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WASHINGTON 25, D. C. 

2 January 1952 

WMORANDUM FOR THE RECORD 

SUBJECTS CAT 

I was introduced t o  the CAT question a t  a meeting i n  Bbr. Wolf's 
office attended by W. W o l f ,  Mr. Lawrence Houston, C o l .  Taylor, 
C o l .  StXLweU. and Mr, Arthur Jacobs. Later I had interviews with 
Mr. Jacobs, W . 7 1  our accountant whom we sent t o  T a i m  
t o  review the CAT figures, and Kith Mr. Ed Taylor, Lybrand, Ross 
and Montgomery, independent cer t i f ied accountants who had been t o  
T a i w a n  and audited the books of CAT. I also spent several hours 
with C o l .  Stilwell, Mr. our working accountant a t  Taiwan 
who was sent out shortly af er we acquired CAT, and &. TI 

who was sent t o  CAT in 1949 and who baa 
' j u s t  returned; and on 17 december 1951, I talked briefly with 
Bbr. 1 of the Commercia3 Division who is new with the problem, 
and again with Mr. Jacobs. 

I have reviewed a 17-page memorandum prepared by &. Jacobs 
about CAT matters; a memorandum of 7 December 1951, signed by 
I&. Jacobs, on CAT matters and, of course, a l l  the agreements 
between ourselves and CAT. I have also reviewed the auditors' 
working papers and have discussed detxi ls  therein with all the 
auditors named above and believe, therefore, t ha t  I have a l l  the 
hformation and informed opinions available within the Agency with 
respect t o  CAT. 

first 1949 contract; that there are open and unsettled items under 
the purchase agreement; and tha t  the existence of these sources of 
conflict  and our apparent inabi l i ty  t o  settle them has caused the 
CAT management, which we st i l l  rely upon strongly, to lose conf3dence 
in the Agency and vice versa, 
conflict  within the Agency between the operators under Col. Sti lwell  
and the administrators responsible f o r  the business operations of 
CAT, of whom &. Jacobs has made.himself the spearhead, w i t h  the 
result that  the operators have, to some extent  at least ,  the  feeling 
tha t  their  capacities are impaired. 

was held by B9r. Wolf, Mr. Houston and nfyself on 20 December 1951 at  
my office, at  which the ent i re  open transactions were reviewed and 
the decisions made below reached. Messrs. Wolf, Houston and Hedden 
all concur in these decisions. 

I have found that there are &ill several open items under our 

I also f ind tha t  there has been a 

A settlement meeting with Bdr. Corcoran, representing the sellers, 

PPROVED 

Scccriiy !oformation 
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HISTORY 

To understand th i s  si tuation fully,  it is necessary to review 

In  the summer of 1949 when General Chennault was i n  t h i s  

br ie f ly  the history of our relationship with CAT. 

country, the heads of our then Far Eastern Division, 
Col. Stilwell, sought out the General, and through him met 
Mr. Corcoran, t o  see if CAT would be available t o  help in the 
support which Agency policy was then giving t o  Nationalist troops 
on the  Mainland of China. Our men were informed tha t  CAT could do 
t h i s  job but that General Chennault and Mr. Corcoran had decided 
tha t  it would be necessary t o  liquidate CAT because so much of its 
f lybig te r r i to ry  had been occupied by Communists tha t  it was no 
longer possible to run the lfne a t  a profit .  We urged them t o  hold 
the a i r l i ne  together because of the potential  usefulness t o  t h i s  
country of i ts  fleet  of planes, i ts  trained p i lo t s  and its ca abili- 
t i e s  from an operational point of view. col. Sti lwell  anti?~ 
report  that  they got an enthusiastic and cooperative response from 
General. Chennault and Mr.  Corcoran and t ha t  i n  their  opinion these 
men were animated primarily by a desire as good Americans t o  help 
the country, the Agency and the  Chinese Nationalists. Through 
summer and early fall ,  they therefore held the a b l i n e  together 
although its losses were substantial. On 1 November 1949, an agree- 
ment betmen the  G u v e m n t  of the United States and CAT was entered 
into, signed by[-Ias a contracting off icer  of the Gavern- 
ment and by Mr. Corcoran as agent f o r  CAT, This agreemant was 
negotiated by Col. St i lwel l  and approved as t o  legal form by Mr. Houston. 
It had two purposes: (1) t o  subsidize CAT by underwriting its 
operating losses so that it would be available f o r  Government use 
and (2) To finance the establishment of a new operating base at  

ment. To protect Government, maximum i n  the  
commitment. Prior t o  t h i s  agreement, had been accredited t o  
Gen, Chennault and left for the Far East. 
i n  support of the Chinese Nationalist Army f romthe day he arrived, 

these f l i gh t s  a t  commercial rates for a round t r ip ,  to be reduced t o  
the  extent t h a t  CAT was able t o  carry cargo to  help pay f o r  the f l ights .  
The contract was to extend t o  31 

is clear tha t  CAT is not 
subsidy and tha t  it is 

CAT lost ,  according to 

by Governroent order and f o r  which it has never been paid. 
t ion  of why we have not se t t led  t h i s  account, &. Jacobs states t h a t  
we were never rendered a satisfactory account f o r  the 71 and 

and 

Sanya Basin on the southern end of by Govern- 

He flew active missions 

In explana- 

', - ,  .:, . ..., ?. . : .  . 

L 
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were never bi l led fo r  the f l i  hta but simply told that  they repre- 
sented a p p r o x i m a t e l y r y i n  f l y h g  time. In further q l a n e c  
tion, it should be stated that paragraph f of our agreement provided 
tha t  CAT should make no decisions with respect t o  financial  mange-  
ments, scope of business operationa or related ac t iv i t ies  or eqloyment 
of executive personnel without prior approval of the Govermentls 
designated field agent and that all CATIS records were to be open 
t o  our inspection, -linform me that Mr. Willauer instructed 
h i s  Director of Operations, Rosbert, t o  keep track of a l l  f l i gh t s  
f o r  G o v e m n t  account, It plhoUld be noted, however, t ha t  at this 
time CAT was fighting a war. Its principal activitgwas supporting 
the r e t r ea t  of the Nationalist Armies. Ita bases, offices and 
records were being moved from place t o  place as the battle line 
retreated. Also, in order t o  provide essential  cover f o r  the 
Government agents and hide the American participation in the Chinese 
war, records obviously could not be kept i n  the usual way. The 
regular operating booke were l o s t  i n  the course of the re t rea t  and 
some have never been recovered. The private record, attempted t o  
be kept by one man on a memorandum basis for  cover purposes, was 
unintelligible. We must therefore re ly  upon the statements of 

who is not 
but prho was the seniur Government 
I&. Willauer, who is  an interested party, and 

t o  how much we should i n  all fairness pay f o r  thb .f l y h g  time. 

On 31 January d e n  the agreement expired, we continued t o  use 
the airline which continued to support the war and t o  fly Government 
agents but no money was It ran in to  debt 
and Willauer, Chsnnault, 
their  own mney from time t o  time to keep the planes flying. 

On 2b March, we entered into an option agreement under d i c h  
we had the r ight  t o  purchase the &line and t o  apply against the 

ed t o  keep it going. 
and others on the ground chipped in 

certain subsidies which we agreed t o  advance. 
of t h i s  subsidy was treated 8s a loan in  this agreement 

cover cur a t  l i ab  l i t i e s  whichhad mounted up t o  tha t  
much. An additional s an outright operating subsidy f o r  
the months of Apri l ,  May and June, the being 30 June, 

was t o  be paid 
i n  case of exercise of the option. On the se l le rs  
and the balance of the purchase price, 

having extended the option by mutual agreement, we gave a l e t t e r  
exercising the o t ion and paid 
an additional rppl leavhg  ' a balance ' of 
against l i a b i l i t i e s  of the sellers which 
us as operators. 
discus sed below. 

we had paid 

Pertinent provisions of these agreements w i l l  be 
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It will be seen from the above that we did not subsidize the 
line from 1 January u n t a  24 March and t o  the extent that our 
advances fo r  April, Hqy and June were considered part  of the purchase 
price, we did not subsidize the line at a l l  from 30 January u n t i l  
30 June, 
the l i ne  was being kept during t h i s  period primarily for OUT use and 
convenience, we have a moral obligation to  reimburse the se l le rs  f o r  
hemmer i t  f l i gh t s  during that period, although no such claim has 
mer  been pressed. 

In view of the above facta, it could be argued that as 

We have now 
shorn assets of over 

Zybrand, Ross and Montgomery which 
Our total investment, including 

in 19h9, is approximately mT-1 jus t  back from the f ie ld ,  says we could sell 
the planes alone i n  today's market f o r  over our cost of the ent i re  
operation. 
neither greedy nor profit-minded in t h e  deal they made with us and 
tha t  we have no apology f o r  t h i s  hvestment even on business grounds. 
On operational. grounds, it has been one of the most successful pro- 
jects  CIA. has undertaken. 
the early operations i n  Korea, It is sti l l  considered essential  by 
the 
t ion of the Joint Chiefs in other specific mlssion~i it has accomplished, 

It would therefore seem tha t  the previous owners mre 

It was invaluable t o  the Axmy in sustaining 

for  Korean operations and i n  addition has won the commendLG 

OPEN I!rEMs 

There are open c l a h  against C I A  by the sellers and claims which 
have been asserted by CIA against the se l le rs  under a l l  the above 
agreements. 
to them are as follows: 

These claims and the decisions I have made w L t h  respect 

A. Claims of Willauer Tradbg Corporation Against Us. 

1. Under the 1949 contract: I 

a. They olaitn tha t  we have never pafd for flying 
the special missions as required under the 
1949 agreement. 
discussed above. The reasons it has not been 
paid are first that  no satisfactory accounting 
ha8 been rendered to us; secondly, tha t  the 
def ic i t  of the o oration may have been less 
than t h e ( A y W -  ~ 0 8  paid and, to the 

would reduce the def ic i t  bel  the 
money would come back t o  us bycause the payment 
WrOuM be operating income and reduce the def ic i t ;  
and thirdly, because we have never made a real. 
&'fort t o  s e t t l e  these questions. 

The basis of this claim was 

extent that  papnent for  the special nd.ss O m  
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I t h i n k  we are t the report 

On t h i s  basis 
the def i c i t  of owr own auditor 

for t h i s  period is 
any claim which we recognize up to 
is a legitimate claim of the sellers against us. 
There are no adequate records upon which t h i s  
claim can be sustained. 
the a i r l ine  was fighting a war a t  t h i s  time, 
moving its books every few weeks and requiring 
the time of the Senior Executive i n  actually 
flying missions f o r  US. Another reason is tha t  
t o  protect security and hide the in te res t  of the 
US, instructions were given not to  charge any 
of this time on the 
Mr. Willauer did give 
instructions t o  his Direotor of Operations, Rosbert, 
to  keep track of these fl ights.  
are not i n  existence and were probably destroyed 
for  security reasons 

it at a minimum of an amaximumof/L 

This is  partly because 

Rosbert's records 

Mr. Willauer estimates his 
flying time at- our marl, estimates 

Decision 

We have agreed to allow the s e l l e r s l ]  
in settlement of t h i s  claim. 

b. Cost of the Sanya Base. 

Under the 1949 agreement, we requested the 
se l le rs  ta establish a new base a t  our expense 
a t  Sanya on Hainan. Much money waa spent on it 
but before it was aompleted H a l n a n  waa taken over 
by the Communists, The sellers claim tha t  the 
amqunt they spent should be reimbursed t o  them, 
a8 we increased the initial commitment, 

Decision . 
There was a l i m i t  in our 1949 agreement of 

the t o t a l  amount we would pay for  both the S w a  
Base and t o  recompense operating deficits;  narnely, 

Therefore, if the def ic i t  was increased P the cost of the  Sanya Base, it must be a t  the 
sellmot expense and we cannot recognize any 
l i a b i l i t y  of the Agency. 
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C. Net Coat of SS SACRATdENTO. 

In  December of 1949, the shop equipment of 

It became necessary t o  move it 
the a i r l ine  was at Kunn~ing, inland. 
flown t o  Sanya. 
t o  Formosa. 
SACRAMEXTO in Tokyo t o  a s s i s t  in t h i s  moving. 
The use of the barge was delayed while the previous 
owners got a Lloyd’s Certificate of Approval. 
barge was sent t o  Hong Kong, encountered a storm, 
became unseaworthy and could not be, used f o r  the 
purpose for  which it was chartered. Smya  LIB 
evacuated by air. 

It was then 

The sel lers  chartered the barge 

The 

Decision 

Th i s  matter like the Sanya Base costs, falls 
under the lLl llmit the 1949 agreement placed 
upon our subsidy. To the extent that these costs 
brought the loss above r ] w e  have paid fo r  

a recovery from Lloyd’s on the ChaPter. 
a recovery is obtained, we thinlc it belongs to 
the sellers and will so agree. 

To the extent tha t  the loss  exceeds 
it is not our l i ab i l i ty .  There may be 

If such 

2. Claims Under the 1950 Purchase Agreement. 

The se l le rs  have made the following claims under 
the 1950 purchase agreement. These claims have been 
made without the benefit of having seen the accounting 
and with the acknowledgment that  the accounting may 
recognize them and eliminate the claims. 

Decision 

The independent auditors have already 
credited this t o  the sellers i n  their  preliminary 
accounting. 

. 

Decision 

The independent auditors did adjust this 
and credited to  the sellers. 

Balfour Guthrie balance as of 7/1/50 of 71 
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e. Washington office expense of 
the s e n e r s  say ks. 
recognized as not a proper charge against the  
sellers,  but which we asserted as a e l a h  

of such charges for  the period 
subsequent t o  30 June 19% and these were reim- 
bursed and uredited t o  the account of the se l l e r s  
by the independent auditors. 

sellers. Our accounting shows only 

Decision 

Credit only the amount the auditors 
allowed. 

d. P a p o l l  rebate. 

An estimate of the se l le rs  that  
of the American home allotments and 
f i e l d  a l lotmnts  w e  properly payable by us 88 
belonging to the period subsequent to 30 June 

accounting shows that we did credi t  

represent allotments fo r  July 1950 and that 
the T T f i g u r e ,  which the se l le rs  believe 
should be -edited with a r o x h a t e l y 1  
is after deducting thislL1 

on th i s  account t o  the sellers a8 

Decision 

No further allowance should be made. 

e. CAT parts. 

The se l l e r s  allege that we are i n  the course 
of receiving i n  money value some T I  wor th  of 
parts turned over t o  the China Air Force by the 
Wfflauer Trading Corporation prior t o  1 July 1951, 
and should credit them with the value as received. 

Decision 

This value belongs t o  the sellers, but 
should come to  us t o  offset  services we have 
rendered them. 



f. Key Money and Miscellaneous Receivables, 
Estimated by the Sellers a t /  

Key mnsy is peculiar t o  the Far East. 
It is the bonus you pay t0 take a lease. 
are not ent i t led to  receive it back from the 
landlord a t  the expiration of the  lease but 
if premises are still scarce you can recoup 
by demanding key money af your successor. 

You 

We would credit  all miscellaneous 
receivables to  the  sellers. We have never 
received any key mone exce t l i n  
September 1951. MI-. -1 s ta tes  t ha t  
Mr. Brennan agreed i n  behalflof the sellers 
t h a t  we should keep t h i s  key money. It is 
t rue that  we disallowed key money as an 
operating charge in figuring the  I/ 
de-fioit under the 1949 contract. 
only three cases tha t  we know of where any 
key money was paid;I 

There are 

Decision 

We should keep the key money on Chennault's 
house if and when received. mone is 
obtained on the  releasing of i-Al 

permit this to go to  the 
old company. 

upon which we have never paid 

g. Jamco B i l l .  

The accounting s h m  a charge of approxi- 
m a t e l y l J a g a i n s t  t he  sellers for  engine 
overhauls. The sellers claim t h i s  3,s unfajrly 
charged t o  them. The auditors (Lybrand, Ross 
and Montgomery) put t h i s  charge i n  the accounting 
and Bdr. [ l a g r e e d  with them tha t  it was a 
proper charge. When they returned to this 

Montgomery, learned from our ?dr. 
country, however, b?r. Ed Taylor, 

., . . 



the  contract officer in the cam, tha t  &. Willauer had fully explained to  him the 
facts with respect t o  these engines a t  the 
time the contract wag signed. Wfflauer dis- 
closed then that the engines were in the 
maintenance shop, t ha t  the cost  of rehabili- 
tating them would have t o  be paid d e n  they 
were taken out and that the company had been 
in the habit and practice of not considering 
the accrued chargee on the maintenance of 
engines as a payable u n t i l  the engines were 
taken down and used and that  then the cost 
of rehabili tation was amortized as they were 
flovm. I n  view of the f ac t  t ha t  this dis- 
closure was made, Mr. Ed Taylor f e l t  there 
was a serious question as t o  the propriety 
of charging the cost t o  the old company. 
bbr. Jacobs disagrees. In addition to these 
facts, it is clear tha t  i n  the invsntory, 
Schedule B t o  the contract, the engines were 
described as ttlOO engines awaiting first oyer- 
haul i n  most cases," The contract proper, 
clause 5.03B, permits l iens  on the property 
we bought Itfor claim of labor, materials or 
supplies not delinquent. n 

Decision 

It is clear  that under the practice of 
the company the c l a i m  fo r  the accrued work 
on these engines were not debquent .  It is 
also clear t h a t  m were under f u l l  notice of 
the s ta tus  of the engines and all partiee 
admit that  we bought l r a g  is where is.11 Under 
these circumstances, WB see no basis fo r  
charging the sellers f o r  the amounts we paid 
subsequent; t o  purchase as ww drew these 
engines out of maintenance and used them. We 
think these charges were proper operatjng 
charges against the ensuing use of the engines 

to credit the account with 
of the I/ and charge them 

with the balance which represents regular 
maintenance , 

% , :  : ,.. . . :. 5 
' .. : , a  2 .'. 

. .  . .. . . ., .:. I. , . 
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B. CATI Cl-. 

CAT, Inc., and hbr. C o r c o r a n  assert two claims of 
CATI. He acknowledges tha t  these have nothhg to do 
mith either of the 1949 or  1950 contracts but would 
l i ke  these two matters cleaned up if we are arriving 
at a settlement because he is involved i n  both, 

1, When CATI won i ts  lawsuit on the West Coast 
it acquired a substantial  group of airplane spare 
parta. The management of CAT on Taiwan knew about 
these and thought they would be useful i n  the  
bu~ineas.  Telegrams were theref ore exchanged by 
Willauer, representing CAT, and Youngman, repre- 

CATI, under which CAT agreed to purchase fz3 asser e tha t  no one i n  the Agency ra t i f led  t h i s  
purchase or hew of it and that,  because Willauer 
had an indirect interest i n  the sel l ing compw, 
the action is  rescindable. 
the exchange of telegrams, t ha t  CAT on 
needed a t  t h i s  time approximately 

of such spare parts, e. Jacobs has 

It developed, after 

parts. 

The facts seem to be tha t  according t o  I I 
OUT man, tha t  Hugh Grundy, Chief of Majntenance 
f o r  CAT and having no in t e re s t  in ei ther  corporation, 
was the one who put the pressure on Willauer t o  
purchase these parts. 
was t o  g e t  parts and wanted them. 
this,  Col. St i lwel l  had been in Taiwan and discussed 
putting the company into self-maintenance and 

Grundy knew how d i f f i cu l t  it 
A month before 

par ts  included 
The exchange of tele- 

Youngman, show sharp 
CAT, and 

!disagreeqent on the terms of purchase. 
\time we were buying l o b  of spare par t s  i n  other 
I places which we did not immediately need. 

A t  this 

When 
the minutes of the board i n  Taiwan came before the 
group hers f o r  apimoval, the meeting here broke up 
because during the  meeting word came in of the 
successful achievement of a dFfficult  and valuable 
mission for  the Joint Chiefs, which mission OPC 
refers  t o  as Miracle No. 1. 

rf3n CG6Bf 'T  

Security information 
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In June 1951 when Mr. Viillauer was in Washington, 

he learned tha t  he was being cr i t ized because of t h i s  
spare par ts  purchase and m n t  t o  Col, S t i l m l l  and 
offered him three options with respect t o  t h i s  trans- 
action: the first, t o  rat- the transaction; the 
second, t o  cancel it completely; and the third, t o  
take only such of t h e  par t s  as we wanted but s ta t ing  
tha t  i f  the third option were decided upon the price 
should be adjusted to  the current market value of 
the parts. He offered t o  permit Col. St i lmU.  t o  
send h i s  owrn man out t o  select the par ts  he wished 
and t o  reprice them, 
f o r  t h i s  purpose and therefore r a t i f i ed  t he  trans- 
action , 

Sti lwel l  had no one t o  use 

There is no question but tha t  our independent 
counsel has advised u9 t ha t  it is a good contract. 

Decision 

In view of t he  above facts,  there is no basis naw 
t o  asser t  any claim f o r  recission on the contract. 
W e  therefore intend t o  allow the f u l l  amount t o  the 
sellers. 

C. Claims of the Agency Against the Sellers. 

the, 1949 contract although Mr.  Jacobs has submitted t h a t  
we may asser t  a claim fo r  a return of any excess of the 
t o t a l  advances over the t o t a l  authorized uti l ization. 

The Agency has no claims against the se l l e r s  under 

Decision 

As it is clear  from our m auditor's statement that 
there are no such excesses, t h i s  is  not considered a 
claim which we have any r igh t  t o  assert. 

Under the 1950 contract there are several charges of 
adjustments which the auditors have recommended, as 
indicated i n  the attached Tab A a co of the  statement 
submitted by the auditors taw] The net of 
the  auditors' figures shows a sl' ht balance due the 
se l l e r s  on account of t h e e - ]  remaining unpaid under 
the contract . 



Decision 

The independent auditors' figures are accepted 
without question except f o r  the Jamco account payable 
referred t o  above. 

I n  addition t o  the claims reduaed t o  dol lar  amounts, 
Mr. Jacobs has recommended tha t  certain other claims be 
asserted and has called our attention t o  the following 
items : 

1. Annual Leave Alluwances. 

The auditors agreed t h a t  there were no 
accrued obligations of t h i s  n a t F e  as of 
15 August 1950, the date after which we agreed 
in the option t o  pay such allowances. The 
predecessor company had been under the habit of 
accruhg a charge f o r  vacation leave on a monthly 
basis. It has been suggested tha t  these accruals 
are a proper charge against the sellers. 

Decision 

As paragraph 4 of the agreement of 10 July 
provides that  any and a l l  such allowances "w-hich 
may become due a f t e r  1s A u g u s t  1950f1 sha l l  be 
taken over by us and as the contracting off icer  
and counsel agree tha t  the se l l e r s  insisted upon 
t h i s  language t o  clarif$. t h i s  very point, we do 
not think it is fa i r  t o  assert such a claim. 

2. Interest  on Employees' Savings. 

The savFrys plan provided tha t  employees' 
contributiona be set up in  an independent 
financial insti tution. This has not been done. 
Because the management intends t o  add in te res t  
retroactively, it is asserted that  the in te res t  
allocated t o  the fund as of 1 July 1950 should 
be treated as a l i a b i l i t y  of the sellers. 

The amount is  negligible. There is  serious 
doubt t ha t  the employee is en t i t l ed  t o  any 
interest  if it were not actually earned. 
event, it will take y e a r s  t o  determine what the 
small amount involved is because no employee 
relieved for  cause is to share in the interest .  

In  any 

Decision 

Forget it, as de minims. 
- - ..-.- 1; 1, ~ ,.L, - c - k .  I 



3. Possible l i a b i l i t y  f o r  income tax withholding 
which the old company fa i led  t o  make on such 
employees if anyppho may have returned t o  the 
country before the necessary time which excuses 
them from American taxes. 

Decision 

We do not believe there is any such l i a b i l i t y  
and if there is the Government has no way t o  asser t  
it because it is against a foreign partnership, 
Disregard it. 

Chinese CAA Claims 

CCAA has.asserted claims f o r  a eriod r i o r  t o  our 
ownershi in the face amount of 71 Our man, 

[lstates that  he had t h i s  inveati  ated by his 
Chinese liaison, an employee n a m e d i g ]  who reported 
tha t  CCAA has no records t o  support such claim, having 
l o s t  the records in the re t reat ,  I n  any event, recent 
cables indicate tha t  t h i s  claim can be se t t led  for 

which amount xi.ll also relieve us of . a eurren operating claim of I]$ month for the 
year 1952, The se l le rs  claim to  have offsets against 
CCAA of many times the amount of  their  claim against the 
se l le rs  . 
Decision 

This appears t o  be simply a squesse. To the &ent 
t h a t  we have t o  pay it, there is a legitimate claim 
against the sellers bu t they  are ent i t led to  refuse t o  
recogniae it unless we allow them t o  asser t  t h e i r  off- 
sets.  
are anxious t o  get a settlement. We hare therefore. 
decided t o  accept the recent compromise offer of CCW 
which w i l l  eliminate the claim and w i l l  cast  ,us nothing 
because it will also eliminate a current operating 
charge f o r  landing fees of a greater amount. To compen- 
sate, the sellenswill not asser t  a legitimate claim they 
have against us for airplane parts which we are receiving 
arid are ent i t led t o  receive from the Chinese A i r  Foroe 
to an amount equal t o m a s  repayment for  parts 
which the se l le rs  gave t o  the Chinese Air Force prior to 
t h e  March 19% agreement with us. 

This w i l l  drag the matter out indefinitely, and we 
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At approximately 6:s p.mr, 18 Deaeniber 1951, 

Col. Sti lwell  talked a t  
with our man,[-Th San Francisco, who h e w  
all the fac ts  about these spare parts and who did 
confirm that they are due t o  the old company in 
approximately the amount asserted. 
re ly  upon the good w i l l  and help of Willauer to obtain 
these parts but that  is one purpose of t h i s  settlement. 

request on the telephone 

I real ize  we must 

Claims of Chinese Customs Department. 

Such claims have not been asserted and we cannot 
delay t h i s  settlement because of tha t  poss ib i l i ty .  W e  
must simply refuse t o  recognize any such claim at  this 
l a t e  date. 

Pesos Loan. 

proceeds of a loan of-1 Philippine pesos because 
we got the money. 
a claim against us f o r  repayment. 
by CATI, 

The accountants h e credited the se l le rs  with the 

On t h i s  basis, the lenders may asser t  
The money was borrowed 

Decision 

We are accepting the accountants' recommendation 
tha t  we credit  the se l le rs  with this amount. 
obtain an indemnity from CATI which has assets i n  this 
country of over t h i s  amount against the claim being 
asserted against us la ter ,  CATI has' l en t  twice t h i s  
amount, within the past year, t o  the bank whiah made 
the pesos loan, so this i s  a complete offset. 

We w i l l  

Youngman Loan, 

' When the a i r l i ne  was out of money, Youngman individually 
forwarded 71 t o  pay pi lots '  wages. 
money and have credited the se l le rs  with it. 
have repaid Youn&nan. 

We received t h i s  
The se l le rs  

Decision 

We wilJ. obtain a statement from Youngman that the 
loan has been paid. 
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H. 1 /Advance under 24 March Agreement, 

Decision 

Although there is language i n  the 10 July agreement 
holding the sellers accountable f o r  any excess i n  t h i s  
amount "over operating expensea,fl it is difficult t o  see 
how the sellers have any such liability. 

Our counsel agrees tha t  we are on too weak ground 
t o  assert t h i s  claim. 
of the purchase price. The waiving language is not 
adequate because obviously operating expenses exceeded 
this amount although the de f i c i t  ma,y not have. Our awn 
accountants think the de f i c i t  would exceed th i s  amount. 

The funds are declared to be part  

Decision 

The se l l e r s  admit t h i s  claim, 3f valid, would be a 
legitimate deduction, Mr. Houston has pointed out that 
there is an executive of I 
knows of CIA ownership of CAT and t ha t  therefore we can 
inform//that t h i s  claim, if valid, cannot be 
asserted against the present CAT but only against Willauer 
Trading Corporation. This solves our problem and therefore 

/in Mew York who 

we are not reserving anything agafnst t h i s  claim and 
Mr, Houston has undertaken t o  ~ut-on L ,  

notice as above,@ 
I 

*.See Note, page 18, . r', 
Security i 
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Sarvice Charge, 

We have performed certain services fo r  the old 
coqany. We have paid the salary  oftan old company 
p i lo t  who was in captivity when we took over and who 
is  still i n  captivity, Mr. Jacobs also thinks tha t  
we should allocate t o  the sellers par t  of t h e  cost of 
our audit. 

Decision 

We ~ e e  no basis for  any claim against the sellers 
on any of these grounds w i t h  the possible exception of 
a quantum meruit claim for services performed. We are 
offsett ing this ,  which includes the services of 
Mr. Brennan f o r  the next year, against any claim the  
se l le rs  might have against us f o r  the use we have been 
making with the i r  permission and without compensation 
of a f l e e t  of automobiles, a large amount of radio 
equipment, furniture, etc., in our Tokyo office and 
other property belonging to  CAT1 and CNAC. 

K. Franchise. 

Mr. Houston has pointed out t ha t  we have no formal 
agreement recognizing t h a t  the franchise under which 
CAT operates i s  held by Gen. Chennault and Mr, Willauer 
as agents fo r  t h i s  company. The sellers have suggested 
in the past  that  we should provide indemnification t o  
Gen, Chennault and Mr. Willauer against any l i a b i l i t i e s  
tha t  may be asserted against them as holders of the 
franchise. 

Decision 

Such indemnification would be proper and would 
constitute adequate consideration fo r  a trust or  agencg 
agreement which confirmed the beneficial in te res t  of 
the  company and the franchise. However, as practice 
has r a t i f i ed  the agency relationship, it was decided to  
do nothing now about this. 

Attached Tab B i s  the f i n a l  agreement made on the basis of 
the above with k, Corcoran of claims on open matters as of the 
date of purchase and arising out of the purchase contract. A l l  

. I  

.,,. , , ’ ,...... u:; . .._. . 
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open matters between the se l le rs  arid CAT and between CATI and CAT 
have now been f ina l ly  set t led on the basis of the considerations 
above and by agreement between Mr. Corcora, representing the 
sellers and CATI, and Mr. Wolf, Mr. Houston and W, Hedden, repre- 
senting the Agency, w i t h  the result that: 

A. We are t o  receive: 

1. An indemnity from CATI against any l i a b i l i t y  on t h e  
Pesos Loan. 

2, An indemnity from Youngman against any l i a b i l i t y  
t o  repay t h e l y o u n g m a n  advanced. 

30 To the extent t h a t  there be realized approximately 

above. There is t o  be no comeback if the amount 
realized is  less than- no matter how much 

of spare parts m d  by the Chinese Air P orce t o  the se l le rs  under the barter agreement 

u less. 

4. CAT i s  t o  have the r igh t  to use without compensation, 
f o r  so long 89 CATI can make t h i s  r igh t  available t o  
us, t he  motor pool, radio parts, communications equip- 
ment, furniture and real estate of CATI and CNAC 
now being used by CAT which is t o  be under no obliga- 
t ion for  past  use of such equipment. 

5, Key money, i f  aqy, received with respect to 
Gen. Chennault’s lease. 

6. The return of t h e r l p r o m i s s o r y  note issued 
under the purchase agreement. 

B. The se l l e r s  are t o  receive from us: 

1. A qui t  claim f o r  services we have rendered t o  the 
sellers in the ast, plus the r igh t  to  w e  
Mr. +]during the  ent i re  year 1952 i n  
supporting the Hong Kong operation of CATI. Durlng 
t h i s  time,l 
cover of I 
receive h is  salary from CAT. 

lis t o  be continued as under the 
/and is to 



.' 
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2. I Irepresenting the balance due according to 
the auditors' statement. 

representing the recognized part  of the 
3* I amco claim for overhauling engines which the 

auditors did not credit t o  the sellers i n  t he i r  
preliminary statement but which on the basie of 
fac ts  learned subsequently they indicated should 
probably have been credited. 

t o  compensate and dischakge all claims for  

quantum mruit claims fo r  the period from the ex- 
piration of the 1949 contract and unt i l  we started 
to pay for such flights. 

Key money, kf and when they can collect  it, on the  
houses rented b y p l a n d l  is t o  belong 
to the sellers. 

The recovery, if any, which they can obtain &om 
the insurance on the SS SACRAMENTO. 

4* P l y ing time under the 1949 contract including 

5. 

6.  

Stuart Hedden 

*Note: As an afterthought, I realize there is substantial evidence 
tha t  th i s  def ic i t  exceeded the subsidy because out of their  
f irst  installment of the purchase price, the sel lers  have 
p a i d r l  of l i a b i l i t i e s  which appeared on the 24 March 
balance shee and which it would have been proper f o r  them 
t o  satisfg out of the subsidy had there been any margin. 
These are the l i a b i l i t i e s  which are l i s t ed  in  the Youngman 
memorandum jn the f i l e  and which L. K. Taylor has refused. 
so far t o  allow as a charge against his share of the 
purchase price. 

- 




