since the
services specified in the training order issued by M/FSI were
not performed. (Recommendation 10).

Comments of Department Officials

In commenting on a draft of this report, the former head of
S/LPD stated (1) he was not aware of the procurement policies
and regulations, (2) he relied on his staff and procurement
office staff to insure that appropriate rules were complied
with, (3) he was never informed about any irregularities in
S/LPD's procuremerit practices, rather, he was informed that such
practices were followed all the time, (4) he was not adequately
supported by the Department with administrative and other
personnel familiar with Departmental procedures, and (5) the
pricing of many of IBC's activities such as handling defectors .
and establishing credibilityof U.S. government officials was
difficult to -establish. ‘

Officials in A/OPR and A/OPE described the causes for the
problems somewhat differently. Both stated that a lack of
resources within the procurement function has been a historical
problem in the Department and has hindered the carrying out of
effective procurement operations. However, both also stated
that the majority of the fault for the problems with the IBC
contracts was with the programming office (in this case S/LPD)
rather than the procurement or contracting officials. A/OPR
commented that S/LPD exploited the situation by entering into
unauthorized commitments, selecting the source, deciding upon
dollar amounts and relying on the contracting officer to correct
the situation on an urgent and compelling basis to facilitate
payment. Both A/OPR and A/OPE stated that S/LPD used extreme
duress and "steamrolled" procurement officials to process
acquisitions which did not comply with appropriate regulations.
A/OPR also commented that the report did not recognize the -
considerable progress which has been made in the procurement
operations in the Department since the subject contracts with
IBC and its principals were processed. Along these lines, he
stated that most of the recommendations concerning procurement
operations have already been implemented.

We acknowledge that a lack of personnel resources could have
been a contributing factor in the operations of both S/LPD and
procurement. We found that the former head of S/LPD made many
requests for staffing and other support for his office. We also
verified that administrative positions in S/LPD turned over
frequently and were vacant during some periods. 1In summary, we
agree that S/LPD probably was not adequately supported by the
Department. We also acknowledge that the lack of adequate
personnel resources in the procurement function has been a
problem reported previously by the Inspector General.

Concerning progress made in procurement activities we believe
that significant improvements may have been made; however, the
scope of this inquiry was limited to specific procurement
actions, some of which were several years old. We did not
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conduct a reviey of the Department'sg Procurement function and
therefore cannot comment on its overall Operations. we will,
however, conduct @ complete eéxamination of Procurement
activities in the future.

In our °pinion, as ye stated in the report, both S/Lpp and
procurement personnel are responsible for the problems in the
acquisition Process. we believe that as a Manager, the former
head of s/LpDp had a responsibility to be knowledgeable of basic

r.
efforts by Department officials (see Recommendation 10). while
deliverables were vaguely defined an reported, € performance
by Frank Gomez and IBC on al} other purchase orders angd
contracts was approved, accepted, ang fzequently applauded by

work performe - Based on preliminary'results of the audit, i¢
appears that travel ang ADP equipment Costs charged by IBC are
questionable,

The travel expenses includeq lodging, transportation, Mmeals,
Clothing, ang other items for individuais while they were in
Washington, p.c. and other Cities in the United states under the
Sponsorship of S/LPD. During these‘visits, the exiles and
defectors were giving interviews; meeting with groups, members
of Congress; ang attending Press conferences, These work
elements ang costs were not Specifically included 1p the fina)
contract issyed by Procurement, although they were included i1p
the Proposal sent to OPR/sTP, The amount that is disalloweg
will be determineg during the incurred cost audit,

The charges for Computer Support need to pe Fecomputed, 1,
the cost Proposal, r1pc Stated that $25 an hour was the best
Price available from vendors for Computer access, This rate was
accepted for Use in the cost review. The actual amount IBC

billeg for com uter usagqe totalle Cmne e amour : 390001
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supplies purchased by IBC ($8,277). Since the equipment was not
used only for the Department of State contract, and is still
available for use by IBC for other clients and its own staff,
there should be an adjustment of the computer charges.

Finally, the indirect rates need to be recomputed.
Provisional indirect rates were computed during the cost
proposal review. These rates are subject to recomputation and
adjustment based on the actual costs incurred. work performed
under the FY 1986 contract, as well as all work under all other
purchase orders and contracts except the M/Fsr training order
was invoiced, approved for payment by S/LPD officials, and
certified and processed for payment by M/COMP personnel. 1In
each case it appears that at least some work was performed:
however, it appears that Department personnel approved invoices

.. for payment without adpquate;eyidence that required work had
__beén conducted. Toeneml o T :

For example, the purchase order with INSI for $5,500 was for
‘an analysis of S/LPD's distribution System for publications on
Central America. The invqice from INSI to S/LPD was a one

payment was requested. An S/LPD official certified that the
work had been completed and forwarded the invoice for payment
and payment was made. There was no written report of the
analysis. Frank Gomez informed us that, while no written report
was prepared, an analysis was conducted. He stated that the
main purpose of the purchase order, however, was to start
designing and implementing a new distribution system for S/LPD.
The S/LPD official who certified the invoice for payment
informed us that he did not recall whether an analysis had been
performed.

We believe that purchase orders and contracts should be more
specific in describing required performance and that officials
approving invoices for payment should have more evidence that
the required work has been performed. (Recommendations 11 and
12). On balance, almost all officials we interviewe expresse
satisfaction with the quality and level of performance on the
subject contracts.

Comments of Departmént Officials

In commenting on a draft of this report the former head of
S/LPD again expressed satisfaction with the level and quality of
work performed by IBC and Frank Gomez for the Department. He -

activities as re-establishing the credibility of government

officials or the handling of defectors, two of the functions he
stated were being purchased under the contract. While we agree

vaguely defined work elements. As stated the functions are not
only difficult to Price but also difficult to measure, evaluate,
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and certify as completed so that bayment can bpe authorized--also
required by Procurement regulations.

D. Lobbying Activities.

Although allegations were widespread, there is no evidence
that S/LPD staff participated directly or 1nd1rectly in any
unlawful lobbying or that IBC spent S/LpDp contract funds for
lobbying activities. Many of S/LPD's ang IBC's activities under
contract with S/LPD provided opportunities to conduct prohibited
lobbying; however, there is no evidence that these officials
violated the anti-lobbying statute.

.- Public diplomacy is sepaqpteq-from;;obbyihg,by a.thin ang
% complex line. The basic legisldtion, 135 ysc 1913 (the
o "anti-lobbying statute") provides that

congress, be used directly or indirectly to pay for any

to favor or oppose, by vote or otherwise, any legislation or
appropriation by Congress, whether before or after the
introduction of any bill or resolution Proposing such
legislation or appropriation; but this shall not Prevent
officers or employees of the United States or of its

~ Many of s/Lpp's activities provided opportunities to conduct
improper,lobbying. T

United states for Speaking engagements before members of ,
Congress and various private Sector audiences, If, in carrying
out these activities, s/Lpp personnel had Suggested or agreed
that a member(s) of Congress should be contacted and éncouraged

to support Programs in Central America, a violation would have
occurred.

During our inquiry we questioned a number of S/LPD's
activities ang discussed them with o1g investigations staff and
the Department of Justice. one such activity was reflected in a
June 25, 1985, memorandum from the Administrative Officer of
S/LPD :o ;he/S/S-Ebeudget Officer providing information in
Support of s LPD's budget request. The memorandim mamiosote . 1-1
following statemans. o?/ed for R?ease 2012/04/23 : CIA-RDP93B00385R00030009000
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"During the recent congressional hearings on financial
assistance to the freedom fighters in Nicaragua, S/LPD furnished
floor speeches and talking papers to Congressional supporters of
the President's program".

During discussions with an official from the Department of
Justice we were informed that this activity was not a violation
of the anti-lobbying statute as it has been interpreted by the
Department of Justice. According to this individual, violations
are evident only where the appropriated funds are used to
effectuate a grass roots type of campaign directed at
influencing a member(s) of Congress.

m tent Congress was-infgrmed of S/LPD's activities.
) In the Department's FY 1987 budget ‘tequest,. under the Office of
~.  the Secretary;’ the following information was included:

"One unit within the Office of the Secretary is the Office
-of Public Diplomacy for Latin Americd and the Caribbean. This
office has coordinated the efforts of appropriate agencies of
the Federal ‘Government toward a better public awareness and
understanding of the administration's policy in Latin America
and the Caribbean. This office also Sponsors the public
appearances of individuals whose experiences in Latin America or
the Caribbean are germane to public debate on policy issues for
the region. 1In the last 12 months, the office has arranged for

100 radio and television appearances, of its staff and others,
including foreign visitors. * * = During the same period it has
arranged for publication and dissemination of publications and
pamphlets (including translations of foreign originated
articles)."

There is no evidence that IBC performed lobbying activities
for the Department under contract. Notwithstanding the
considerable press coverage of IBC's activities in this and
related areas, our work to date has disclosed no evidence that
S/LPD knowingly paid IBC or Frank Gomez to perform prohibited
lobbying activities. As mentioned previously, the scope of our
inquiry included only the activities of IBC or Frank Gomez
performed under the purchase orders and contracts with the
Department between 1984 to 1986. Our work did not include the
activities of IBC or Frank Gomez performed for other clients.

The first head of S/LPD informed us that he was alert from
the beginning that his official public diplomacy functions would
put him close to the prohibitions against lobbying contained in
the State Department appropriation acts and the anti-lobbying
statute. He requested guidance from the Legal Adviser's office
and circulated to his staff the guidance provided: "Do's and
Don't's in Department Public Affairs Activities." Most of the
key S/LPD officials we interviewed stated that considerable care

was exercised within S/LPD to assure that lobbying violations
did not occur.
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There is
with other organizations which conducted activities which s/Lpp
would have been Prohibited from pPerforming (é.g. a targeted
telephone campaign in selected congressional districts). One
example is reflected in a document “tit]eq "Chronological Event
Checklist” which was located in the S/LPD administrative files
and IBC files. The document, dated March 1, 1985, lists
week-by-week activities, along with the person or organization
responsible for carrying them out. Three of the entries on the
checklist are as follows:

Event Responsibility
Send resource book on the cOntQQQra Process state/pPD

: to congressmen, media outlets, private
v organizations ang individuals interestegd
‘ in Nicaragua.

Prepare themes for approaches to Congressmen NSC

ai .
Targeted telephone campaign begins in 120 (Private
Congressional districts. CITIZENS FOR Citizen)

AMERICA district activists organize phone-

encouraging them to vote for aid to the freedom
fighters in Nicaragua.

We were unable to establish the authorship of this document
and others like it even though we found them ip both s/Lpp and
IBC files. None of the officials we contacted coulg recall
Specifically where the documents came from or how they came to
be filed with other relateg documents.

We found no evidence that S/LPD funds, either directly or
through its contracts with Frank Gomez ang IBC, were used for
the activities listed as the responsibility of the NsC ang the
Private citizen. The Preparation ang dissemination of the
gublication on the Contodora pProcess was a legitimate activity

or S/LPD. _
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pleaded guilty to one count of conspiracy to defraud the
government of income tax for his work with Carl R. (Spitz)
Channell. There is no evidence, however, that IBC used any
S/LPD contract funds for prohibited lobbying activities. Also,
according to press reports of the testimony of Messrs. Channell
and Miller to the Independent Counsel, they seem to have had no
need of State Department funds for their other activities
because of the generous funding available to them from the
National Endowment for the Preservation of Liberty (NEPL), the
tax exempt foundation of Mr. Channell.

Comments of Department Officials

In commenting on a draft of this report the former head of
S/LPD objected to our inclusion of the Chronological Event
Checklist. He stated'thag;the document was irrelevant to
S/LPD's activities’ and was not prepared by anyone in S/LPD or
the Department of State. He stated that the use of the document
could give the impression-that S/LPD in some way condoned or
coordinated the activities listed. The current head of ARA/LPD
suggested that the document, and others like it, were provided
to the office by IBC. He stated that all such documents were
marked CONFIDENTIAL when received from IBC.

The document in question was only one of several we
identified in S/LPD's and IBC's files. Other documents covered
different time periods and described different activities of
different organizations. Some of the documents, even those in
S/LPD's files, were marked as classified and some were not. We
acknowledged in the report that the authorship of the document
was not established and that S/LPD's activity described in the
document was an acceptable one; however, we believe that the
document itself is relevant and that it accurately reflects
S/LPD's association with other groups and organizations involved
in activities which S/LPD would have been prohibited from
performgng or from paying IBC to perform.

E. Ethical/Conflict of Interest Considerations

The special inquiry disclosed a potential violation of
ethical standards of conduct and a potential conflict of
interest. The ethical question involved a Department of Defense
employee detailed to S/LPD. The potential conflict of interest
involved activities of Frank Gomez during the period immediately
preceding his retirement from the U.S. Information Agency.

1. Ethical Considerations

The Code of Federal Regulations (22'CFR Part 10.735-201)
lists various proscribed actions under Ethical and Other Conduct

and Responsibilities of Emplo ees. The section states that an
employee shall avoid any actiIon, whether or not specifically-
prohibited by the regulations in this part, which might result
in, or create the appearance of: (1) giving preferential
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treatment to an
impartiality. ¥ Person or (2) losing independence or

A Department of pef
Senior efense detailee to
Executieélég;fge?dgiggr gtorél June 1984 tﬁﬁﬁﬁgﬁ gggesfg:d g
violated these re 1 about June 1985 tq Ju . and as

tionso Thi ne 1986/ ma h
sister, who was a spo S_lndividual int Yhiove
’ duced hi
distribut empocialist in establis o s
IBC. Boté°2h:Y§:egs, to the head of S/Lgéngngng operating mail
ad of S/LPD and Frank Gomez congiizggktgo?ez of
at she

Senior Militafy Advi

decision to S2r ¥as in a position

his sister. f:?ﬁ;ac:vfor the services ang %gc}gfguence S/LPD's

vagious activities fo:nngoﬁgg Frank Gomez ang Isgcéié?g t? pire

orders and contracts er several previoy erformed

not one of ¢ oberating a mail i purchase

operation ogug?ngFivéféggib E?e analysf;stgégggiggazgszem na-

Sole-source b ution system nt, and

involved in tg:igéCiIn addition, the Senig:sufgntracted for on a
Sion by s/Lpp officials to éf::gingisor was

Y the

contract although th
As previously stat de final decision was made
. - t a high
contract w €d, we found that the - gher level.
as done, without justificationcl:;;:f:§:§;02 of the
¢ 0 avoid
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This matter was referred to the USIA IG along with available
documentation on May 15, 1987 to determine whether any conflict
of interest laws or regulations were violated.

F. Congressional and Press Guidance

A relatively small, but important, portion of information
provided to Congressional requesters and as press guidance was
either inaccurate, incomplete, or potentially misleading. There
was no evidence that mistakes were made intentionally.

The first external interest in the Department's contracts
with IBC and its principals was by Senator John Kerry of the
Senate Foreign Relations Committee on December 17, 1986. On

.. December 19, 1986, Representative Edward Feighan of the House

_'Foreign Affairs Committee requested information about the IBC
and other contracts. Since that time numerous  additional
requests have been made by:

Congressman Dante Fascell, House Foreign Affairs, 2/9/87

House Foreign Affairs Committee Staff, 2/10/87

Congressman Lee Hamilton, House Foreign Affairs, 2/13/87

Congressman Dante Fascell, House Foreign Affairs, 3/4/87

Senator John Kerry, Senate Foreign Relations, 3/24¢/87

Congressmen Fascell and Broomfield, House Foreign Affairs,
3/26/87

Senator Kerry's December 17, 1986 request was for "any and
all contracts between the State Department, or any agency or
entity under its aegis, and International Business
Communications, * * = or Richard Miller or Frank Gomez, two of
IBC's principals, entered into at any time from 1981 to the
present.” 1In responding to the request on January 29, 1987 the
Department's correspondence stated: "A search of our contract
files coyering the year 1981 through the present has surfaced
the two enclosed contract documents.* The documents referred to
were the last two contracts with IBC-~the FY 1986 contract for
$276,186 and the contract for the 7 months ending September
30,1985, for $90,000. As discussed above, our work shows that
there were four earlier purchase orders and contracts with Frank

Gomez and IBC totalling $69,400 between February and December
1984.

Press guidance was prepared on several occasions in
February, March, and April 1987. Press guidance prepared by ARA
on February 7, 1987 included a series of questions and answers,
one of which was as follows:

"Q. Why was the State Department contract with IBC
backdated? "Is this normal practice?

"A. The contract with IBC was not backdated. The contract

was signed in September 1986 to cover the period from October
1985 to Sseptember 19g¢.
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"The contract was negotiated well jinp advance of being
signed. However, itg terms requireq that the contracting firm
obtain specific Security clearances before the contract could be
signed. Procurement regulations allow unclassified work to be

familiar with the contract should have known, that IBC was
conducting allegedly "classifieg" activities before receiving
its clearance and, in fact, had completed all such activities.
before receiving the clearance. - .. . o B

- We believe that officials pProviding Lnformation for
"’ Congressional requesters ang press_briefings should be reminded
aution to insure that such information is accurate

.to exercise ‘c
and complete. (Recommendation 13).

G. Departmental Cooperation with Congressional Requesters

Responsiveness to requests for information by members of the
Congress and their staffs has been Somewhat slow and fragmented,
although the volume of information feéquested has beep
considerable.

Secretariat Handbook. The procedures require Congressional
correspondence to be answered, or at least acknowledged,*within
‘3 workdays from receipt in the action office, Concerning
requests for information, the stated Policy is that all officers
are authorized ang eéncouraged to Provide prompt ang forthcoming

House Foreign Affairs Committee (HFAC), for not Cooperating with
Congressional requesters attempting to obtain information about
the contracts with IBC ang Frank Gomez. opn February 19, 1987,

Department's unresponsiveness to the Committee's request. The
airman ang Ranking Minority Member stated that "Apparently,
the Department is following an internal review Process before
documents are furnished to the Committee that has effectively
choked off the flow of information to the Committee. In the

interest of comity, we reéspectfully request the Department to
Speed up the process,"

The Criticism of the Department focuses op two main
esese-Tiest, the Tength of time tapes 3 T CIA-RDP93B00385R000300090001-1
in Part - Sanitized Copy Approved for Release 2012/04/23 :
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requests for information and, second, the role of the Office of
the Legal Adviser in releasing information to the requesters.

In the case of timeliness, requests for information took as
long as a month, or longer, to receive a response. The request
from Congressman Feighan, dated December 19, 1986, took over 3
months. On balance, the requests for information from the
Department have been voluminous. One request alone involved
copies of documentation for 90 procurements on 67 separate
procurement actions. Another problem has been that Department
officials have been quicker to promise information to
Congressional requesters than to deliver such information.
During an on-the-record meeting between staff of the HFAC and
officials from H, ARA/LPD, OPR/STP, and L on February 10, 1987,
numerous questions were asked and requests for information from
.the Department were made: ‘Department officials agreed to
respond 'to" the questions and provide the information requested;
llowever, na one inventoried what had been promised and made sure
that information promised was delivered. As of May 4, 1987,
some of the information still had not been provided.

The role of the Office of the Legal Adviser in the process
for receiving requests from the Congress and responding to those
requests has also caused consternation, particularly among
Congressional and General Accounting Office (GAO) staff. The
role was, or at least was perceived to be, unusual since L
normally does not function as a conduit for detailed information
requests and responses to such requests. All files and
documentation requested by the staff, and, in the initial stages
of our inquiry, even by representatives of the 0IG, were first
reviewed by L before being made available for examination by the
staff. Requests for copies of documents were made through L.
This process was criticized as an attempt to obstruct staff
investigations of the Department's contracts with IBC and
others. : '

.. According to the Deputy Legal Adviser responsible for
coordinating the Department's cooperation with the Iran/Contra
investigations, the Secretary asked the Office of the Legal
Adviser to coordinate the efforts of an Informal Working Group
(IWG), which was composed of persons from a number of bureaus
and was designed to facilitate all of the Department's efforts
to cooperate with various law enforcement and Congressional
investigations underway on Iran/Contra issues. L assumed such a
role before questions were raised about the Department's ‘
activities with IBC and Frank Gomez. When such questions were
raised, a judgement was made that the documents involved were
likely to be requested by the Independent Counsel and the
Congressional Select Committees investigating the Iran/Contra
affair. He stated that the IWG adopted the same procedures it
had established for other aspects of the investigation to ensure
that a thorough search was made, that the chain of custody of
documents was maintained as required by the independent counsel,
and that documents and requests therefore were logged and
arrangements made for prompt access by the various
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investigators. je Stated that this role ang rationale was
explained in a meeting with HFac Staff on February 26, 19g7.

pPromised by the Department. Officials dealing with
Congressional representatives should be More selective in
promising information ang shoulgd attempt to Negotiate reduced

OPR/STP took the lead in trying to be responsive to the Hi11 ang
that every initiative to release information came from the
Procurement Division. He added that at no time dig any of the
offices involved assume responsibility for a coordinated
response.

H. Other Matters

1. Classification of the ry 1986 IBC Contract.

S/LPD Classified jitg final contract with IBC as SECRET,
contending to officials in OPR/STP and 1, that i contained
Sensitive on of a national Security nature. However,

document distributioen System. There was nothing of a natiopal
_Secu a;;enggg;ge"natuxq‘in‘tﬁE‘ton ract. In our

' Sourece. ng;acgual,relationship“uL IBC. Most of tHE‘EEmEining
- staff o?QXRA/LPD, and the former OE?IEIEIS we have contacted,
{ now admit that classification was an error.

clearance. This led to multiple technical Security violations
and Probably addegd to Suspicions that the classification was to
cover improper dealings with rpe, I
\ \__—___—‘
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The criteria for secret classification are contained in 5
FAM 922.1-2 which reads:

"Information may not be classified secret unless its
unauthorized disclosure reasonably could be expected to
cause serious damage to the national security."

The FAM also prohibits certain classification actions at 5
FAM 921.b. It provides that "Information may not be classified
to conceal violations of law, inefficiency, or administrative
error; to prevent embarrassment to a person, organization, or
agency; to restrain competition; or to prevent or delay the
release of information that does not require protection in the
interest of national security.” (emphasis added).

On August 30, 1985, S/LPD requested an extension of the FY
1985 contract with IBC to provide for services during FY 1986.
The only new work requirement was for the design and
" implementation of a document distribution system. No mention
.~ was made that the FY 1986 services would be classified. OPR/STP
informed S/LPD that the FY 1985 contract was a fixed price
contract and could not be extended. 1In addition, OPR/STP
informed S/LPD that the new contract should be publicized in the
CBD and full and open competition should be obtained.

On December 4, 1985, S/LPD requested a new contract and
stated that the services and contractual arrangements were to be
classified SECRET and not disclosed publicly "because of their
character, ingredients, and components." The justification
statement submitted by S/LPD was prepared so as to appear to
meet the classification requirements of the FAM. The
justification stated that "publication of the general nature of
the performance would be detrimental to ongoing programs under
S/LPD and revelation of certain operations or allowing
speculation could result in serious damage to our relations
with several allies and other foreign states." In a memorandum
dated February 24, 1986, the Deputy Coordinator wrote: "This is
a precise definition of secret."™ OPR/STP returned all contract
documents to S/LPD where they were subsequently stamped SECRET.

S/LPD officials informed us that they decided to classify
the contract because of concerns for the safety of Central
American defectors being brought to the United States by IBC for
media events. They said they believed that if this activity
became widely known, the safety of the defectors would be
jeopardized. They acknowledged this activity was not
specifically described in the contract and that the same
activity had been conducted by IBC under the previous
unclassified contract. 1In fact, S/LPD had previously contracted
with the U. S. Marshals Service to provide protective services
for a Central American defector. The correspondence concerning

the services, invoices, and request for payment were all
unclassified.
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competition. 7The contract extension initially Proposed by S/LPD
was unclassified, the statements b

the consequences of disclosing Ssuch informatiopn are not
accurate, and the Safety of Central Amerjican defectors does not
Justify a SECRET classification.

January 28, 1987, in response to Senator Kerry's request for
copies was not improper.” The Coordinator of ARA/LPD at the time
of the declassification had the authority, by Succession to the
Coordinator of S/LPD, to downgrade or declassify a document
Classified by (or by direction of) his Predecessor, On January
28, 1987 he wrote at the bottom of only the original Copy of the-
; : ‘(sic

"¢topies were not notified. also Various other documents which
were classified Subsequent to and because the contract was
Classified were not-declassified. On June 9, 1987, following
Several inquiries from o1G staff, the Coordinator Properly
declassified the contract and Supporting documentation. We
believe that the Coordinator Should be instructed to follow
establishegd Procedures for classifying and declassifying

the contract could not be Signed until the contractor hag a
facility Clearance: the contractor could not have & copy of the
contract; ang the Contractor Could not pe Paid unti]l the
contract wag signed. The classification of the contract
probably alse gave rise to, and later fed, allegationg of
improper lobbying through use of a Classifieq contract.

after 1BC refused to respond to the investigators: the thirg was
terminateq when DIs learned that IBC was not a registered
pattnership; and the fourth resulted only in an "interim"
clearance, in the tenth month of the contract, but without

on November 17, 1986, nearly two months after the contract was
Completed. However that Clearance Still did not allow the

While the fault for failure to obtain_the necessarw
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contractor to continue to perform on a classified contract
without a facility clearance. (See Recommendation 16).

2. Security violations by IBC and LPD

During the course of the inquiry several potential security
violations were discovered. 1In responding to our request, IBC's
legal firm provided documents which were marked with tlLe
security classification CONFIDENTIAL. Our information indicated
that the contractor did not have authority to store classified
documents and neither did the legal firm. 1In addition, the
documents had been commercially copled before they were provided
to us. During our review of S/LPD files, we found a TOP SECRET
document improperly stored in a bar-lock cabinet, These.
problems were referred.:to the Bureau of Diplomatic Security (Ds)

" for investigation and ‘appropriate action on April 9 and May s,

1987. (See Recommendation 16).

. Comments of Department Officials

In commenting on a draft of this report, the former head of
S/LPD stated that the DOD detailee told him that a procurement
official had suggested that the contract be classified so he
assumed that this was the proper thing to do. He also described

the prudent thing to do. The current head of ARA/LPD, on the
other hand, stated that the activities conducted under the

have been classified. He stated that this was part of his
rationale for declassifying the contract in January 1987. A/OPR
stated that new procedures are now in effect which require all
classified procurements to be brought to his attention. -

In our opinion, the comment regarding the procurement
officials suggestion is misleading. As the situation was
described to OIG staff, the suggestion was made only in response
to comments of S/LPD officials that the contract contained
sensitive information which should not be disclosed to the
public. The suggestion was not a concurrence that the
information contained in the contract was classified. Rather,
it was presented as advice to S/LPD that if the information was
sensitive and should be protected from the public, consideration
should be given to classifying the document.
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v. RECOMMENDATIONS

implement Departm
includi - ent policies to ens
Ng S-S/EX, ARA/EX, and ARA/LPgreagga;rgﬁggizmdogfices'
: ed from

responsibilities to adh
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opz,vtne§2113§§§§§é§i°“ Regulation. 'fgtégéggdrequirements by
ons may“be provided to othe:pg::griage o
racting

6. The Department
instructione noPE (A) should direct as |
S on the use of contract augff :ggv?éngfto éSSUe
or both

the Federal Acquiniilin the e
Ac partment a
the results ofqzé:ition Regulation, Mor§o§§3“iged by Part 7 of
if it ig achievi Planning system i ear] + OPE should reyjeyw
Ng the desired resylts Y FY 1988 to determipe
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8. The Department (A/OPE) should complete the actions necessary
to finalize the Department of State Acquisition Regulation as
expeditiously as possible.

9. The Department (A/OPE) should review the current delegation
of procurement authority issued to the Foreign Service Institute
(M/FSI) and determine whether it needs to be modified to
preclude the use of the Registrar's authority to issue training
orders for persons outside the Department using funds that are
not M/FSI funds.

10. The Department (M/FSI) should take immediate action to
recover funds from International Business Communications (IBC)
for nonperformance of services under Training Order No.
1001-402486.

structure definitive, quantifiable, statements of work which
identify deliverables and delivery dates.

&
12. The Department (A/OPR) should direct OPR/STP to reject
purchase requirements which lack sufficient detail to develop
definitive, quantifiable statements of work.

13. The Department (H and PA) should instruct all Department
offices, including ARA and L, to exercise more care to insure

14. The Department (H) should modify instructions for use by
Department offices and officials in dealing with Congressional
requesters. Such instructions should address informal or verbal
requests and should include the need to: -

-- place a high priority on responding to Congressional
requests, particularly after information has been
promised, ‘

-- thoroughly discuss, define, delimit, and document the
information needed to respond to the request,

- obtain a written request for the information, if
possible, and

-- periodically follow-up on commitments to provide
information, to insure that requests do not remain open
for excessively long periods.

force) as a focal point for receiving and responding to requests
for information on a particular subject, should describe the
nature and purpose of the arrangement in writing and communicate
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it to affected
the outset. parties, particularly those in the Congress at

classification declass
’ ification,
requirements of s rFaMm 920, 930, 94g?d9§gys;§gl gggt:ggion
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txhibit B - Memorandum from Former Coordinator
' of S/LPD dated July 17, 1987

United States Department of State
22 Washington, D.C. 20520
T July 17, 1987
MEMORANDUM
TO: OIG/AUD - Lynn Ww. Burgener
FROM:  Ambassador Otto J;.Rgiéh

SUBJECT: Draft Report--Special Inquiry into the
' Department's Contracts with International
Business Communications (IBC)

The following are my comments on the draft report; I
can only address myself to those management decisions over
which I had an impact at S/LPD. Several of the
allegations concerning Department pProcedures occurred
after I left S/LPD and many do not apply to S/LPD.

I will begin with Page 14 on the report, which is
where the main text starts,

Page 14, IV, para A. wish to take issue with the
statement that "the need for the purchase orders and
contracts may have been justifiable in the beginning but -
was questionable in the later pPeriods as S/LPD's in~house .
staff grew and gained experience." This judgment is
subjective and erroneous, and frankly, constitutes
second-guessing, The Purchase orders and contracts for
outside assistance were as Justifiable as the staff grew
as they were at the beginning, because the demands on the
office grew geometrically while the staff grew
arithmetically. As the office became more and more a
reliable source of information for members of the
executive branch--including the President, the Vice

and other audiences; demands on this office increased. 1In
the "later periods"” the S/LPD staff was just as busy as it
had been at the beginning, The enormous amount of product
which was demanded ang received by our audiences caused
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to be undertaken, was a result of the inability of the
State Department to properly distribute the voluminous
amount of S/LPD materijials satisfactorily to audiences in
the executive angd legislative branches as well outside of
government.,

I would like to add at this point tha one of the
pPrincipal objectives of the office from the very first day
wac to help re-establish the credibility of the
Administration's information. When the office was
created, a number of Members of Congress and the media
were publicly questioning the credibility of the ,
Administration. I am very proud to say that in two and a

opinion, S/LPD had done 'a_éupetlative, an outstanding®
job. This sentiment about the office was not a result of
carelessness or lack of attention to detail]. It is very
easy to second-guess the actions of an executive, whether
in the government or the private sector, two years after
the fact. But the reader should put himself in the
position in which the Administration found itself in the
summer of 1983, when banner headlines in the press too
often distorted or misrepresented the facts of reality in
Central America and of the policy of the United States
designed to deal with the crisis (as the President

concerned. 1In fact, even after I had already left for
Venezuela and taken over my duties as Ambassador, the
President continued to use S/LPD products in his ..
Successful battle to obtain Congressional support for his
Central American policy. -

There is a factual error (in the second paragraph of
pPage 10 and again on Page 14) which states “Coordinator
Reich came to State in December 1983....° Actually, 1
began the public diplomacy activities on July 5, 1983,
immediately upon public announcement of the establishment
of the office. The Office had been established, as the
report states on July 1, 1983, but I had been designated

was still on the AID payroll and in effect working on
detail from AID to State.] fThe report is completely
correct however, when it states that *lacking adequate
staff, Mr. Reich obtained permission to contract for a
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short-term professional services contract in February 1984
with Prank Gomez.,,." I believe it is important to state
(in fact, it cannot be overstated) how much this office
was lacking not only in adequate staff, but in adequate
resources of all kinds. As I told the IG Team, I
personally had to ask constantly for resources for what
was supposed to be a Presidential initiative. It took
months for S/LPD to obtain its own office space,
telephones, typewriters, staff, and all the other support
necessary to carry out its function.

One very important element related to inadequate
resources, which had direct bearing on the Subject of this
inquiry, was my constant request for an administratijve

- officer from the State pepartmgnt to be agsigned to S/LPD

for a State Department administrative expert to be
assigned to S/LPD. Even then, we hagd only what amounted
to "TDY" personnel as we changed administrative officers
frequently because of other priorities of the Department.
In fact, over two Years after the establishment of the

slot in S/LPD. This was after a two-month gap in that
position in the fall of 1985. This timing is very
important and bears elaboration because it is precisely
during this period in 1985 when S/LPD had no State

officer, to help me with administrative matters. This
officer was an extremely hard-working and conscientious
individual but he hagd absolutely no knowledge of State

designated as Ambassador to Venezuela and was trying to
focus on my ongoing assignment, while still trying to keep
- the office in operation, 1In fact, it was on a trip to
Quito, Ecuador, in oOctober of 1985 to attend the Andean

General of the Foreign service to find S/LPD an
administrative officer, I told the Director General that
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I wanted to leave S/LPD in the best Possible management
condition, Immediately upon his return to Washington, the
Director General did find us an administrative officer,
but this person could not be detached from his assignment
until six weeks later (December 1985)., 1In effect,
therefore, we were without administrative support for
another crucial period. It can be argued that the

exXperienced State Department auditors were found to look
ingb the contract., These individuals Spent a total of
approximately two to three months looking into this
relationship, BHad we had just one of these capable angd
knowledgeable individuals assisting us with our

Going back to the Report itself, on page 12, thirg
paragraph, it is stated that ®*in January 1985 the

This is not correct. It would be correct to state that 1
withdrew completel from active leadership of S/LPD at
that time’ I had indications since May of 1985 that I was
‘going to be nominated as Ambassador to Venezuela., 1n
August of 1985, President Reagan signed the internal
memorandum approving my nomination ang requesting FBI angd
other clearances, In early December of 1985 1 received
- the call from the President 6fficia11y requesting that 1
take the job of Ambassador. The last step, in January
1986, was the Public nomination of the Ambassadorship and
the transmittal Of the nomination papers to the Congress,
At that time, 1 withdrew completely from S/LPD leadetship

On page 16, the Feport states that the criteria for a
sole source contract with Frank Gomez appeared to be weak
though justifiable at first. As the report iself stateg
on page_ls, I was not familiar with State Department

received-—usually through someone on my staff--from the
contracting office at State. when Frank Gomez appeared on
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the scene, I was told--repeatedly--that sole source
contracts “"were done all the time" and were perfectly
legal. The report also seems to question why Frank Gomez
received a series of short-term contracts. There appears
to be a contradiction here, in that a sole source contract
was initially justifiable but not later, as Mr. Gomez
proved himself capable of doing the job even better, I

Therefore, I thought that the prudent thing to do from a
management standpoint was to try out Mr. Gomez for a short
period of time. I was very imngsqed with his performance

...'and ‘extended the contract ‘for anbther three months, and,

" .as the feport states we tontinued increasing his
activities, as well as his remuneration, in subsequent
contracts, Borrowing from some of the hindsight so
abundant in this investigation, we could ask whether.
S/LPD's initial contract wWith Mr. Gomez should have Been
for one year, thus avoiding the present aggravation of
having to explain three consecutive short-ternm contracts;
would that have been justifiable?

On page 17, the report States that by py 86, S/LPD
had nine Sstate Department and ten other agency personnel
and that, therefore, by that point the original
justification for outside assistance as no longer valiad.

office's capabilities. On many occasions, we had
personnel working until one o'clock in the morning and

were, Additional evidence is available from the overtime
requests for secretarijes, It is very easy now for people
totally unfamiliar with the demands on this office and the
working conditions Prevalent at that time to make the
Statement that "outsijde assistance® was no longer
justified. 1In fact, it was probably even more justified
in 1985 than it had been in 1983 since we did not know at
the beginning exactly what the demands on the office were
going to be, Moreover, the last contract for IBC, most of
which was for distribution of S/LPD publications, was made
necessary by the eénormous amount of material which the
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about the lack of effectiveness in "telling its side of
the story on Central America." Having contacted the
Bureau of Publijc Affairs, and having examined all of the
available avenues open to us to distribute the '
Department's publications, I came to the conclusion, with

outside source of distribution services, I wag told this
requirement could be added to thg IBC contract, Once

b

especially sirte) as ‘the report jitself indicates, we were

not told otherwise. ..

The second paragraph on page 17 is not entirely
correct. It states *when the leadership of S/LPD changed
Tt in mid-1986, the new coordinator came to the same
conclusion and decided to stop contracting with IBC at the

contracting procedures., I was not aware at that time of
the reason for the the difficulties with IBC, and in fact,
have only become aware of all of then by reading this
feport. I 4id know, however, that if they were ever going
to get'the Job done of getting the material distributed,
and since the IBC contract was taking so long, that the
Department hag to find some other way to do it.

Page 19. Por each example which is listed on this
Page as evidence that s/Lpp *abused® the Process, I have
to respond that I asked, at every opportunity, whether the
recommendation that was being made to me, by whichever :
Person was monitoring the contract and dealing with the
contracting office, was legal and standarg Procedure. at
every step I received the reply that this was standard
Procedure angd completely legal and *done all the time,*
The example of acquisition activities listegd on page 21-22
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since, as the report itself indicates, *the OPR/STP
contracting offices did not Challenge the S/Lpp actions as
unauthorized commitments.® How am I supposed to know,
when I am attempting to run what was later described by
seventh floor principals as one of the most productive
offices in the State Department, that the office upon
which we were relying for contracting advice and
assistance had, in the words quoted in the report, °®failed
to do their job?*

On page 23 the report states that the sole source
acquisitions were not justified., I believe this is
partially second guessing, but also.that S/LPD was let
down once again by the -experts in the Department. on
"sole source" as well as the other apects of these
acquisitions, I was told that ‘this was done a1}l the time*"
and that I had no reason to believe that our
recommendations were inadequite or were not justified.
Since none of these contracts were rejected by the
contracting office, I had to assume they were adequate and
proper,

I would argue with the tone of pages 24-25 in that
there appears to be a question about Prank Gomez' ability
to qualify for a sole source contract, Considering the
condition of S/LPD staff at that time, and the demands
upon the office, someone with Mr. Gomez' background was
practically made to order.

On page 36 there begins a discussion of whether or
not some of the contract amounts constituted a “"fair and
reasonable” price. It is very difficult to determine just
exactly what price to put on the credibility of usgG :
offficials., It is therefore very difficult to put a price
on the ability of an individual or a corporation to asgsist
the USG and its highest officials to obtain understanding

its proper perspective. Por example, in 1981, (long
before the establishment of S/LpD) the State Department,
in an attempt to Prove the fact that the Salvadoran
guerrillas were receiving support and assistance from
Nicaragua, issued a So-called "White Paper® which reported
extensively on the evidence of Nicaragquan support for the
Salvadoran guerrillas. In their continuing effort to
discredit the Administration's Policy, some members of the
national media found minor errors in the multi-page 1981
report, Immediately thereafter, in order to support their
own effort, they began to call it *the discredited White

: 00090001-1
Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R0003



Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93Bt)0385R000300090001-1

Paper.® This was a
very embarrassing jnei
overnment . 1 v yeu
g nt It took approximately two yeafgn:otgvgggou's.
me

opinion of the Congres that Nijc
gié::ggra:hguerril;as is indeedagggg?? SSESOtt for the
Soeat vé:y gr:xﬁezxence of the so-calleq 'ngf/LpD waf
importecsy sh on everyone's mind. One of ne yoer Was
im ;St areas in which Mr. Gomez assistegd ughe ve:y

, .. , d us was in.

included in such paper
erd e S. Some peopl
‘inexsgsgi:: :: zelatively.lnEXPensgve. “¥t°§g°ider those
of the United ;n one considers the cost to th certainly
questi 3 tates of having jtg staten e Goverqment
oned by friend ang foe alike ents constantly

T .
here is another aspect of Prank Gomez' work which

has i i
AS an impact on Pricing. Gomez was helping usg to deal
Iy M a

have any contacts in th i

ot poin e United States

appropri:t:v:?mgeg around. I peljeve éh?gthS{dkgowledge"

hrcpPria Ons e sor me to comment on the hapha 3w

is ng She Un tates too often handles defe tors, "2Y, In

enbacp oL pd Se that the uU.s. Government ha con TSt It
sed by cases Such as that of the Szv?::nxca

Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R000300090001-1



' 0300090001-1
Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R00

-9 -

and *forced® to tell a lie and that he had never been
trained by the Cubans or Nicaraguans. We know now (and
knew then) that Tardencillas wWas lying in this latter
version of his story. But the damage to the credibility
of the USG around the world had already been done.

defectors. Can someone put a price on that? we took
pains to prevent such incidents with our in-house staff,
but on occasion Frank Gomez helped us screen defectors to
make sure that they were not *plants® or foreign agents.

was approved, accepted, and frequently applauded by S/LPD
officials." I would go even further. I would say that we
‘enthusiastically"” applauded Frank Gomez' performance. As
I told the IG team investigating this relationship, 1
believe that Mr. Gomez performed eéxceptionally well: for
the USG almost without eéxception. The question we have to

Government of, for example, something as "vaguely
definable® as re-establishing bredibility? Or of avoiding
a repetition of the "White Paper® or the Tardencillas
incident?

Classification of the PY 86 IBC contract. I would
like tq set forth my version 'of why the FY 86 IBC contract
was classified secret. At some point in the fall of 1985
to the best of my recollection, the military detailee who
had been acting as liaison with the rest of the Department
on S/LPD contracts, told me that it had been suggested to
him by a Department official that the contract be
classified. Knowing that he was in constant communication
with the contracting office and other entities of the

Department trying to get thig contract approved, I

*

classification for that contract. I have no evidence to
the contrary even today. That is, that I probably did
tell the officer to go ahead and to through channels to
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get the contract classified. The IG report states that
there was no Justification for that Classification. 1
believe that does not take into account the
circumstances. asg I mentioned earlier, IBC was dealing
with defectors on behalf of S/LPD, ang keeping that
relationship secret seemed to be a pPrudent thing to do.

Although IBC had been handling such defectors ftom
pPractically th i i i

. T that there might be a hit squad in the U,§, sent by the
: .- government of Nicaraqua to assassinate Baldizon, I

.- therefore requested protection for Mr. Baldizon from the
U.S. Marshals., They provided this service but, much to
our surprise, proceeded to charge the Department of State
at the rate of approximately $8,000 a week for
round-~the-clock Protection for Mmr, Baldizon, I received a
call from S/S-EX stating that we should sever the contract
with the U.S. Marshals because the Department simply
"could not afford it,*® that the Department dig not have
the funds to provide that kind of eéxpensive protection for
Mr. Baldizon. At that point, one could say that S/LPD was
really in a bind, On the one hand, a defector had trusted
his life to the USG and on the other hand, the Department,
in effect, washed its hand of this individual. we have to

charge $8,000 a week to guard that person. at any rate,
when the Department told me to sever the relationship with
" the U.5. Marshals, I asked Frank Gomez if he could help
take care of Mr. Baldizon, Mr. Gomez said that he could,
and as a Precaution, proceeded to move Mr, Baldizon around
the Washington area from hotel to hotel as wel] a8 to feed
him and take care of his basic human needs,. Earlier, we
discussed the matter of what constitutes appropriate “

gticing for a contract such as this. 1 would be very
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I object to, and disagree with, the characterization
of the statement on page 69 of the report that the reason
for classification for the contract was "to restrain
competition.® I do not believe that was the reason why
the contract was classified; I have stated why I believe
the contract was Classified. 1I believe that if the
information we had received about Mr. Baldizon was
correct, that is, that he was under threat of
assassination, and if that assassination had been
successfully carried out while he was in our custody, that
that would have caused serious damage to our nation.

o security. If we'canfiot care for these People, then other
' potential defectors, who may have even more valuable
.information, would probably, human nature being what it
is, at least think twice if not actually change their
minds, about defecging to the U.S. If 1 may add my own
unofficial recommendation to this repoort, it is that the

assassination been carrijed out against one of the
defectors which S/LPD was caring for or *handling.® wWould
there have been an outcry from some of the same staff or

members of Congress who are quick to criticize the

Page 44, paragraph 2. The allegation regarding the
training order placed through FSI was a surprise to me. I
was under the impression that the training described in
the order had indeed taken place. I will be interested in
knowing if there is a Plausible explanation of this case,
In the meanwhile, I fully agree with the two
recommendations of the IG report on this issue. I hag
never heard of a *self-certification® system of payment
and find it inadequate. I would like to point out,
however, that this event also occurred at a time when
S/LPD had no administrative support. Our aid detajilee who
was handling this contract (and all other administrative
matters) left in late August 1984 and was not replaced for
several months. Thig obviously contributed to the
confusion on this contract. One additional factor which
may be relevant: it bears remembering that S/LPD did not
deal with "normal® issues. In this particular instance,
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for example, the principal counterpart jinp the government
of E1 Salvador with whom Mr. Gomez dealt, a Lieutenant
Colonel Cienfuegos, was assassinated by the communist
guerrillas just six months after the time in question
(March 1985). The opinion of both USG and Salvadoran
eéxXperts at that time was that the guerrillas hag killed
LTC Cienfuegos precisely because he, and his office, had
become too effective jin dealing with the international

movement's initial on it. ag I said, this may or may not
be relevant, but that is the environment in which we
operated,

- Page 53, Para D: Lobbyihg)activities. The first
paragraph appears to be contradictory. The first sentence
states that *although allegations were widespread, there

as illegal by some observers.®* 1 do not understand who
these anonymous *observers® are and why their
"interpretation® should have any weight in this report. I
believe this last sentence should be struck.  As the
report indicates, the Department of Justice looked at the

lawful. The opinions of the unnamed observers are,

this statement because there js absolutely nothing wrong
with coming *very close to the line." I do not know which
*line*® this report is talking about, but if that "line* is
the law then it should be very clearly stated that S/LPD's
activities were al}] within that law. As the report itself
indicates, s/LpD management went to great pains to ensure
that all our activities were within the statutes,

The report then goes on to say something very
strange: *Among other things the S/LPD coordinator angd

not understand what this statement is doing in this
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report. State Department officials constantly travel and
speak throughout the country on the merits of any
Administration's foreign policies and there is nothing
wrong with that. 1In fact, there is an entire bureau (the
Bureau of Public Affairs) designed to organize such travel
and speaking engagements. That statement is confusing and
gives the wrong impression.

Perhaps this would be a good time to point out that
one of the reasons why S/LPD was created at such a high
level (the National Security Council) was because, in the
opinion of the highest policy makers of the USG, the Sstate
Department was simply not performing satisfactorily in
communicating to the American people the Administration's =
policy objectives in Central America. The Bureau of
Public Affairs at the State Department and other Executive
departments were simply overwhelmed with requests for
speakers and other materials on the Central America
policy. I was informed when the office was created that
the President, the Vice President, and others were, to say
the least, very upset with the inability of the Executive
Branch to publicly communicate to the American people what
the USG was trying to do in Central America. 1In
subsequent conversations with the President, the Vice
President, and a number of Cabinet Secretaries, I was able
to personally confirm that sentiment.

The report states that S/LPD "subsidized®
publications supporting the President's Central American
policies. This is a very strange statement. We not only
*subsidized"” publications, we confess to pPaying for them.
This was clearly within our mandate and within the law,
It is also something which the Department does regularly
and for which there is great public demand. If the United
States Government cannot communicate directly with the
American people, we are in very serious trouble because
many major media are no longer a reliable source of
information on issues such as Central America. One
reality, however, is that the press always has the last
word on any debate. (As I am sure it will have on the
subject of this report, )

In addition, I would like to point out that,
according to law and established practice, S/LPD's
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On pages 56 ang 57, an example jg given of what js
called "evidence that LPD participated in a group with

half years. I do not know who prepared this particular
paper, but the inclusionHof these examplesg in this report
Mmay.give the reader the impression- that S/LPD in some way
condoned or coordinated the activities ligted.

Finally, I woulgd like to Point out two things on
behalf of the *senior mili:ary'adviSOt' who is alleged to
have committed an unethicdl act. First, he was not the
executive officer from June 1985 to June 1986, but rather
only from September 1985, This is important because he
was not in a position, as the report states, to
"influence® S/LPp's decision to contract for the services
of his sister. Second, from the very outset, he disclosed
the kinship ang Separated himself from management
decisions affecting his sister. There is enough character
assassination taking place in Washington right now without
the Department unnecessarily Participating inp any.

Conclusion: s/Lpp was created largely in response to
Criticism in the Congress and the media that the
Administration was not *leveling® with the American people
on Central America; that the Administration was either not
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two years after its inception the only Office of Public
Diplomacy in the State Department (or the Executive
Branch). As a result much of what the office did was
brand new and did not have precedent. The three principal
areas in which it operated were (1) information gathering,
(2) information processing, and (3) information
dissemination. 1In each one of these areas I believe that
we broke new ground, such as for example, in enhancing
cooperation with the intelligence community for
accelerated declassification of information; or by
obtaining unclassified information which corroborated
Cclassified information which could not be declassified

Congress, members of the press, and as much of the public
as was interested in that information. It was this last
effort at distribution which the final IBC contract
attempted deal with. The bulk of the IBC PY 86 contract
was for distribution services. It must be reitereated
that that is not the reason why the contract was
classified; as we know, the contract was classified
because among the other services at IBC was the handling
of defectors from Central America, some of whom had a
price on their head.

There are many cases when S/LPD was the only source
of unclassified information available to policy makers,

to continue our efforts. 1In addition, there were other
instances when, as S/LPD pProducts became more and more
sophisticated and relied upon, that there were additional
demands upon the office. For example, there came a time
in 1985 when a very high level Cabinet official asked for
a particular unclassified chronology of Nicaraguan
incursions into Honduras and Costa Rica, Incredibly
enough, we found that S/LPD was the only office in the
Executive Branch which had prepared such an unclassified
chronology dating back to the very first week of the

: 0300090001-1
Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R00



Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R000300090001-1

- 16 -

case i .
internediacy ofbibe s spihe iNfOEMation to an
whi Oor bureau of the
ite Housg for transmittal to the engeE:;::entxgt ;he
. should

branch
report {ndicates, 've rag sparolLent, SPAEE. ha the e
no ; proximat 0
t an exhorbitant amount if we belfize$zggéoggep:; tican
; _American

s technical violationg '
I was N, thgn they ha
experincad conbranerog Tat EherE Uas an oneile aichs, Bt
: racting,-legal, a m o
fficers supporting my office, Igmi:i:::a:g::éi:nd ainer
: . : ental

regulations concernj
military of 1lNg contracts. Thig
job forYthgécgg With no experience in s:::enot fair to a
expect to do wh Was not trained ang which h' Performing a
en he was assigned to the Dep:tg;g :°t
nt of

groductive. At 1
écretary of State
1985 a8 expressed t
» When he offered me. & ptomOtgogeb::egh:n30th of April
my

Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R000300090001-1



Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R000300090001-1

-17 -

colleagues, and private sector
2 people whose ini
Z:;ufét;ngffﬁnally, the President of the UnitgglgéggzsIon
ry dutoos . ay 1986, as I departed Washington to assume
o auiles s Ambasgadgr to Venezuela. 1p fact, if s/Lpp"
T e el aeme aicettony I believe That “the' tanpaper
: ng € number i

sg?z ég;ge ?gecu;xve Branch offices and hav?:gp:;:;ng:éoln
thas cost effective apd pgoductive. I realize of courseme
foae th r;gco?pepdatxon 1S not feasible in every case
put tesgim uctivity of tpe interagency personnel in S;LPD
o aarestl ony to the dedication ang Professionalism of
Sareer ar non-career government officials ang

retaries, who worked tirelessly and in many cases

Other than the fact that i
. C g € » With the bene
hindsight which this report provides, I am ngitaggr:h:hat

Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R000300090001-1



Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93BbO385R000300090001-1 |

Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R000300090001-1



: 0300090001-1
Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R00

Exhibit C - Memorandum from Coordinator
of ARA/LPD dated June 25, 1987

United States Department of State

W Washington, D.C. 20520
~ w '

June 25, 1987

MEMORANDUM
TO: OIG/AUD - Lynn W. Burgener
FROM: ARA -~ Robert w. Kaganﬁa1’

SUBJECT: Comments on IG. Draft Report on IBC Contracts

While ARA/LPD generally finds the draft report to be
fair and balanced in its findings relative to Department
contracts with IBC, et al, there are Several areas which
require comment, .

Classification and Sole Source Procurement Without
Proper Justification. On page 2, and in other references
throughout the report with regard to classification of the

FY 86 contract and the sole source justification of other
contracts/purchase orders, the report states that the
contract was improperly classified *without :
justification.® This implies that no justification was
submitted, which was not the case. Justification of the
proposed classification and Sole source statements were
provided and were not challenged by contracting

personnel. Recommend that references be changed to
indicate that classification and some sole source requests

Staffing. The report discusses the use of purchase
orders to obtain short-term expertise and personnel when
the office was first being formed. 1In pursuing the logic
trail of this decision on page 16, the report states that
the personnel system was not capable of providing
sufficient talent °*jn time to meet the Coordinator's
erceived (emphasis added) urgency." The use of
"perceived® indicates that urgency existed only in the
mind of the Cooordinator, Ambassador Reich was selected
to establish a new office in order to work one of the
Administration's top foreign policy issues. He could not
hope to accomplish his job without an adequate staff,
Recommend that Statement be changed to read, "the needed
specialized talent in a timely manner,"

: 0300090001-1
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activities but that it often operated "close to the line®
between authorjzegd *informing® ang unauthorized
"attempting to influence." Specific reference is made to
the extensjve travel and speaking éngagements of the
Coordinator and his staff. While not so stating, the
report seems to imply that such Speaking éngagements may
have been a questionable activity. we do not believe this

to be the case. The office was foundeq because public

both the media ang private organizations to speak on the
issues. The Coordinator must be able to speak out on the

Conduct of Classified Activities p IBC and 1BC
Possession of cIassifiea Documents, The report
unequivocall Tude, h

press quidance, the report states: °*the inference that
IBC worked only on unclassified activities pending receipt
of its.secu:ity Clearance is erroneous, The records show,
and anyone familiar with the contract should have known,

: - 385R000300090001-1
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The quoted statement implies that anyone familiar
with the contract should know that IBC was conducting
"classified® activities. The statement of work included
many activities, some of which may have been classified
and some of which obviously were not, e.qg., distribution
of LPD publications. The report implies that because the
contract was "classified" any activities conducted under
the contract were by definition *classified.” After S/LPD
became ARA/LPD in the spring of 1986, the only substantive
service provided by IBC was related to distribution
services. This work was not classified.

The press guidance stated (page 63) "Procurement
regulations allow classified work to be performed in such
cases pending the receipt of the security clearances
necessary to allow the signing of the contract.® This
: statement may not be correct. 1If procurement regulations
we ‘ do not provide for this situation then the press guidance
o ' was incorrect and misleading and the report should so

state. HowevVer, that is considerably different from
implying that Department personnel knew that classified
work was being done, but failed to acknowledge it,

pages 73 and 74 apparently refer to the *Chronological
Event Checklist,® dated March 1, 1985, which is quoted on
page 57. When the IBC contract became a public issue,
ARA/LPD requested that IBC provide appropriate files on
IBC activities under the contract. IBC provided a
notebook containing various memos and status reports on
February 11, 1987. sSeveral Chronological Event
Checklists, which were stamped Confidential, were in the
inside jacket pocket of the notebook. No one presently in
ARA/LPD had ever seen these checklists before. We are not
aware of inspectors finding other copies in normal LPD
files other than those provided to ARA/LPD by IBC in
February 1987. To our knowledge, there is no evidence
that S/LPD gave those checklists to IBC. It is unlikely
that the checklist was developed at S/LPD since, as
quoted, the document refers to State/LPD rather than
S/LPD. The report should say that it is unknown, or that
the IG was unable to determine, whether these checklists
were provided to IBC by LPD personnel,

ARA/LPD was not aware of work that IBC was conducting
for other clients, some of which may have been of a
confidential nature. 1In the opinion of ARA/LPD personnel,
no classified work was conducted for LPD under the FY 86
contract. If IBC was improperly doing classified work for
others, it does not follow that ARA/LPD personnel "should
have known® about ijt.
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Declassification of Contract. on Page 72, the report
discusses the declassification of the contract and
criticizes the way in which the declassification was

accomplished, These criticisms are valigd; however, it
should be noted that the handwritten declassification note

The report states on Page 72 that, "we believe that
the method of declassification indicates that the involved
officials did not give much credence to the 'national
security’ contention in their earlier classification

. Justification Statements." rThig Statement implies that
, .« o the officials‘yhO"declaﬁéified the contract ang those who
- submitted the original justification Statements were one
. and the same. ' This is not trye, The decision to classify
was made by members of S/LPD; none of which are stil} with
" ARA/LPD. The contract was declassifiegd by Robert w,. Kagan

the contract should have ever been classifjied.
Declassification was accomplished by Mr. Kagan, with the
concurrence of the Legal Advisor, based upon the belijef
that activities conducted under the contract were not
classified and in an attempt to be as responsive as
possible to Congressional and media inquirijes,
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Exhibit D-Memorandum from A/OPR, dated June 23, 1987

United States Department of State

Washington, D.C. 20520
R

June 23, 1987
MEMORANDUM
TO: OIG/AUD - Lynn W. Burgener
FROM: A/OPR - Richard C. Faul
SUBJECT: IG special Inquiry - 1IBC

I have carefully read your draft report on the

‘. International Business Communications (IBC) and make the
following observations. I strongly believe that the report
.undéremphasizes the amount of pressure, high level involvement
and national security emphasis that were used to warrant said
contfact with IBC. The report places the majority of the fault

with

the Contracting Office and not with the Program Office,

where I believe it should rightfully fall. This is not to say
that OPR/STP/P is without fault; on the contrary, we have
recognized our problem areas and have made a herculean effort
to rectify our procurement weaknesses, My fault with the
report may be in that area most of all. The recommendations on
the whole are nothing that OPE and STP have not already been
working on or are in place. Yet, no mention of that in the
report,

I would now like to do a pPage-by-page response to your

report:

(1) Page 2 - Last Paragraph

*P.0.8/contracts mismanaged®: This refers to

improper classification to avoid competition. This point
confuses the issue,. Contracting officers are obligated to rely
on the judgement of program personnel with regard to the
classification or sensitivity of matters within the purview of
the program office.. Only if the contracting officer has reason
to believe that the program offices' statements are false or
misleading is the contracting officer obligated to challenge
such a determination. This, of course, was not the case in the
IBC matter. The contracting officer had a reasonable basis to -
believe that a requirement from the Secretary's support
element, S/S-EX, or memos tasking the Department from the
National Security Council could very well be classified, and
therefore, in our opinion, acted pProperly to withhold release

from

the Commerce Business Daily. (FYI: New procedures are

now in place that require all classified procurements to be
brought to my attention,)
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(2) Page 18 - First Paragraph

OPR/STP officials ®
C condoned a ; .
comm ; nd
staf;s:;gn gg uUnauthorized acts®: The PrOZS:;;geg in the
Nevertheless, whin nociStaffed during most of this perioao"
documentatioé Wh?n Program offices provided ade u:tpe§1°d.°
to identify sos:g::blgofoglcompetition and suff?cie:t :33;3?:’
untless succe Co
rocu ! ssful
gxplofgggngsewege completed. 1In this casecogg:t;tlve
commitments sz;:g:¥*°“t:Y entering into uﬁauthorggggam Office
Lo ! ing the source, decigi
and relying upon the contracting éffigéglzg ggggegglé:‘ amounts
; e

L " cur Y

procurements, which 'even the S/1G report Suggests w
ere

4

(3) Page 32 - Paragraph 1

alternative to IBC
There is also ﬁo basi
offic as1s to assume th
brogran office ove S-2fted a proposed synopsis. i tind
, in i : !
Potential lite-threateninggiggﬁzgnal SeCUrity issues involving

(4) Page 32 =~ Paragraph 4.

. Split Requisitj
indicates lons: The S/1G re
by Splittigga:h;fﬁnfngfﬁéglaés'were con:ggfffngtgﬁfﬁlgroces
that all of thes ool RUt inaccu indi )
. e contracts/ rately indicates

of previous servi N purchase orders were * : ;
did i1ces®, and that *OPR .contzngatlons

not attempt to stop these s/Lpp ;iggtgggzrgctlng officials
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Clearly some of the documents Support the S/IG findings;
however, the following should be considered:

(a) The two early purchase orders to Mr. Gomez were
awarded by OPR/STP covering work from February through July,
1984.

(b) The next order (listed on Pg, 11) was to IBC and was
awarded by the Foreign Service Institute and was unknown to the
OPR contracting officials.

(c) A purchase order was issued to IBC by OPR/STP
. (Purchasing) covering;wq{{ dorie from October through December,
- F984. -

_ (d) A contract was issued to IBC by OPR/STP (Contracts)
covering work performed ‘March through September, 1985,

(e) A purchase order was issued by a previously
uninvolved purchasing agent to the Institute for North/South
issues in September of 1985,

(f) The final contract was awarded by OPR/STP (Contracts)
to IBC for a one-year pPeriod, ending in September of 1986.

The S/IG Report suggestion that OPR/STP did not challenge
S/LPD's actions may be based upon the flawed assumption that
there was sufficient time and organization available for this
purpose. This was not the case. S/LPD knew what it was doing,
and as their requirements grew in magnitude, they were

. realistic, based upon the organizational structure and time
factors inyolved.

(5) Page 37 - Paragragh 1

Ref: responsibility determination on the 90K
contract, and the suggestion that later delays on the security
clearance could have been avoided: The delay in obtaining a
security clearance on the 276K contract was due solely to the
absolute failure of company officials and S/LPD officials to
cooperate with OPR/STP and the Defense Investigative Service,
Numerous attempts were made to Secure the cooperation of the
parties, but they totally ignored the requests of OPR/STP. In
fact, all efforts to comply with established security

: 0001-1
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While additiona}l research could have been performed on the
90K contract to determine IBC's responsibility, the Contracting
Officer relied heavily upon the Previous Successful performance

(6) Page 38 - Postaward-Administration +o. Last Para

-.the timeframes are not unusual, asg post award
audits often take months to schedule and complete,: In fact,
the Procurement Division had involved S/1G €arly on-in the case

R 6£ltne-276K.conttact;*by'tequesting'a Pre-award audit, This,
along with the security clearance issue, was the reason. that
negotiations could not commence untj] August 1986,

In the fall of 1986, OPR/STP wag havily involved in
the procurment of over 1600 orders for ‘recurring services"

award audit,

(7) page 42, Previously reported problems

+eso In fact, the problems reported in the current review
have been existent for many years. 1In Lesponse to the 1979 and
1983 audit reports, OPR/STP attempted to address the concerns
Cited therein. Ip fact, the A/0pR consultant studjes on :

Division, conducted by Watson Rice co, in 1985, were in
response to the 1983 findings., , Separate management study was
also conducted by A/0pr during 1985 to analyze staffing and to
Propose a new organization,

As a result of this effort, a complete overhau] of the
Procurment Division took Place in 1986, Attempts to share the
many initiatives currently underway in the Procurement Division
Seem to fall on deaf ears of the s/1G representives, They
chose to focus on the organization and guidance in place at the
time, but dig not review the many corrective actions that have
already been Put into pPlace. FPor instance, the following

(a) Complete realignment to Provide management controls
throughout the Division,

-1
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Twelve management and supervisory personnel will now monitor
and direct activities in the Division. This is in contrast to
the three personnel in place during the period in question.
Most of the twelve personnel are in place or will be in place
within the next few months. These personnel are experienced
contract professionals with the training and background to
provide the leadership required to prevent a reoccurence of the
situation which existed during most of the IBC matter.

(b) A detailed system of written guidance and procedures
is well underway to establish uniformity and compliance with
g the latest FAR and statutory requirements.  This system
..~ includes a Project Officers' Handbook to provide written
guidance in standard format to all requiring activities;
Procurment Division Memoranda providing internal guidance to
. contracting officers; and, a new contract file system with a
. - totally overhauled procedure for tabs and indexing.

(c) A Contract Review Board, comprised of senior Division
personnel, to review all new contracts and modifications
exceeding $100,000.

(d) An extensive emphasis to professional development,
including the completion or scheduling of 55 courses for
personnel assigned to the Procurement Division.

(e) An authorization to hire an additional 26 personnel,
which has been continuously underway since June 1986. Division
personnel assigned now include 47 direct hire personnel, with
17 contract personnel who will be phased out as additional
direct hires are brought on board.

(f) The effective application of management techniques.
The Procurment Divison is currently operating on a well
thought-out planned system of goals and objectives. Through
the use of effective management principles, regular meetings
are conducted with all supervisory personnel to insure
compliance with current requirements. Performance is measured
and monitored through the use of a management information
system, previously developed but not fully utilized until now.

(8) Page 50 - Ref: reasonableness of price

v The incurred cost audit is being performed at
the request of the Procurement Division. It was S/IG that
conducted the original audit also, at the request of the
Procurement Division. OPR/STP is well aware of the safeguards
and uses the audit tool extensively to insure that costs are
properly managed.
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Vouchers and pPerformance were reviewed by LPD, so if there were
significant deviations they should have reported them. Their

(9) Page 63 - Last Paragraph

«++. The statement should be attributed to the
originator, or at least they should indicate that no one from
OPR/STP ever made such a Statement., ye were adamant abouyt the
security issue and never did anything but go by the book. It is

my understanding that a Depar'tment official dig make such a
statement during Congressional staff briefings.

(10) Page 64 - Ref: responsiveness to the Hill,

docurments released. Whenever we developed a Package for
release it was always our personnel who walked the hall trying
to get coordinatjon from L, H, ARA, IWG, etc. The initial

misunderstanding that the transcript of that meeting was
fozthcoming, and that thig would assist jp the preparation of a
feésponse. At no time did-any of the offices involved assume

(11) page 70 +«+ It should be clear that the OPR/STP
contracting officer tried to control the 90K contract by :
refusing to eéxtend. Also, the contracting officer did not know
that an extension would be required, untiil August 30, por a

(12) Recommendations e+ Corrective actions have
already been 1dent1fied, and in most cases, have been
implemented. In fact, most actions were taken prior to the
inquiry;thus, we feel that the fecommendations are without
merit, angd only redundant, While A/0OPE can codify thenm and
provide Department-wide guidance, we have not delayed or waited
for such guidance to implement Ccorrective actions.

01-1
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The IBC contract issue is reall a i i
greater problem. 1In reality, the prgcti::gxé:s;jﬁggn_gfaadfar
later ARA/L?D -~ reflect a Department-wide failure to ma 2
resources wisely., The Program Office knew the rules ab nzge
competitive and sole-source procurements, enough to kn v
;hey wanted a sole-source procurement in each se arateow that
;gstange. They provided documentation to suppori every case
T ere is no reason to believe, in retrospect, that they woulé

ave, upon advise of the contracting officer, changed their
ggquzzments to go a;ong with competition rules, They knew th

e contracting officer would be influenced by the fy t ak
their technical Judgment was persuasive, and that thgge :2?:

1Ssues of & gerisitive/classified nature involving the Natjional
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Exhibit E - Memorandum from A/OPE dated June 26, 1987

United States Department of State

Assistang Secretary of State
Jor Administration

Washington. D. C. 20520

Office of the Procurement Executive
Room 227, state Annex Number 6

June 26, 1987

MEMORANDUM

TO: OIG/AUD - Mr. Lynn W. Burgener

THROUGH: A/EX - a Jenkinsg '
FROM: A/OPE . —Conway,

SUBJECT: Draft Report - Special Inquiry into the
Department's Contracts with International Business
Communications

As requested in your memorandum of June 10, attached are my
comments on 0IG's drafg report on the Department's contracts

Thank you for allowing me the opportunity to comment on the
report while it is still in draft. Should you have any
questions with respect to my comments, please telephone me
on 235-2352, Also thank Mr. John Payne for a time extension
so that I Fould coordinate our fesponse with A and A/0pPR.

Attachment:
As stated

Cc: A - Mr. Donald Bouchard (memo only)

: 00090001-1
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A/OPE Comments on OIG's Draft Report -
Special Inquiry into the
Department of State's Contracts with
International Business Communications and

Its Principals
June 22, 1987

Thg Of{i;g of the Inspector_cepetal (0IG), at the request of
:thevSecrgtaty, petformed_a sSpecial inquiry into Department of
State contracts with Intetnational Business Communications
(IBC) and its Principal officers. on June 10, OIG pProvided to
A/OPE a copy of its draft report, with a8 request for written
comments by June 24. This memorandum transmits A/OPE's
comments on the report, including responses to those

recommendations directed at A/0OPE.

not a
matter for recommendations, particularly since that
determi i i ifj
mination was ldentified as a specific objective of the

inquir
e Y (pages 6 ang 7). A/OPE strongly objects to 0IG's
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statement (page 17) that "([als long as funds are available, and
the program manager can obtain those funds, contract resources
can be increaseo.” Taken at face value, this position could be

used to justify massive year-end spending,

Otherwise, A/OPE considers the report to be thorough and fair,
The report contains 16 recommendat1ons, of which eight (numbers
2 through 9) are directed to A/QOPE; in addition, recommendation
1l is within A/OPE's purview. Prefatory to its responses to
these recommendations A/OPE offers the following comments for

OIG's consideration.

Introductory Comments

One main finding of the report is that contracting officials in
OPR/STP failed to enforce their legal ang regqulatory
responsibilities. Because the report covers only one program,
however, 'it does not address the larger issue of the ability of
all Department contracting officials to enforce their
authorities. 1If contract1ng officials can be faulted in
general, it is perhaps for accommodating Department
unwillingness, 1nclud1ng at the upper levels of management, to
follow the rules and to accept determinations made by those
contracting officials. Too often when contracting officials
have attempted to resist improper contracting, they have been

"steamrolled” by a system that is indifferent to t%%éﬁoa&iﬁ69omﬂ-1
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and regulatory responsibilities., A Positive result from this
report would be a pPolicy statement, signed by the Secretary,
acknowledging that Department contracting officials have these
legal and regulatory responsibilities ang the authority to

execute them (see 0IG recommendation 1),

The report finds tpat OPR/STP/P_contracting officials did not
perform adequate contract administration, For preawara
- contract administration, A/OPE finds that the Problem is not a
lack of instructions, but a failure to perform. -Probi;ms with
postaward administration, however, result from other
circumstances. As OIG reports, this Problem was reported by
S/IG in 1979. s/1G Ssupported in writing a request by OPR/STP/P
for 12 positions, 6 of which would be used to build a contract
administration function. This request was denied in the review
process. 1In 1983, s/1G repo;tgd contract administration as
deficient and again OPR/STP/P's request for contract

administration staff was denied in the review process.

OPR/STP/P has continued to assign some postaward contract
administration functions to the requirements offices. Under
these circumstances, coordination is difficult between the
contract administrators and the contracting officials. This
does not €xcuse the lapses identified by OIG; it only attempts
to clarify the historical aspects. A/OPE will work with

Department contracting activities in both file d°%%8§§§&ﬁé§&xmooop1‘
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and procedures to strengthen the areas of contract
administration, to include critiques of files (see 0IG

recommendations 5 and 6).

If Department contracting officials are regarded as "ordering
clerks,” it is because that is the way the Department wants
it. For example, to ensure proper acquisitxon Planning, which
is covered in the report, contracting officials should
- participate in the budget process for each Department office
that requests the acquisition of supplies or services, as it is
at that point that acquisition strategies should begin (see 01G
recommendation 7). This does not happen now, both by lack of
consideration for procurement Planning in the budget process
and, heretofore, a lack of Procurement personnel for that

purpose.

The concept of acquisition plannzng is a practice that must be
accepted'as a Department ph1losophy A/OPE has stated
government-wide pPolicy to all requirements offices and
OPR/STP/P has attempted to enforce it, but the plain facts are
that if a requirements office Procrastinates long enough and
time becomes of essence, the Pressures on OPR/STP/P are
insurmountable. The argument then is either project
impairment, loss of one Year funds, or both. OPR/STP/P
contracting officials become the *bagd guys®™ who make

Inpossibe omands® for aimance bt R000300090001-1
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regqulations.

If the recommendations in the report are to have any
long-lasting impact, then top management, beginning with the
Secretary, must throw their full support behind them. 1f not,
th¢<pgob1ems1will not beArgsolved. For example, the Department
of}Enérgy had already established and staffed an independent
procurement policy office when Executive Order 12352 *"Federal
procurement refqrms' (attachment A), was signed on March 17,
1982, so it quickly implemented these new initiatives, When
the Competition in Contracting Act became effective on April 1,
1985, the procurement policy staff developed a series of
policies and Procedures for implementing it, including a
memorandum, signed by the Secretary of Energy and distributed
agency-wide, on competition in contracting (see OIG
recommendation 2). This occurred at about the same time éhe
Department was just beginning to establish a Procurement policy

)

office.

The creation of the Office of the Procurement Executive
exemplifies the Department's disinterest in its
responsibilities for managing a Procurement system and/or its
unwillingness to pProvide the resources necessary to ensure that

Proper acquisition pPolicies angd Procedures are established ang

enforced.

: R000300090001-1
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A and A/OPR formally requested a budget and staff resources for
A/OPE in Fiscal Years 1984, 1985, 1986, ang 1987. The
Department denied each request with the Suggestion that A
reprogram out of existing resources. Concurrent with these
events, A had to respond on an emergency basis to the demands
imposed by the $360 million security supp}emental appropriation
and the‘sﬁcéeediné establishment afvthe Bureau of Diplomatic

Security.

A/OPE was established as a sebarate office on January 28, 1985,
with no personnel allocations. The Chief, OPR/STP/P, was
designated Acting Procurement Executive, concurrent with
OPR/STP/P duties, but with no formal personnel action. After a
meeting with OMB and the Office of Federal Procurement Policy
(OFPP) on June'17, 1985, concerning the Department's
noncompliance with Executive Order 12352, the position of
Procurement Executive was divbféed from OPR/STP/P. The formal
personnel action was dated October 27, 1985, for a 90 day
detail not to exceed February 23, 1986. One staff position was
also detailed to the Procurement Executive, though an official

personnel action was not processed.

In FY 1986, A/OPR transferred 4 positions to A/OPE and A/Ex
provided a "float" position for Secretarial support--a total of
5 positions out of the 12 requested for A/OPE (attachment B).
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subject to transfer back to A/OPR. This record speaks for
itself; apparently, only A and A/OPR recognized the
Department's responsibilities for managing its procurement
system and were willing to ask for, and after the usual
denials, allocate their own resources toward that end

(attachment C).

Until A/OPE's cre;:ion in 1985, which Some Department officers
resisted for several years 8S unnecessary, the Department had
no staff office responsible solely for managing its pfécurement
System. One result was the three-year delay in completing the
Department of State Acquisition Regulation, which also was
cited in the report (see 0OIG recommendation 8). The
Procurement Executive is the Department's Principal officer
assigned responsibility for its'procurement pPolicies,
tegulations. and procedures. The Procurement Executive's !
delegation of authority was signed on April 1s, 1986, by the‘
Assistant Secretary for Administration and published on May 6,
1986 (attachment D). The Procurement Executive's charter
assigns significant responsibilities over 12 domestic ang
approximately 250 overseas contracting activities. Even with a
staff of 10 professionals ang 2 support this would be a taxing

undertaking.
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Recommendation }. The Department (A) should take appropriate

actions to implement Department Policies to ensure that program

offices, including S-S/EX, ARA/EX, and ARA/LPD, are prohibited

those instances when a program official acts to commit the
Government to contracts without the authority to make such

commitments.

Response. A/OPE accepts this teécommendation, The Department

of State Acquisition Regulation (DOSAR, see recommendation 8),

officials in the acquisition process. Implementation of these
policies'will require new texts for the Foreign Affairs Manual,
which A/OPE intends to begin this fiscal year. A/OPE believes
that, in consideration of the importance of this issue ang to
ensure full Department compliance with its implementation, a
policy statement should be Prepared for the Under Secretary's
(M) signature. The statement should acknowledge that
Department contracting officials have these legal ang

requlatory Tesponsibilities and the authority to execute them.
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Regarding disciplinary action against Program officials
usurping contracting officer authority, A/oPE believes that
such a policy should be established, but only in broad terms;
like the ratification action itself, any disciplinary action
must be considered on a case-by-ca§e basis. Depending on the
specificityéof the policy, the review and concurrence of M, and

M/PER, and POSsibly the employee unions, may be required.

'In 1984, the Procurement Executive issueq a memorandum on
ratifications to ali executive directors and administrative
officers (attachment E). Ratification also was mentioned in a
1986 memorandum on recurring services contracts, issued from
the Deputy Assistant Secretary for Operations to all executive

directors ang administrative officers (attachment F).

nggmmgndgnign_z. The Department (A/OPE) should issue

instructions to the OPR/STP contracting Officials to reaffirm
their responsibilities to adhere to the competition
requirements in the Federal Acquisition Regulation. 1f deemed
appropriate by OPE, these insttuctioﬁs may be provided to other

contracting officials in the Depattment.v

nggmmgnda;ign_a. The Department (A/OPE) should issue

instructions to the OPR/sTP contracting officials to Stress
theit responsibilities to adhere to the requirements for

: - 385R000300090001-1
lassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00
Declassifi -



' 0300090001-1
Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R00
I L

-10-

publicizing proposed acquisitions in the Commerce Business

Daily as required by Part 5 of the Federal Acquisition
Regulation. If deemed appropriate by OPE, these instructions
may be provided to other contracting officials in the

Department.

Rgggmmgnﬂatign_i. The Department (A/OPE) should issue

instructions to the OPR/STP contracting officials to stress
‘their responsibilities to adhere to the small purchasing
procedures in Part 13 of the Federal Acquisition Regulation.
Specific instructions should be given to OPR/STP officials to

detect and eliminate split requirements proposed by program

officials.

Recommendation 5. The Department (A/OPE) should issue

instructions to the OPR/STP contracting officials to define the
preaward and postaward contract administration functions they
are to pérform. Moreover, OPE should conduct a random review
of OPR/STP contracts during early FY 1988 to determine if the
instructions are being followed by the OPR/STP contracting

officials.

nggmmgndggign_g. The Department (A/0PE) should issue

instructions on tho use of contract audit services for both
pPreaward and postaward contract actions. Moreover, OPE should

conduct a random review of OPR/STP contracts in earlv TV 1ana
0300090001-1
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OPR/STP contracting officials.

Response. A/OPE does not accept the basic Premise for
recommendations 2 through 6. A/OPE is responsible for
establishing Departmen@ﬂprocurément Policies ang Procedu

not for issuing ;nstructions to implement those policiesr::;
procedures. That_is a reSponsibility of the operational
elements, i.e., the managers and Supervisors for the

.

Procedures (attachment 1),

offer to that activity,
Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R000300090001-1
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A/OPE accepts recommendations 5 and 6 that A/OPE conduct random
reviews of OPR/STP/P contracts in early FY 1988 to determine
whether OPR/STP/P contracting officials are following their
instructions. However, A/OPE notes that, at least for
OPR/STP/P contract actions, postaward contract administration
currently is usually delegated to the requirements offices.
.A/OPE will work with Depattment contract1ng activities in both
file documentation and ptocedures to strengthen the areas of

contract administration, to include critiques of files.

Regarding the compliance review function, A/OPE presently is
constrained in that it has approximately one full time
equivalent position available for the review (both Preaward and
postaward) of contracts issued by all eleven domestic
Department Ccontracting activities. A/OPE'S review function
initially concentrated on OPR/STP/P, and involved all
acquisitions over $100,000. To extend this review function to
other Department contracting activities, A/0OPE had to raise to

$500,000 the level of review for OPR/STP actions.

Rgggmmgndg;lgn__L The Department (A/OPE in coordination with M

and A) should take the actions necessary to implement an
effective acquisition plannlng Program within the Department as
required by Part 7 of the Federal Acquisition Regulation.
Moreover, OPE should review the results of the planning system

in early FY 1988 to determine if i+ ie amn:. 003000900011
Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA- RDP93800385R0
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results.

Response, A/OPE accepts the réecommendation on implementing
acquisition planning, though it is uncertain whether a
"program” per se }s necessary. Acquisition Planning, as
r?quited by Part 7 of'the‘{ederal Acquisition Regula;io
Previously by OMB/OFPP pol?éy letter, hasg not been fulln ™
implemented by the Department. To illusttate, over th '
several years, officials in a have issued memoranda one -
acquisition Planning (attachments J through L) and a n;mbet

of

phases . - eot!

the full Support of senior management

’ g

should incInAa av__
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and review. Because the roles and responsibilities of
contracting officials in the Department's budget process have
not been established by policy or implemented procedurally,
A/OPE believes it will not be feasible to review acquisitions
in early FY 1988 to determine whethet acquisition plannlng is

effectlve. . -

As an interim measure, A/OP! has drafted a Policy directive
"that will deny a procurement action, other than for reasons of
unusual and compellxng urgency, to proceed without an approved
acquisition plan included with the purchase request from the
requirements office. This is an interim measure in that it
concerns only acquisiticn Planning for the approved budget.
This may cause some requests to fail and/or the lapse of some

oneé year money, but the larger objectxve will be met.

13g_q;gzx11m_c;-‘1:1513_1119_11__&_L The Department (A/OPE) should complete the

actions necessary to finalize the Department of State

Acquisition Regulations as expeditiously as possible.

Response, A/OPE accepts the recommendation. The Department of
State Acquisition Regulation (DOSAR) was Published as a
pProposed rule in the May 28, 1987, edition in the Federa}
Register (52 FRr 19990). The period for submission of comments
closes on June 29, 1987. After reviewing those comments, A/OPE

will publish th DOSAR 2ac a #ia-n 900011
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u r

early August of this year.

Recommendation 9,
’ The Dgpartmeqt‘(A/OPE) should review the

-current delegation of pchurement'éuthority issued to the

Foreign Service Institute (M/FSIf_and determine whether it
needs to be modified to Preclude the use of the Registrar's
authority to issue training orders for persons outside the

Department using funds that are not M;FSI funds

A
Response, /OPE accepts the recommendation. Since A/OPE has
no i
t yet reviewed the specific authority citeq in the
recommen
dation, A/0PE Cannot determine at this'time whether th
e

authority needs to be modified
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Concluding Comments

A procurement system comprises personnel, management, and
organization elements. Unfortunately, the report addressed
only the first two. Department contracting officials soon
recognize: that while personnel and management inadequacies are
real, the more intransigent problem is the Department's
organizational mindset. Contracting officials know what
happens when they try to enforce the regulations--their
decisions are circumvented. This is not to denigrate the
findings contained in the report, but to stress that the
recommendations are not sufficient as they are directed at
contracting officials without mentioning the role and
responsibility of senior management to ensure that those
officials have the authority commensurate with their

responsibilities.

Contracting is a dynamic service function that works properly
only when it is based on cooperation within the Department.
Too often it has_been allowed to degenerate into an adversary
relationship between the programmatic and contracting
officials. Contracting officials genuinely want to help the
programmatic officials accomplish their missions, but the
system seems to be stacked against them. 1If any proof is
needed, just remember thaf the fourth quarter is rapidly

approaching; let's see how the Department reacts ta the
Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R000300090001-1
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Attachments:

As stateq
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Comptroller General
of the United States

Washington, D.C. 20548

B-229069
September 30, 1987

The Honorable Jack Brooks

Chairman, Committee on
Government Operations

House of Representatives

The Honorable Dante B. Fascell
Chairman, Committee on

Foreign Affairs
House of Representatives

Dear Mr. Chairmen:

This responds to your joint letter of March 31, 1987,
requesting this Office to conduct an investigation and
render a legal opinion on the legality and propriety of
certain activities of the Office for Public Diplomacy for
Latin America and the Caribbean (S/LPD) of the Department of
State. Subsequent discussion with your staff limited the
scope of the legal opinion to the issues of alleged lobbying
and the development and dissemination of propaganda from
1984 to the present.

We conducted a review to develop the facts regarding the
lobbying and propaganda issues, which consisted of inter-
views of knowledgeable individuals and a search of the

S/LPD files. As a result of our review, we conclude that
S/LPD's activities involving the preparation and dissemina-
tion of certain types of information violated a restriction
on the use of appropriated funds for publicity or propaganda
purposes not authorized by the Congress. We do not believe,
however, that available evidence will support a conclusion
that the applicable antilobbying statute has been violated.
We are presently continuing a review of certain other S/LPD
activities, and will keep you informed of our progress on a
periodic basis.

THE PROPAGANDA ISSUE

According to Ambassador Otto J. Reich, who directed s/LPD
from 1983 until 1986, the Office of Public Diplomacy for
Latin America and the Caribbean was established within the
Office of the Secretary of State in 1983 to engage in a
campaign to influence the public and the Congress to support
increased funding for the Administration's Central American
policy. 1In pursuit of its public diplomacy mission, S/LPD
used its own staff, and let a number of contracts with
Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R000300090001-1
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outside writers, for articles, editorials and op-ed pieces
in support of the Administration's position. Generally,
S/LPD employed direct and overt methods in using the media
to favorably influence the public to support the Administra-
tion's Central American Policy. However, information
developed during the course of our investigation demon-
strates that, on occasion, S/LPD also arranged for the
publication of articles which purportedly had been prepared
by, and reflected the views of, persons not associated with
the government but which, in fact, had been prepared at the
request of government officials and partially or wholly paid
for with government funds.

For example, S/LPD arranged for a university professor, who
- was also paid as a consultant to S/LPD, to write a news-
*..... paper article in support of -the Administration's Central
- America policy without alerting readers or, apparently, the
newspaper that the government was involved. S/LPD described
this technique in a March 12, 1985, internal memorandum to
. another Department of State office. Attached to that
- memorandum was an op-ed article entitled "Nicaragua is
Armed for Trouble," which was ostensibly written exclusively
by Professor John Guilmartin of Rice University, and :
published in the March 11, 1985 issue of the wWall Street
Journal. The memorandum states that "Professor Guilmartin,
who 1s a consultant to our office, and the Public Diplomacy
staff worked extensively on this piece." However, the
published article lists the author solely as John F.
Guilmartin, Jr. and describes him as follows:

"Mr. Guilmartin is adjunct professor of history at
Rice University in Houston. He was formerly a
lieutenant colonel in the U.S. Air Force and
editor of the Air University Review."
The Guilmartin article was one of five "white propaganda”
operations described in a March 13, 1985, memorandum from
S/LPD to the Assistant to the President and Director of
Communications. The memorandum stated the following about
the article:

"Attached is a copy of an op-ed piece that ran two days
ago in The Wall Street Journal. Professor Guilmartin
has been a consultant to our office and collaborated
with our staff in the writing of this piece. It is
devastating in its analysis of the Nicaraguan arms
build~up. Officially, this office had no role in its
preparation.”

2 B-229069
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The memorandum also described as follows the use of-
consultants to write op-ed pieces for Nicaraguan opposition
leaders:

"Two op-ed pieces, one for The Washington Post and
one for The New York Times, are being prepared for
the signatures of opposition leaders Alphonso
Rubello, Adolpho Callero and Arturo Cruz. These
two op-ed pieces are being prepared by one of our
consultants and will serve as a reply to the
outrageous op-ed piece by Daniel Ortega in today's
New York Times." ‘

~ <« n- -A-third item in. the memorandum describes the use of a
"cut-out" to arrange visits to various news media by a
Nicaraguan opposition leader. Although the term is not
defined, it appears to reflect an intention to hide the fact

. that the opposition leader's visits were being arranged by

" - the government. The closing paragraph of the memorandum
explains that S/LPD will not communicate its activities on a
regular basis to the Director of Communications in part
because "the work of our operation is ensured by our
office's keeping a low profile."

The memorandum, which is enclosed with this opinion, was
initially classified by the Department of State as "Confi-
dential." Following our request, it was declassified by the
Department on September 10, 1987. Three other documents
similarly were declassified following our request.

The use of appropriated funds by the Department of State for
Certain types of publicity and propaganda is prohibited.
Section 501 of the Departments of Commerce, Justice and
State, the Judiciary, and Related Agencies Appropriations
Act, 1985, Pub. L. No. 98-411, August 30, 1984, 98 Stat.
1545, which provided fiscal year 1985 funding for the
Department of State, reads as follows:

"Sec. 501. No part of any appropriation contained
in this Act shall be used for publicity or
propaganda purposes not authorized by the
Congress.”

The legislative history of section 501 is silent as to the
intended effect of the restriction. See H.R. Rep. No. 197,
99th Cong. lst Sess. 90 (1985). This Office has had
numerous occasions in the past to interpret langquage similar
to section 501. We have held that such a provision
prohibits the use of federal funds for two distinct types of
pPublicity and propaganda activities.

Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R000300090001-1 9069



Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R000300090001-1

[ ] |

I L

First, it prohibits "self-aggrandizement"™ activities on the
part of a federal agency, which have been described-by our
Office as publicity activities of a nature tending to
emphasize the importance of the agency or activity in
question. 31 Comp. Gen. 311, 313 (1952), B=-212069,

October 6, 1983. Self-aggrandizement is not an issue in
the present situation.

Second, we have construed the language of section 501 as
prohibiting covert propaganda activities of an agency, which
is the issue involved in the situations described above.

In our decision B-223098, October 10, 1986, we held that
editorials in support of a proposed reorganization of the
Small Business Administration (SBA) prepared by SBA for
publication as the ostensible editorial position of
newspapers to which the editorials were submitted, were
misleading as to their origin and reasonably constituted
"propaganda” within the common understanding of that term.

We conclude that the described activities are beyond the
range of acceptable agency public information activities
because the articles prepared in whole or part by S/LPD
staff as the ostensible position of persons not associated
with the government and the media visits arranged by S/LPD
were misleading as to their origin and reasonably
constituted "propaganda” within the common understanding of
that term. Therefore, under the rationale enunciated in
B-223098, supra, these activities violated the "publicity
and propaganda" prohibitation of section 501.

We have been unable to estimate the amount of effort and
funds expended on covert propaganda operations. Materials
contained in S/LPD files indicate that covert propaganda
operations were conducted on several other occasions and
were not separated from routine legitimate activities. 1In
view of the difficulty in determining the exact amount
expended illegally, as well as the identity of any partic-
ular voucher involved, we conclude that it would not be
appropriate in these circumstances to attempt recovery of
the funds improperly expended. We recommend that the
Department of State take action to insure that violations of
appropriations restrictions contained in section 501 do not
occur in the future.

THE LOBBYING ISSUE

The S/LPD staff carried on many activities designed to
influence the public and the Congress to support the
Administration's Central American policy, in keeping with
the purpose for which S/LPD was established.

Ambassador Reich gave a briefing to the Secretary of State
4 B-229069
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in which he explained that S/LPD's objective in attempting
to influence Congress was:

"To gain sufficient bipartisan support in Congress
to permit approval of increased assistance,
economic and military, to Central America and to
preclude crippling restrictions on actions in
support of U.S. policy objectives in the region."

Sometime in 1983, S/LPD developed a close working relation-
ship with a public interest group entitled "Citizens for
America" (CFA). CFA is a nationwide grass roots organiza-
tion engaged in lobbying and fund raising activities on
behalf of Nicaraguan Contra causes. CFA has its head-
quarters jin Washington, D.C. and is organized into regions
and local district committees throughout the country, which
are staffed with volunteer workers. Volunteers receive
periodic instructions from CFA's Washington headquarters,
when legislative action is scheduled in the Congress, to
call and write members of Congress, to write letters-to-the-
editor and op-ed pieces, and call in and appear on radio
talk shows in support of the Administration's policy on
Central America.

On March 4, 1984, the Chairman of CFA wrote the Secretary of
State informing him of the details of his grass roots °
lobbying effort in support of the Administration's policy.
Ambassador Reich, then head of S/LPD, prepared a draft
response letter to the Chairman for the Secretary to sign.
In the transmittal memo, Ambassador Reich described the
-close working relationship between CFA and S/LPD as follows:

"Citizens for America has been carrying out a
public education campaign on Central America.

"Our office has a very good working relationship
with Citizens for America and has provided CFA
with a great deal of information.

"A word of encouragement and appreciation from you
would go a long way toward letting CFA know we
recognize and value their efforts."

Again on July 3, 1984, the CFA Chairman wrote the Secretary
of State making the following request:

"We hope you will be able to contribute a one-page
letter to our 'action kit' voicing your support
for this vital aid and your feeling that Congress
must address the issue this summer.

5 _ B-229069
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"This request is urgent. Your contribution will
mean more op-ed pieces, letters to the editor,"
calls to Congressmen, and radio and television
interviews -- the elements of grass-roots support
so vital for effective political action.

"Thanks so much for your help. Anne Barton will
be in touch with a member of your staff today to
provide any details you might need.”

Ambassador Reich prepared a draft response letter for the
Secretary of State to sign. The draft letter was not used,
Instead, the Office of the Secretary sent Ambassador Reich
an extract from a statement by Secretary Shultz befare the

. . Subcommittee of Foreign Operations of the House. Appropria-

.. tions Committee on March 16, 1983, and instructed him to
reply to the CFA Chairman. We could not locate a copy of
Ambassador Reich's reply to CFA.

The annual Departments of Commerce, Justice, and State, the
Judiciary, and Related Agencies Appropriations Act,l/ under
which the Department of State receives its appropriations,
does not contain a restriction on the use of such funds for
lobbying. The only antllobbyzng legislation relevant to
these circumstances is 18 U.S.C. § 1913, whxch reads 1n part
as follows:

"No part of the money appropriated by any
enactment of Congress shall, in the absence of
express authorization by Congress, be used
directly or indirectly to pay for any personal
service, advertisement, telegram, telephone,
letter, printed or written matter, or other
device, intended or designed to influence in any
manner a Member of Congress, whether before or
after the introduction of any bill or resolution
proposing such legislation or appropriation; but
this shall not prevent officers or employees of
the United States or of its departments or
agencies from communicating to Members of Congress
on the request of any Member or to Congress,
through the proper official channels, requests for
legislation or appropriations which they deem
necessary for the efficient conduct of the public
business.”

Section 1913 further provides for penalties of a fine,
imprisonment, and removal from federal service.

1/ See' eogcp PUb. Lo NO. 98-411' AugUSt 30' 1984,
98 SCat. 1545,

6 . B-229069
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Because 18 U.S.C. § 1913 provides for criminal penalties,
its interpretation and enforcement is the responsibility of
the Department of Justice. This Office may, however, refer
appropriate cases of apparent violations of 18 U.S.C. § 1913
to the Justice Department for prosecution. See, e.g.,
B-212235(1), November 17, 1983 (Commerce Department
publication favoring revision of Export Administration Act
referred to Justice). To our knowledge, there has never
been a prosecution under this statute. B-217896, July 25,
1985. 1In addition, only a few court decisions have cited
the statute and generally they have not dealt with the
question of a violation, but have been concerned with
peripheral issues. See, e.g., National Association for
Community Developmént v. Hodgson, 356 F. Supp. 1399 (D.D.C.
1973); American Puplic Gas Association v. Federal Ener
Administration, 408 F. Supp. 640 (D.D.C. 1976). See
B-214455, October 24, 1984.

The Department of Justice interprets 18 U.S.C. § 1913 to
apply only when funds are spent in a grass roots lobbying
effort, where an attempt is made to induce members of the
public to contact their representatives in Congress to .
persuade them to either support or oppose pending legisla-
tion. B-216239, January 22, 1985; 63 Comp. Gen. 624,
625-226 (1984). ‘

We note that 18 U.S.C. § 1913 prohibits the use of
appropriated funds for printed or written matter intended or
designed to influence legislation pending before the
Congress. 1If S/LPD expended any appropriated funds to
develop the information provided to CFA, such expenditure
might constitute a violation of 18 U.S.C. § 1913. On the
other hand, if the information provided CFA was readily
-available within the Department of State, the expenditure of
funds would not have been necessary, and the statute would
not have been violated. See B-129874, September 11, 1978.
We have not found any evidence indicating that S/LPD
expended appropriated funds for such information. The only
document found during our investigation that was given to
CFA by S/LPD was a copy of testimony presented by the
Secretary of State at a congressional hearing and was
readily available. Accordingly, we found no evidence that
would lead us to conclude that S/LPD violated 18 U.S.C.

§ 1913 in its relationship with CFA. :

SUMMARY AND CONCLUSIONS

S/LPD engaged in prohibited, covert propaganda activities
designed to influence the media and the public to support
the Administration's Latin American policies. The use of
appropriated funds for these activities constitutes a

y) B-229069
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violation of a restriction on the State Department annual
appropriations prohibiting the use of federal funds-for
publicity or propaganda purposes not authorized by the
Congress.

S/LPD also developed a close mutually supportive relation-
ship with CFA, a nationwide grass roots organization

engaged in lobbying and fund raising activities on behalf of
Nicaraguan Contra causes. S/LPD acknowledges giving CFA a
great deal of information. However, we have not found any
evidence that S/LPD officials violated the applicable
antilobbying statute.

Unless you.publicly announce its contents earlier, we plan
no further distribution until 30 days from the date of this
opinion. At that time, we will send copies to interested
parties and make copies available to others on request.

Sincerely yours,

s @ Ur. @l
fbx Comptréller General
of the United States

Enclosure

8 | B-229069
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< % s United States Department of State

@ . ‘“_E cnP‘ . Fashingon, D.C. 20520

Racch 13, 1988

DIPARTMZNT OF STATE A/CDC/)R

—JQQML_’“ ONLY REVIEVID BY a;.,_zg. DATE 54

TO: Mr. Pat Buchanan RD XDSCEXT. DATE
Assistant to the President *“saor T

¥4\ TH. ?ﬁ RZASON(S)
Dicector of Comunicationﬂ ENDORSE EX¥STIJS MAZKINGS (OO
The White House ‘ DICLASSIFIED® AILEASABLEC]
RELZASE DENIZDTT
r PA or FOI EIEMPTIONS

SUBJECT: °®White Propaganda® Operation

FROM: S/LPD - Johnathan S. Mille

Pive illustrative examples of the Reich ‘White
Propaganda® operation:

e Attached is a copy of an op-ed piece that ran two
days ago in The Wall Street Journal. Professor
Guilmartin has been a consultant to our office ang
collaborated with our staff in the vriting of this
piece. It is devastating in its analysis of the

Nicaraguan arms build-up. Officially, this office
had no role in its preparation.

¢ In case you missed last night®'s NBC News with Tom
Brokaw, you might ask WHCA to call up the Pred
Francis story on the °*Contras.® This piece wvas
prepared by Prancis after he consulted two of our
contractors who recently had made a clindestine tei
to the freedom fighter caap along the Nicaragua/
Honduras border (the purpose of this tcip was to
Serve as a pre-advance for many selected journalists
to visit the area and get a true flavor of what the
freedom fighters are doing:; i.e., not baby killing).

Although I wasa't wild about the tag line, it was a
positive piece.

P.

¢ Two op-ed pieces, one for The wWastington Post. and cne
for The New York Times, are being prepared for the
signatures of opposition leaders Alphonso Rubello, ™

eci: DR
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Adolpho Callero and Arturo CruZ. These tvo op-ed
pieces are being prepared by cne of our coasultants
and vill secrve as a reply to the outrageous op-ed
piece by Daniel Ortega in today's New York Times.

e Through a cut-out, ve are having the opposition -
leader Alphonso Rubello visit the following -ewvs
organizations wvhile he is in Washington thi: week:
Heagst Newspapers, Nevsweek Ma azine, Scripgs Howard
Newspapers, The Washington Post (Editozial Bcard),
and USA Today. In addition, the CNN ®Sreeman
Report,® the “McNeil-Lehrer Report,® c-=e *Today Show*®
and CBS Morning News nave been contactad about the
availability of Mr. Rubello.

A

® Attached is a copy of a cable that we received today
from Managua. The cadle states that Congressman
Lagomarsino took up Daniel Ortega's offer to visit
any place in Nicaragua. You may rememzer that Ortega
received a good deal of publicity on his °®peace®
proposal when he stated that he welcored visits by
Members of Congress, stating that they would be free
to go anywhere they wished. As the casle notes, the
Congreman's request to visit an airfield was denied.

Do not be surprised if this cable somenhow hits the
evening news.

I will not attempt in the future to keep you posted
on all activities since we have too many balls in the air
at any one time and since the work of our operation is _
ensured by our office's keeping a lov orofile.? I merely
wanted to give you a flavor of some of the activites thac
hit our office on any one day and ask that, as You
formulate ideas and plans of attack, you give us a
heads-up since our office has been crafted ro handle the

coancerns that you have in getting the Presicent's pcogran
for the freedom fighters enacted

Attachments:

l. Op-ed piece by Professor Guilmarein.
2. 85 Managua 1523.

consISENT AL
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United States General Accounting Office

( ;AO Report tO: congressional Requesters

October 1987 CONTRACTING

State's Administration of Certain P i i
Contracts ublic Diplomacy
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United States
General Accounting Office
Washington, D.C. 20548

National Security and
International Affairs Division

B-229069

October 30, 1987

- The Honorable Jack Brooks

Chairman, Committee on
Government Operations
House of Representatives

The Honorable Dante B. Fascell
Chairman, Committee on

Foreign Affairs
House of Representatives

In response to your request dated March 31, 1987, this
report provides the results of our assessment of
contracting activities at the Department of State's Office
of Public Diplomacy for Latin America and the Caribbean
(LPD).

LPD was established at the Department of State in mid-1983
by a White House decision memorandum for the Special
Planning Grecup.l LPD is an "interagency office"” and has
been staffed by personnel from the military services, the
U.S. Information Agency, the Agency for International
Development, and other offices within the Department of
State. The office has regularly interacted with other
government offices, including the National Security
Council.

LPD's. stated goal is to promote a better understanding of
U.S. policy toward Latin America and the Caribbean. 1Its
activities have been directed at educating, informing, and
influencing foreign and domestic audiences on the
administration's foreign policy objectives in Latin

IThe Special “lanning Group, under the National Security
Council, was ~stablished by a National Security Decision
Directive in January 1983. The group was tasked with the
overall planning, direction, coordination, and monitoring
of the implementation of public diplomacy activities
relative to national security.
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America. The former Coordinator? of the office described
the public diplomacy objective towards Congress as one
directed "to gain sufficient bipartisan support in Congress
to permit approval of increased assistance, economic and
military, to Central America and to preclude crippling
restrictions on actions in support of US policy objectives
in the region."

In carrying out its objectives, LPD contracted with ,
numerous individuals and several companies, mostly for

§ written products. We found that, in doing so, LPD
generally did not follow federal regulations governing

' contractual procedures. Specifically: .

-- The justifications to support the exclusive use of
sole-source contracting by LPD were inadequate.

-=- Various ather procurement requirements were not adhered
to in awarding contracts, such as encouraging
competition, obtaining required contract officer
approvals before engaging contractors, and, -in one
case, abiding by limitations on the salary paid to a
retired military officer.

== Many products were different from those contracted for
with no evidence that agreement was reached on changes
to contract specifications. »

In our evaluation of LPD's use of contractors, we reviewed
25 contracts entered into since the office was established
and valued at approximately $263,C000. All were for
professional services. Most of the contracts were for
written products dealing with conditions and U.S. policy in
Latin America. However, few of the contractor's products
were directly incorporated into LPD publications.

Mo similar contracts have =een initiated by LPD since
February 1986. 1In March 1986, LPD was transferred from
the Office of the Secretary cf State to State's Bureau for
Inter-American Affairs and a new Coordinator was appointed.

The only LPD professional service contracts we did not
review were those under separate investigation by the
Congress and the Department of State's Office of the
Inspector Ceneral. These separate investigations inclu?-
contracts awarded to International Busiaess Communicatinn-

2The person directing LPD's efforts is designated as
. Coordinator to reflect the lnteragency character of the
.office. Since its establishrment, LPD has had two
Coordinators.
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Inc., the Institute for North-South Issues, and to Mr.
Frank Gomez.

Details of our review are provided in appendix I. we
discussed the facts and circumstances surrounding the 25
contracts we examined with the current and the former
Coordinators of LPD and have included their comments as
appropriate. The current Coordinator said that, because
the contracts reviewed covered the period prior to his
appointment, he was not able to offer substantive comments.
The former Coordinator said that he was generally

- unfamiliar with the details related to the office's

_.contracting procedures,rbInsbead he relied on his staff as
well as State's procurement office to ensure that federal
regulations were adhered to. as requested, we did not
obtain written comments.

Unless you publicly announce its contents earlier, we plan
no further distribution of this report until 30 days from

: - its date. At that time, we will send copies to the
Department of State, the Office of Management and Budget,
and other interested parties.

Yok C O L.

Frank C. Conahan
Assistant Comptroller General
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APPENDIX I ' APPENDIX I

LPD'S CONTRACTING PRACTICES
DID NOT COMPLY WITH FEDERAL REQUIREMEMTS

The Office of Public Diplomacy for Latin America and the Caribbean
(LPD) was established in June 1983 by a White House decision
memorandum. Its creation reflected the President's concern that
efforts be made to deepen the understanding of and support for the
administration's policies in Central America. The efforts were
intended to be focused on foreign, as well as domestic, audiences.
The purpose of LPD activities was to inform, educate, and influence
the public on U.S. foreign policy issues in the region.

Untjil February 1986, LPD awarded many professional service
contractsl and relied heavily on them to carry out its mission.

Qur review of those contracting activities showed that government
regulations for contract administration were not followed. LPD did
not adequately support its exclusive use of sole-source contracts.
Other procurement requirements to ensure competition and to limit
compensation were also not followed. 1In addition, most of the
contractors' written products we reviewed were substantially
different from the respective contract's original scope of work,
and few were incorporated directly into LPD publications.

LPD'S ORGANIZATION AND ACTIVITIES

From its inception in mid-1983, LPD has been an interagency effort
with personnel and support staff from the military services, the
U.S. Information Agency, the Agency for International Development,
and other offices in the Department of State. LPD was originally
placed under the Office of the Secretary of State.

In March 1986, LPD was transferred from the Office of the Secretary
of State to State's Bureau of Inter-American Affairs and placed _
under a new Coordinator, the Deputy for Policy and Public Affairs.
One of the reasons for and benefits of the move, according to the
current Coordinator, was to integrate the office more fully into
State's operations. This also allowed the office to obtain
resources more readily from other offices in the Bureau.

LPD addressed its mission in part by arranging speaking engagements
for State Department officials, producing publications for domestic
and international distribution, and participating in special
projects--such as an arms display of weapons captured from
Salvadoran guerrillas. From October 1983 through November 1984,
LPD and State's Office of Public Affairs scheduled speaking
engagements and interviews in hundreds of cities. LPD also

IMost of the contracts we examined were valued at less than sin, "
and are, for purposes of certain federal regulations, called
"purchase orders." For pLrposes of this report we refer to the-
contracts.
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distributed publications to an extensive audience, including the
private sector, key government officials, and vu.s. ambassadors and
embassy political section chiefs in Latin American and European
countries,

Use of Contractors to Address LPD Mission

Although these types of activities (i,e., speaking engagements,
production of publications) continue, LPD's use of contractors has
been substantially reduced since the office was moved and the new
Coordinator was appointed. Prior to that time, contractors were
used extensively. According to the former Coordinator, this was
necessary to "...accomplish the voluminous research, production of
special papers, and media eéXxposure necessary to carry out our
mission, all ‘the while keeping our office team small and
manageable.” The nature of some of the LPD contractor activities
became a source of media attention and, subsequently, the sub ject
of congressional and administration inquiries.

During the first ¢ months of LPD's existence, four officers on
average (including the Coordinator) staffed the office. From
January 1984 until January 1986, LPD employed 13 professional
staff, on average. Even with the increase in professional staff,
LPD continued to rely heavily on professional service contracts.

demands.

LPD has not initiated any new professional service contracts since
February 1986. The only contract carried over is with the U.S. Air
torce for a clippings service On news events related to Latin
America and the Caribbean. The office currently functions with an
average of 10 professional staff. The duties of former contractors
have been absorbed within LPD. For example, the functions of a
media consultant/ihtelligence analyst, previously performed by
contract, are done by the Coordinator and his deputies.
Publications are also veitten without contractors. The mailing
list, developed by contract, is being maintained by LPD personnel.

REQUIREMENTS 'FOR CONTRACT
ADMINISTRATION WERE NOT FOLLOWED

Our review focused on the administration of LPD professional
Service contracts awarded from mid-June 1983 to February 1986. ¢
reviewed 25 contracts with a tntal value of approximately $263,0n0~,
We found that LPD generally did not follow federal requirements an-
procedures governing contract award and administration.

: 00300090001-1
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Other Procurement Requirements
Were Not Followed

Various other regulations governing the acquisition process were
not adhered to by LPD or OPR/STP in contracting out for services.
We found that LPD virtually eliminated competition in contract
award procedures, engaged the services cf contractors before
required approvals were obtained, and awarded several contracts to
an individual that circumvented pay limitations for retired
military officers.

According to contracting officials in OPR/STP, they find it
difficult to be knowledgeable of alternative sources for the types
of services required by LPD. That is, unlike procuring equipment
from various established manufacturers, it is more difficult to be

..aware and evaluate the quality of a prospective author's ability to
produce an authoritative statement about a subject related to
activities in Latin America. According to these officials, the
lack of knowledge about alternatives inhibited their efforts to
locate potential competitors.

In addition to the difficulty associated with identifying
alternative sources, OPR/STP officials felt that they were under
considerable pressure by LPD to accept the sole-source
recommendations. For example, contracting officials provided us
with various documents from high-level government officials that
stressed the importance of LPD's activities,  Such documents,
according to the contracting officials, were used to support LPD's
requests for expedited handling of their, sole-source procurements.

The former Coordinator disagreed with OPR/STP officials' view that
LPD applied pressure to obtain acceptance of its sole-source
recommendations. He noted that, while he tried to get priority
processing for LPD's requests bhecause of the urgency he felt in
addressing the office mission, he never intended that procurement
regulations be bypassed.

Little effort to identify competition

We found little evidence in LPD or OPR/STP files to indicate tha-
any effort was made to locate other sources to compete on LPD
contracts. CICA provides that while competition may be restricte’
for reasons of unusual and compelling urgency, the contracting
officer must solicit offers from as many potential sources as i=
practicable. Even a sole-source procurement requires such an
effort to help support thre sole-source justification.

FOr sole-source procturements exceeding $10,000, CIca requires
synopsizing the proposed contract in the Commerce Business Dai!-
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encourage competition.4 Of the contracts we reviewed, eight were

above $10,000 and should have been synopsized and published. Yet,
in only one instance did OPR/STP give notice of its intended sole-
source procurement in the Commerce Business Daily.

For the contracts valued at less than $10,000, some effort is
required to locate alternative sources even if that effort consists
of no more than a few telephone inquiries. The Federal Acquisition
Regulation (FAR), part 13, which sets forth small purchase o
procedures, requires that for oral solicitations, the contracting
office establish and maintain records of suppliers contacted and
the prices and other terms and conditions quoted by each. We found
no evidence in the contract files, however, to indicate that such
efforts were made. -

With one exception, we found no attempts by LPD or OPR/STP to
locate competitive sources for LPD. The exception was a contract
for a media consultant/intelligence analyst which LPD wanted to
issue as a sole-source procurement. In April 1985, after receiving
an advance planning document from LPD, OPR/STP attempted to fill
the requirement through competition. At the time, these services
were being provided by Mark Richards Associates, Inc. (MRA). MRA
had performed this function under various sole-source contracts
since July 1984, and LPD sought to continue the arrangement.

Using the LPD planning document, OPR/STP located another source
interested in competing for the work. According to information in
the contract files, however, LPD withdrew its requirement for these
services before this potential contractor could be interviewed. A
few months later, in September 1985, LPD requested the continued
services of MRA, citing "unusual and compelling urgency" as the
basis to award a sole-source procurement. LPD also added that the
character and sensitivity of the services precluded disclosure of
the contractual arrangement to the public.

According to OPR/STP contracting officials, it appeared that
delaying the announcement of a known and intended procurement was
used by LPD to apply additional pressure on OPR/STP to approve the
sole-source procurement for MRA. This technique conflicts with
CICA, which states: "In no case may an executive agency...enter
into a contract for property or services using procedures other
than competitive proccdures on the basis of the lack of advance
planning...."

Regarding the sensitivitvy cf the services to be performed, a Start-
Department legal advisor noted that "...it is plainly inconsisten:-
for...LPD to assert in an unclassified draft sole source
justification that t4ese contract arrangements should not be

441 u.s.C. §416. There was a similar requirement before CICA wa:
enacted. ‘
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disclosed to the public."” The contracting officer concluded that
"...through advance procurement planning Prior to expiration of the
new contract on September 30, 1986, the entire competitive
procurement process will be initiated to assure full and open
competition.” However, LPD began performing the function in-house
after completion of the contract.

Some work a arently bequn
before contracts were 1ssued

FAR requires that "no contract shall be entered into unless the
contracting officer ensures that alil requirements of law, executive
orders, regulations, -and all other applicable procedures, including
clearances'énd~approvals, have been met."

In three procurements, contractor work was apparently begun before
being approved by OPR/STP. In effect, OPR/sSTP had to ratify the
work after it was begun. In one instance, the contracting officer
approved the requisition on January &, 1984, for the production of
a paper that was to be completed 5 days before; the contractor's
paper was dated December 20, 1983, Another requisition specified
that the contract period was to run from December 10 to

December 24, 1984, The request was not submitted, however, until
December 19 and was not approved until February 9, 1985, 1t
appears that the contractor began work prior to contract approval.
In a third instance, a note in LPD's contract file for a particular
contractor said that "OPR/STP needs the date [the contractor] will
perform services. asg we know, he hasg already performed them."

Contracts avoid
Pay cap limitations

use of contracts to avoid salary limitations for former government
employees. 1In a series of contracts with MRA, LPD did not adhere
to those requirements. 2 total of approximately $136,000, or over
50 percent of the value of the contracts we reviewed, was paid to

MRA. The Company is owned and Operated by retired Colonel Marx

: - 5R000300090001-1
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: The OMB circulars require that

- functions previously performed by government employees shall
not be converted to contract solely to avoid personnel ceiling
or salary limitations;

: - consulting services are normally to be obtained only on an

' intermittent or temporary basis, repeated or extended
procurements are not to be made,® and consulting services are
not to be used to circumvent pay caps and other pay '
limitations; and

- consulting service contracts will be competitively awarded to
the maximum_extent practicable to ensure that costs are
reasonable.’

Colonel Richards was detailed to LPD in January 1984. He became a
Senior Advisor on the staff of LPD. As a staff member of LPD, he
was responsible for providing information to the media, reviewing
cable traffic from UU.S. embassies in Central America for
information useful to LPD, reviewing the content of LPD
publications for accuracy, and developing press kits for the media.
When the Coordinator learned of Colonel Richards' impending
retirement from the Air Force in July 1984, he decided to retain
his services at LPD.

As a military retiree, Colonel Richards would be subject to dual
compensation limitations if employed as a consultant (5 u.s.c.
§5532). This would reduce his military retirement pay.
According to Colonel Richards, the reduction was unacceptable.

Accordingly, Colonel Richards incorporated himself, and the State
Department negotiated a sole-source contract with MRA for media
consultant services. Colonel Richards retired on June 30, 1984,
and began work as a media contract consultant on July 1, 1984.
Setween July 1984 and February 1986, LPD awarded MRA four short-.
term contracts allowing him to serve continuously on the LPD

SSection 7¢ (6), OMB Circular No. A-76 Revised, August 4, 1983,
Subject: Performance of Commercial Activities.

bsection 6 b-d, OMB Circular No. A-120, April 14, 1980, Subject:
Guidelines for the !'se of Consulting Services.

7Section 8, OMB Circular No. A-120.
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staff.® This permitted him to continue working for LPD without a
reduction in his retirement pay. According to Colonel Richards, he
performed the same job he did while he was on detail. His
supervision, clerical support, access to files, and working hours
at the State Department were the same.

Many Contract Products Differed
From Contract Scope of Work

LPD made extensive use of professional service contracts to obtain
written products from individuals outside of government.
Justification for the use of the contractors was based on their
unique insights or expertise on Latin America, which LPD asserted
was not available in-house. Of the 25 contracts we reviewed, 16
specified one or more original written products (41 in all).9 Most
of the contractor products we were able to obtain, however, g
.differed substantially from the contract scope of work. According
to LPD personnel, few were incorporated into LPD publications.

Our analysis was hampered by the lack of products in LPD files.
Through a file search and some contacts with previous contractors,
we were able to obtain 28 of the 41 research papers. According to
a State contract specialist, OPR/STP recently addressed this
problem by requiring copies of final products for its contractor
files.

Sole~source procurements were used to obtain the services of each
contractor, and their use was justified on the basis of (1) unique
abilities and expertise and (2) LPD's urgent need for the specified
product. However, only 13 of the 28 products we obtained addressed
the topic specified in the original scope of work. In the other
cases, the product for which there was an "urgent need" was not
produced; rather, a substitute topic was addressed.

For example, the scope of one contract specified topics for four
research papers. Ncne of the papers were written. Instead, a
number of substitute products were produced on tonics not specified
in the scope of work. For instance, in place of one paper on
"Cuban and Nicaraguan Involvement in Drug Trafficking," the
contractor wrote (1) a memorandum on the "World Court and
Nicaragua," (2) an editorial on "Morality and the Central America
Issue,” and (3) a paper entitled "The Managua Connection: The
. Sandinistas and Middle Eastern Terrorists." We found no
justification that the contractor selected as uniquely qualified to

8The 1last contract for MRA expired September 1986.

9several types of procducts were requested in the contracts. Mos:
were research papers, hut short articles and essays wvere specifia‘’
ln some contracts. These are not included in the product total.

11
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write on the original topic was also uniquely qualified to write on
the new topics, We also found no contract modification to reflect
a change in the product or evidence that attempts were made to find
the necessary expertise elsewhere. This example was typical of the
other cases in which the contractor product differed from the
contract's original scope of work.

According to the  former Coordinator, the need for contractors was
crucial in the office's early days before LPD built a staff and .
expertise in Latin American public diplomacy. We found, however,
that of the 13 LPD publications issued during its initial 18 months
(through the end of 1984), only 2 were based on the work of LPD
contractors. The former Coordinator commented that contractors'
work on formal publications is not, by itself, a comprehensive
indicator of contractor contributions since they also worked on
other products, such as speeches and background materials.

However, we noted that these types of products were not in LPD's
files and, in most instances, were not in the respective contract's
scope of work.

COORDINATORS' COMMENTS

The current LPD Coordinator told us that he was unable to comment
on the facts and circumstances surrounding the 25 LPD contracts we
examined because they related to events which occurred prior to his
appointment. The former Coordinator noted that, even though he was
in charge of LPD when the contracts covered in our review were
awarded, he was generally unfamiliar with their details. 1In all
cases, including those in which he was more knowledgeable, the
former Coordinator commented that he relied on his staff, as well
as OPR/STP, to ensure that all procurement requirements were net.
He added that approval of the contracts by OPR/STP was an
indication to him that all regulations had been dealt with
properly.

OBJECTIVES, SCOPE, AND METHODOLOGY

We examined the operations of LPD to determine the extent to which
LPD used contractor services and whether contract awards were na-de
in accordance with federal acquisition requirements. In all, we
examined the circumstances related to 25 LPD contracts for
professional services. The only LPD professional service contract-=
we did not review were the seven under separate investigation by
the Congress and the Department of State's Office of the Inspestnr
General. These seven contracts had been awarded to International
Business Communications, Inc., the Institute for North-South
Issues, and Mr. Frank Comez.

Vle interviewed LPD personnel, including some past officers, an:
contract officials in OPR/STP. 1In addition, we interviewed so-»
individuals who had been under contract with LPD to discuss the:-
products and how they were ultimately used. Ue also examined L-
contractor and related files as well as those maintained by CPR
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to ascertain.whethet LPD and contracting officials complied with
federal acquisition requirements.

In a separate letter to you, we provided our legal opinion on
whether LPD violated statutes prohibiting certain lobbying and
propaganda activities.10 In that opinion, we concluded that LPD
had y191ated a restriction on the use of appropriated funds for
pgb11c1ty or propaganda purposes. The former Coordinator disagreed
with that conclusion but has not provided any information which
would cause us to change our position.

.

Our review was conducted from April to September 1987. Recause the
primary focus of our review was on LPD's administration of its |

contracts, we did not evaluate State's internal controls governing
-contracting. We are, however, conducting a separate assessment of

State's procurement function, including sole-source awards Except
for this limitation, our review was conducted in accordancé w;tg i
generally accepted government éuditing standards.,

(467315)

10p-229069, September 39, 1907.
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