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Without a broadening of national and world understanding of the
backdrop of U.S. - Iran relations, placing the current
controversy behind the President will probably be significantly
more difficult and time consuming. The absence of this approach
also plays into the hands of our adversaries and other nations
which would just as soon see the U.S. totally disengaged and out
of the Middle East. For them, Iran represents an excellent
beginning.

Shuster Antecdote

The story of W. Morgan Shuster cries out for use as a shining
example of the good faith that has existed historically between
the U.S and Iran (summary notes on Shuster's book "The Strangling
of Persia" attached at Tab II). During the years 1911-12 as
Treasurer — General of Persia (at the invitation of the Persian
Parliament), he made truly exemplary progress in organizing, for
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situation but it need not be referenced explicitly.

The similarities between some of the circumstances existing in
Persia 75 years ago and Iran today are quite striking,
particularly the circumstance of a radical minority suppressing
the aspirations of the majority of the Iranian people still
friendly to the United States. The President's demonstration of
sensitivity to this reality in Iran, together with the positive
bilateral sentiments aroused by the poignant story of Morgan
Shuster, could have an important impact on the internal dynamic
of Iran.

Highlights of Major U.S. Contributions to Iran

The President could also take maximum advantage of an overdue
opportunity to relate other examples of major U.S5. contributions
to Iran's well-being such as:

° President Truman's forceful rollback of the Soviet Union
from Nothern Iran in 1946--one of the only examples of a
major Soviet retreat in post-war history.

° Truman's and Eisenhower's efforts to revitalize the
post-war Iranian economy through Point Four Program
availability and other measures, and their strong support
for a dramatic increase in Iranian revenues from it's oil
sales.

° US support for Iranian modernization by five American
Presidents' over more than 30 years in the social,
economic, and security fields.

° The U.S. eradication of malaria that once infected 90% of
the Iranian population living on the coast of the Caspian
Sea and at least 30% of the remainder of the Iranian
population.
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°® Numerous U.S. constructed roads, dams, potable water
supplies, universities, petrochemical plants, oil
refineries, and other projects vital to Iran's economic
development.

° The fact that hundreds of thousands of Americans have
worked and lived harmoniously with the Iranian people
since the end of World War II.

Current and Future U.S. Policy Objectives

The President could take the high ground and express an "in
principle" willingness to restore mutually-beneficial commercial
ties and to put this troubled period of our bilateral relations
behind us if satisfactory conditions can be achieved. He could
communicate his deepening concern over the tragic mass
destruction resulting from the Iran-Irag war and urge concrete
movement toward peace with the help of the U.S and other
countries of the region. Finally, he could significantly advance
his efforts to persuade the American people that there genuinely
exists a reservoir of good will toward our country in the hearts
of most of the Iranian people-—the tapping of which demonstrates
visionary leadership.

After the President has succeeded in fleshing out the proper
historical context in which to view his Iranian policy through a
speech, the U.S. could be positioned for a bold next step. One
close-hold initiative, if deemed achievable, could potentially
help turn this controversy around for the President. It would be
to gain Iran's public support early next year for a parallel

U.S. position, such as an accelerated Soviet withdrawal from
Afghanistan.

Presently, the Soviets seem to be standing rather firm on a
minimum two year withdrawal timetable (reportedly down from three
years). The U.S., Pakistan, and other interested parties
probably want a maximum one year Soviet troop withdrawal, along
with other essential conditions for post-occupied Afghanistan.
Quietly persuading the Iranian government, perhaps through third
parties, to publicly support, for example, Pakistan's position
for accelerated withdrawal (which would happen to be identical to
the U.S. position), could later be publicly represented to the
world as "reaping the fruits" of the President's risk-taking and
labor for improved bilateral relations on one of the major issues
threatening world peace today.

Recommendation

There are always risks associated with an historical
retrospective of this kind, particularly involving the reaction
of Iran and possibly other countries. Although a theocratic
dictatorship, the one area in which the Iranian government
appears to exhibit a certain degree of moderation and pragmatism
is in the field of domestic and international economic policy.
For this and other reasons mentioned, there is probably less to
lose and more to gain for the President by taking a forward-
leaning policy approach of this kind. (Also attached at Tab II
is a recent letter to the editor, New York Times).
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Proposed Passage on U.S. - Iranian Relations for
Inclusion In Appropriate Presidential Speech

I'd like to talk a moment about our relations with Iran.
One of the most troubling aspects of the current public debate
about our policy of exploring avenues of greater cooperation with
Iran is the bitter feelings which seem to be harbored by
Americans toward the Iranian people. We are fully justified in
resenting deeply the actions of that small faction of radical
activists that for so long held our fellow Americans hostage.
Nevertheless, it is critical to remember that our relationship
with Iran did not begin in 1979 with Khomeini's overthrow of the
Shah. We cannot afford for our nation's memory to stop there.

For over thirty years, five American Presidents supported
Iran's modernization effort and Iran reciprocated with friendly
and stable relations with us. Without excusing serious
shortcomings of the Shah's government, he presided over a largely
progressive society. 1In contrast to this period, some in the
present leadership seem determined to hurl the country back into
social and economic darkness.

To gain a truer sense of the support we have traditionally
given to Iranian independence and economic development, we need
to turn the clock back even further to the beginning of this
century. One historical episode, perhaps better than any other,
demonstrates why I have sought and will continue to seek to
restore constructive U.S. - Iranian ties.

In 1911 a small band of courageous Americans led by
W. Morgan Shuster were invited to Tehran by the Parliament of
Persia—--the former name for Iran--to help organize the country's
shattered financial structure. Over a relatively short period,
Mr. Shuster and his colleagues made enormous strides on behalf of
Persia's new constitutional government. Serving as Treasurer -
General of Persia, he centralizied all financial record keeping
for the first time in the country's history and transformed chaos
into an orderly and disciplined process of collecting and
disbursing Persia's national income.



He championed the cause of the brave representatives of the
Persian parliament who at the time were strongly resisting the
heavy-handed tactics of Imperial Russia to undermine Persia's
independence and sovereignty. Morgan Shuster was subjected to
substantial ridicule from opponents of the constitutional
government, even assassination plots, but stood firm in active
support of the Persian nationalists and the fiercely patriotic
women of Persia. It was only through Russian military
intervention and the acquiescence of other nations with a
presence in Persia, that resulted in the destruction of Persia's
fledgling constitutional government and the expulsion of Mr.
Shuster. A London newspaper The Nation published an article in
December 1911 that described the situation this way:

"The plain fact is that Russia from the first has determined
to thwart Mr. Shuster, because he displayed an American
energy and fearlessness which would soon have made Persia
solvent and well-governed."

The United States over the years has directly participated
in the eradication of malaria that once infected 90% of the
Iranian population living on the coast of the Caspian Sea and
about 30% of the remainder of the Iranian population. Our
country has been directly involved in the design and construction
of universities, roads, dams, water supplies, petrochemical
plants, o0il refineries and many other projects for the public
good. The U.S. was also instrumental in supporting an increase
in Iranian o0il revenues from only about 25 million dollars in
1953 to some 500 million dollars just a few years later and
eventually to billions of dollars annually to help finance its
social and economic development. Hundreds of thousands of
Americans have lived and worked harmoniously in Iran since the
end of World War II--including some 60,000 Americans 1living in
Iran up to the time of the fall of the previous government.

Whether one reviews the era of Morgan Shuster's unflinching
commitment to the Persian people at the turn of the century; or
President Truman's successful policy of pressuring the Soviets
out of Northern Iran just after World War II; his and President
Eisenhower's efforts to revitalize the Iranian economy; or our
country's long-term support for Iranian modernization, one motive
is unmistakably clear. That is a sincere desire on the part of
the United States to stand side by side with the freedom-loving
people of this beleaguered and strategically-situated country and
to advance their prosperity and political stability. :

We now stand ready to take steps toward normalizing our
commercial relations with Iran and resuming mutually beneficial
undertakings if satisfactory accommodations can be achieved.



Meanwhile, we remain deeply concerned that Iran is rapidly
descending backward in time. It would be far better to channel
Iran's precious human and national resources, with the support of
other countries in the region, toward peace and the building of
a dynamic society which looks to the future.

My talk tonight can only provide a glimpse of the rich
tapestry of U.S. - Iranian relations over the decades.
Neverthless, it represents essential background in understanding
my actions designed to tap into an enduring reservoir of good
will toward our country that exists in the hearts of most of the
Iranian people. This statement is not a case of wishful
thinking. It is consistent with solid information reaching us.
We fervently wish for an end to the bloodshed and prolonged
suffering caused by the Iran - Irag war and to put the period of
our troubled bilateral relations behind us for the good of Iran
and the people of the region.
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SUMMARY NOTES ON "THE STRANGLING OF PERSIA"
by W. Morgan Shuster

Introduction
(63 pages)

1906 formation of Medjlis (Parliament)

° Muhammad Shah Qajar - supported the squandering of a $400
million British/Russia loan.

° 1907 Prime Minister was Atabak - corrupt - two more illegal
Russian loans taken. Atabak assassinated.

° 1907 Anglo-Russian Convention signed--represented de facto
commercial partitioning of the country (Russia in North and
Britain in South)

° Convention called for no infringement on the other sides
commercial concessions beyond a certain geographical
divider. Muhammad Ali Shah set out to destroy Medjlis.

° Troops commanded by Russians. People strongly defended the
constitution.

° Russian intervention threatened if corrupt Shah not
obeyed--British concurred.

° 1908--Teheran bombed - Medjlis surrounded by Russian
Cossacks. .

° Persian nationalists held out for 7-8 hours before being
crushed by Russians and their Persian supporters
(overwhelming odds)

Liakhoff (Russian) in effect, became dictator of Tehran.
American teacher named H.C. Baskerville called for "open
roads to provide provisions to the embattled Persian
nationalists. He was killed in 1909 leading Persian
defenders of the city of Tabriz. Russians occupied Tabriz
and did not leave.

° Muhammed Ali Shah abdicated and sought refuge with
Russians—-—-eventually went to Russia.

° Many Russian troops stationed in Northern Persia.

Persia was in financial chaos and heavily in debt.

° 1910 - Prince Mirza tried to overthrow constitutional
government, .

° British loan to Persia collapsed when Persian crown jewels
excluded as collateral at the last minute and without
explanation.

© 1910 - British ultimatum to Persia after complaining about
conditions of southern roads and trade routes. British
wanted to place Persian roads under their supervision and to
be funded out of Persian customs revenues, Persians went to
Germans for help but Potsdam Agreement of Nov. 1910 between
Russians and Germans further isolated Persia.

° Ex-Shah went to Europe--raised army--returned to Persia to
overthrow constitutional government.

° GSeveral assassinations of cabinet members followed.
Criminal elements sought refuge in Russian embassy.



Chagter I

1910 (Nov.-Dec.) - idea of US finance administrators
surfaced. Americans were perceived as free from European
influence. They were brought to Persia to reorganize the
chaotic conditions of Persia's finances. It was to be a
three year contract "to organize and conduct the collection
and disbursements of Persian revenues." Shuster was
selected to lead this group (no affiliation with U.S.
government) with 4 assistants.

Persians had "an abiding faith in American institutions and
business methods."

Russians tried to stop this Persian initiative—--first in
Medjlis and then with US State Department. Russians called
the idea of US finance administrators for Persia "unwise and
unkind." Britain was initially going to join Russian
opposition but in the end decided against it.

Medjlis approved invitation to Americans on February 2,
1911.

Shuster left for Persia in April 1911 with a total party of
16. Mr.F.S. Cairns was his principal assistant along with
Charles McCaskey, Bruce Dickey and others. They were
experienced men, thoroughly acquainted with organizational
problems and revenue work in undeveloped countries.

Shuster was housed in residence of former Prime Minister
Atabak called Atabak Park.

He commented that Americans "excited the interest and
affection of the Persian people."

Arbab Kaikhosro best friend of Americans in Persia.

Parsee. He was a nationalist and one of the deputies from
Tehran to second Medjlis.

A disinformation campaign was launched by opponents of the
Americans. The word was spread that they were Bahais, a
religious sect disliked by Muhammadans.,

First "intrigue" against Shuster launched by the Belgian
chief of customs Monsieur Mornard who tried to subordinate
Shuster to his office.

As a result of swift action - the control of all Persian
revenues was placed under the Treasurer-General (Shuster ]
new post) by the Medjlis.

Shuster deliberately avoided visiting foreign legations and
conforming to other aspects of protocol because he viewed
himself as part of the Persian government. The Persian
Cabinet agreed with this approach. The Persian people were
delighted that there was a "faranghi" amoung them that
didn't take orders from or pay homage to foreign legations.
The Americans "refused to become mere tools of alien
political interests" (p. 31)

During Shuster's eight month stay in Tehran, the British
Minister was Sir George Barclay and the Russian Minister was
Mr. Poklewski.

Shuster's first flnanc1al questlon was the salt tax. There
was a $5.70 tax per 600 lbs. of Persian salt mined within
the country. There was a customs tax on imported salt of 9
for the same quantity. No increase in the import tax could
be imposed under customs regulations. Persian governméent
only recieved $37,000 in tax revenues from salt imports
‘which covered only "the expenses of collection” Shuster
abolished the law.



Chapter II

o

Many believed that Americans would eventually capitulate to
the clique of reactionary Persian officials who were, for
the most part, European-educated despots that sided with the
Russians against their own people.

Persian Medjlis or National Parliament represented the
progressive movement of the people of Persia. According to
Shuster, the body was the "symbol of Persian nationalism and

*liberty."

Good description of foreign community on page 37.

Shuster found finances of Persia in total shambles. No
national budget existed. -

The Persian army claimed half of Persia's total annual
revenues., Shuster described the Persian military as a
"mythical corps worthy to take rank with gnomes who
disturbed the slumber of Rip Van Winkle or with that most
elusive of human conceptions, the "Golden Fleece". (p. 42)
When Shuster took over, Persia's bank balances and cash
belonging to the public treasury was a minus $400,000. At
the same time he was urged to pay out $700,000 to prevent
the disintegration of the government.

Shuster was in charge of the "entire finances, both
collections and disbursements of the Persian empire.”

There were 80 deputies in the Med]jlis representing various
provinces and districts. The Cabinet was comprised of seven
members nominated by the Regent. The Cabinet could be
deposed by a vote of the Medjlis.

Chapter ITII

[o]

On June 13, 1911 the Persian government established a
central organization-—-the office of the Treasurer-General--
charged with the collection and disbursement of all revenues
and government receipts from whatever source derived.
Shuster was also responsible for authorizing all payments on

.behalf of the Persian government.

Previous to the June 13 law, ministeries had been spending,
without supervision, all funds they collected. The
government didn't know how much revenues they had, how they
were derived or where they went.

Russians objected to the new law. Argued that Belgian
customs office should not report to an American Treasurer-
General. Threatened that Russian troops would seize customs
houses in Northern Persia.

Russia, Germany, France, Italy, Austria-Hungary were against
the June 13 law establishing the role of Treasurer-General;
UK, the Netherlands, Turkey, and the US did not object.
Shuster next formed a Treasury gendarmerie to assist the
collection of the nation's revenues.

Russians with British concurrence vetoed Shuster's choice to
head the new Treasury gendarmerie, Major Stokes, as a way of



humiliating the Persian government under the terms of the
1907 Anglo-Russian Convention. The 1907 convention provided
no authority to take such a step. The formulation used by
the Russians was "the spirit of the Convention" so that
anything could be interpreted as being authorized.

The ex-Shah Muhammad Ali Mirza landed in Persia on a Russian
vessel and with Russia's full logistical support. This
occurred despite the Protocol of 1909 in which Russia
explicity undertook to prevent any such "intrigues".

Chapter IV
° Medjlis responded by declaring a state of seige.
°® There was no Persian army--only about 1800 gendarmes/police.
° Persian government began to erode under Russian pressure.
[o]

Ephraim Khan was the leader of the group of men who stood to
fight for the constitution.

Shuster recommended that Regent proclaim that ex~-Shah and
his two brothers (who had taken up arms against the
government) be declared outlaws and that large rewards be
offered for their capture dead or alive. The Regent agreed
and offered $90,000 for the ex—-Shah and $22,500 for each of
his brothers.

Hasayn Kali Khan, Nawals, Minister of Foreign Affairs
distinguished himself during the state of seige until he was
forced out by the Russian and British legations.

Russians offered a Persia "protection and good will"™ if he
would shoot or poison Shuster for "balking Russia's plans in
Persia". (p. 100)

Shuster stored many of the arms and ammunition to defend
Tehran in the cellar of his residence, Atabak Park.
Permitting ex—-Shah to escape from Odessa, cross Russia,
travel on a Russian steamer across Caspian to land on
Persian territory was in clear contravention of Article XI
of Protocol of September 1909.

Russia wanted a law passed that would permit them to arrest
"any illegal Russian subject." They decided that "illegal
Russian subjects"™ meant any men fighting on the side of the
government against the ex-Shah.

Russia tried to bribe Shuster to be passive until ex-Shah
was back in power. He would be allowed to maintain his
present position with Russian support. Their hope was to
hurry the Persian government into "bankrupcy and ruin.,"
Shuster rejected the offer.

British told Shuster he was responsible for policing the
southern trade routes by Treasury gendarmerie.



Chagtér v

o

Capture and execution of ex-Shah's top general
Arshadu'd-Dawla was regarded as the death blow to the
ex—-Shah's chances of capturing Tehran.

ex-Shah's brother, Prince Shalaru'd-Dawla was the only
remaining force operating in the District of Hamadan. He
too was soon defeated. Ephraim Khan was credited with the
victory.

By this time, Shuster felt that the loss of Major Stokes
services and the blocking of permanent improvements and
revenue~-producing projects to be funded by a proposed 4
million pound (sterling) loan bad largely nullified his
hopes of continuing constructive financial work on behalf of
Persia.

Shuster went public on the Russian/British collusion to
block any financial reforms and general progress in Persia
in both the London Times and Reuters News Agency. The Times
of October 19, 1911 characterized Shuster's comments as
"unjust and unfounded.”

Shuster called the Times "a semi-official organ of the
British Foreign Office."

Shuster later published an open letter in the Times after
receiving the concurrence of prominent Persian nationalists
and Cabinet officials.

Chapter VI

o

By the end of October 1911 the Russians and British were
landing and sending troops respectively.

On November 2 there was an incident (pretext). The Russian
Minister verbally demanded that the Persian government
immediately withdraw Treasury gendarmes from the residence
of Shuau's=-Saltana and that Cossacks be placed in charge.
When the Russian ultimatum was rejected, they broke off
diplomatic relations and sent 4,000 Russian troops from the
Caucasus to Persia.

When this happened, Persian Cabinet relented under Russian
pressure and, at the urging of Britain, accepted the
demands.

Russians were looking for a pretext for continuing to occupy
Northern Persia. Britain assured the Persian government
that apology to Russia would result in the withdrawal of
Russian troops in the North.

Instead, a second Russian ultimatum was immediately
delivered providing a 48-hour response time for the Persian
government.

The terms of the second Russian ultimatum of Nov. 29, 1911
were as follows: 1) dismissal of Shuster and LeCoffre
(assigned to Northern Persia); 2) agreement by the Persian
government not to retain the services of foreign subjects
without first obtaining consent of Russian/British
legations; 3) payment by the Persian government of indemnity
to defray expenses of "persistent dispatch of troops to
Persia."

If the terms of the ultimatum were not met in 48 hours,
Russian troops would advance and thereby increase the
"indemnity" to be paid by Persia to Russia.



Chapter VII

[~]

Acceptance of the ultimatum by Persia would have been
tantamount to abdicating the countrys' sovereighty to Russia
and Britain. '

Sir Edward Grey, the British Minister, agreed with the terms
of the Russian ultimatum with the exception of the paying of
an indemnity which might cripple Persia's ability to pay for
a force to protect the southern trade routes.

British accused Shuster of seeking to “"set the clock back"
in Persia and that he must go.

Shortage of bread became a crisis for the Persian government
at this time due to a poor harvest in Northern Persia
resulting from drought and the disruption by the ex-Shah's
military adventures.

Reactionary Persian grandees established a grain embargo to
enrich themselves and embarass the constitutional
government.

Persian Parliament was in serious disarray--only Ephraim
kept the peace through the police and gendarmes. Assassina-
tions occurred designed to impede the constitutional
government.

Britain was preoccuppied with the Moroccan affair which left
Russia free to pursue it's plan to absorb Persia and
establish a naval base on the Persian gulf.

During turmoil, Persian government split into two factions.
The Cabinet under Samsamu's-Saltana {(along with the Regent)
versus the deputies of the Medjlis who believed themselves
to be the protectors of the sovereignty of the Persian
people.

The Persian Cabinet with a throw-up—-the hands attitude

was willing to accept the second Russian ultimatum.

On December 1, 1911 the Cabinet proceeded to seek the
approval of the Medjlis for accepting the ultimatum and
hence decide the destiny of Persian nation. The deputies of
the Medjlis (76 doctors, merchants, princes, priests, etc.)
listened to the Cabinet. One priest arose and said "It may
be the will of Allah that our liberty and our sovereignty
shall be taken from us by force, but let as not sign them
away with our own hands”

The Medjlis unanimously decided to reject the Russian
ultimatum and the Cabinet was, consistent with the
constitution, disbanded as a legal entity.

Russian troops kept pouring into Persia. After the vote in
the Medjlis both British and Russian goods were boycotted by
Islamic priests.

British flow of supplies and food suffered in the south.
Notes from the Imperial Bank of Persia (British owned) were
viewed as "unclean" and were turned into the bank for
redemption in government-printed coins.

A plot to blow up Morgan Shuster was foiled and he was
offered physical protection from that point forward by
Persian nationalists.



Russian troops in the north now numbered 12,000 versus 1100
Treasury gendarmes instructed by four "brave and skillful
Americans"

Shuster's advice was solicited concerning what to do.
Resistance would mean 50,000 Cossacks would pour in by
Spring and crush any spark of Persian liberty.

Under these extreme circumstances, Shuster yielded to the
idea of only passive resistance to Russian demands.

Women of Persia did much to keep the spirit of liberty
alive, having been oppressed both socially and politically.
They were eager to encourage expanded constitutional
government and desired the absorption of Western politiecal,
social, and commercial codes.

Tribute to courageous Persian women, pp. 192-93,.

When it was uncertain whether or not the Medjlis would stand
firm in resisting the Russian ultimatum (i.e., secret
conclave of deputies had initially decided to yield to the
Russian demands), Persian women took action. Over 300 women
went to the Medjlis, many armed with pistols under their
skirts or in the folds of sleeves. They brandished their
revolvers and tore aside veils. The women told the leaders
of the Medjlis that they would kill their own husbands and
sons inside and leave behind their bodies if the deputies
wavered in their determination to uphold the liberty and
dignity and the Persian people and nation.

Even though the Medjlis was destroyed a week or two later by

a coup d'etat executed by Russian "hirelings...it passed out
of being, stainless of having sold its countrys'
birthright." '

On December 24, 1911, deposed Cabinet members (with Russian
support) staged a coup against the Medjlis. All deputies
and employees were forced from the grounds of the Persian
Parliament and threatened with death if they returned. A
directoire of seven leaders was created under the protection
of the Russians and Bakhtiyari tribesmen.

The coup was described as a "sordid ending to a gallant
struggle for liberty and enlightment.”

After the coup, Shuster counseled "temperance, moderation,
and stern self-restraint.”

Good summary on p. 204

Chapter VIII

]

Cabinet of Premier Samsanu's-Saltana had turned against
Shuster on December 1 after having resolved to accept the
second Russian ultimatum. This group wanted Shuster to
resign making it unncessary for them to obtain the consent
of the Medjlis. Shuster correctly viewed himself as an

"employee of the Medjlis which insisted during this period

that he remain.



The Premier and Bakhtiyari chieftains had a rapprochement
with the Russian legation.

Russians spent 150,000 rubles on bread supplies after the
Medjlis rejection of their ultimatum to make it appear that
shortages were the fault of that body. It was also designed
to try to help garner the support of the Persian people.
Hostile Bakhtiyari Khans plotted to attack Shuster's
residence, burn records, and remove the American. Shuster
stationed 150 of his Treasury gendarmes. and thwarted the
attack.

Le Coffre, who was hired by Shuster, had been sent to Tabriz
to investigate the gross defrauding of revenues that had
been occurring for some time. Despite revenues in Tabriz of
1,000,000 tumans, not a cent had been collected for the
government. The Russian's demand that LeCoffre be removed
helped secure Azarbayjan. The corrupt tax collector of that
region was associated with two important Ministers,
Wuthugu'd-Dawla and Ghavamu's Saltana. These Ministers
later signed the order for Shuster's dismissal along with
others.

Cabinet had tried to buy Shuster's resignation with the
"order of the Lion and the Sun" reserved for potentates,
along with diamond-studded swords, etc.

At the time of Shuster's resignation he had 14 American
assistants.

Russian troops in Tabriz began to massacre the inhabitants
on about December 20, 1911. From that point forward, those
viewed as "constitutionalists" were summarily hung or shot.
Vivid description of Russian brutality pp. 220-221.

At the same time as the fighting in Tabriz, Russian troops
shot Persian police and many inhabitants in Resht and Enzeli
without provocation.

The British, who had given Persia assurances that Russian
troops would withdraw after Russian ultimatum was accepted,
belatedly realized that these incidents were being used to
"make the retention of the troops advisable."

Mr. Cairns was the designated successor to Shuster but the
Russians and British insisted on the corrupt Monsieur
Mornard, the Belgian custom's chief.

On January 7 the post of Treasurer-General was turned over
to Mr. Cairns.

A decree by the Regent supported by Persian Cabinet
eventually placed Monsieur Mornard in charge and the
American presence in Persia was effectively ended. Shuster
was summoned for the last time to receive the thanks of the
young Shah and the Regent.

Shuster left Tehran on January 11, 1912 for Enzeli. He had
been in Persia a total of eight months (May 12, 1911-Jan.
11, 1912).



Chapter IX

o]

The remainder of Shuster book primarily consists of further
reflections on his period in Persia.

Shuster commented, "I believe that there has never been in
the history of the world an instance where a people changed
suddenly from an absolute monarchy to a constitutional or
representative form of government and at once succeeded in
displaying a high standard of political wisdom and knowledge
of legislative procedure." (p. 240)

Shuster: "Nearly all (members of the Medjlis) believed that
the salvation of their country depended upon their efforts
to place the constitutional government upon a firm and
lasting basis, and that by such means alone would they be
able to restore peace, order, and prosperity, and check both
the sale of their country to foreigners and future political
encroachments of Russia and England." (p. 241)

Shuster: "The Medjlis was the only permanent check in the
governmental fabric on the reactionary tendencies of numbers
of the grandees and cabinet officials, as well as on
corruption among many Persian officials of all ranks."
Shuster: "The Persian people refused to acguiesce in the
coup d'etat which snuffed out the Medjlis because they
recognized that with it went their liberties, their rights,
their nationality and their future as an independent state"

(p. 242)

° Shuster: "The Persians were anxious to adopt wholesale the
political, ethical and business codes of the most modern and
progressive nations." (p. 245)

Chapter X

o]

This chapter contained more of Shuster's retrospective views
on Persia's situation as of April 1912.

Shuster: "Since when has 'lack of tact' by an officer in
one government given another nation the right to send 18,000
troops into friendly territory to massacre peaceful
inhabitants, to shoot down, torture, blow from guns and hang
non-combatants, and to destroy by force the established
forms of a friendly sovereign nation" (p. 251)

Shuster: "Can any self-respecting nation have a treaty with
or join a peace conference at the invitation of a government
like that of Russia?"

Russo-Japanese war left Russia weak and in need of money.
The policy of Britain was to strengthen Russia and "to pour
London capital into St. Petersburg"

Germany was growing stronger and the Anglo-French entente
was not deemed a sufficient barrier to German ambitions and
hostility. The idea was one of "drawing a circle around
Germany"--and hence the creation of the so-called Triple
Entente.



Britain did nothing upon Russia's open violation of the
Anglo-Russian Convention of 1907 thereby showing itself to
be empty of even good faith due to a "craven dread the
Liberal Government stood of Germany."

The Potsdam Agreement of 1910 sealed Persia's fate when
Russian became secure in the knowledge of Germany's
support. This development, in effect, scrapped the 1907
Anglo-Russian Convention. Russia's actions were designed to
"save Edward Grey's face" before the British public.
Shuster: "Russia is now (April 30, 1912) the sovereign
power of Persia. She is the practical and effective ruler
of the country. The whole of Persia is today as satrapy."”
Shuster published the semi-official.correspondence between
the Russian and British ministers and himself concerning the
incident with Major Stokes, the proposed loan of 4 million
pounds, and the payments for the arms sold to Persia by
Russia for the Russian cossak brigade.

Shuster, with the support of the Medijlis, did nothing to
recognize the existence of a sphere of influence within
Persia. His refusal to do so was the real source of
Russia's opposition to his work.

Chapter XTI

o

As soon as law of June 13, 1911 was passed, Shuster
endeavored to create a "respect for law" among both
foreigners and Persians. There was already respect for
power, influence, prestige and courage—--but none for the
law as being the embodiment of the rights of the public.

(p. 297)
Shuster: "Persia has suffered in many ways from the
foreigners during the past thirty years. Her hands have

been tied by treaties and stipulations, by locan contracts,
concessions and agreements, all signed by vicious and
selfish rulers or ministers, that they might indulge in
debauches abroad at the expense of their people and their
national safety. Russia has been a constant panderer to the
vices of the Shahs, plying the drunkard with rum that he
might sign away his birthright. Concession after concession
has been exacted by foreign interests until the resources of
the whole country are so tied up that the government itself
cannot develop them to any extent.”

Shuster: "No check of the American Treasurer-General was
ever refused payment, and the Persians on learning this,
actually kept Treasury checks instead of bank notes, whereas
any former order or obligation of the Persian government has
been cashed or passed off, even at a discount, without an
instants delay. In the Treasury under our charge was the
only set of central books the Persian government had ever
known." (p. 317)



Chapter XII

[+]

Shuster: "But one of the lessons to be learned by the
overthrow of Persia is the civilizied world has far to
travel before it may rise up and call itself blessed. The
Persian people, fighting for a chance to live and govern
themselves instead of remaining the serfs of wholly
heartless and corrupt rulers, deserved better of fate than
to be forced, as now, either to sink back into an even worse
serfdom or to be hunted down and murdered as 'revolutionary
dregs.'" (p.333)

Shuster: "Persia's sole chance for self-redemption lay with
the reform of her broke finances...The Persians' -themselves
realized this, and with the exception of the corrupt
grandees and dishonest public servants, all desired that we
should succeed. Russia became aware of this feeling, and
unwittingly paid us the compliment of fearing that we would
succeed in our task. That she never intended to allow; the
rest of the controversy was detail." (p. 334)

Appendix

o]

Letter of Shuster to London Times of October 21, 1911 (pp.
358-71)

First article in the British newspaper The Nation entitled
"The Lost Independence of Persia" dated December 2, 1911
(pp. 406-409)

Article described grounds of dispute between Shuster and
Russian government: 1) began with attempt by Russia to veto
his (Shuster's) demand as Treasurer-General that customs
payments should pass through his hands; 2) next phase was an
effort to prevent him from increasing Persian revenues from
direct taxation by the shielding of Russian proteges, the
Persian grandees, which had heretofore evaded their tax
obligations; 3) then came the veto of the appointment of an
Englishman, Major Stokes, (who was versed in the Persian
language) to a post under the Treasurer-General in Northern
Persia; 4) next the Shuau's-Saltana incident where, without
justification, the Russians interfered with sending Persian
gendarmes to serve a warrant on a Persian subject who was in
its debt. The incident eventually led to Russian invasion.
The Nation article: "But if a little country may be invaded
by a great power because a foreign official in it's service
has ventured to write a reasoned and temperate letter to the
Times in reply to editorial attacks of semi-official British
and Russian newspapers, we must reverse all our conceptions
of international intercourse" (p. 408)

The Nation article: "The plain fact is that Russia from the
first has determined to thwart Mr. Shuster, because he
displayed an American energy and fearlessness, which would
soon have made Persia solvent and well governed" (p. 408)




. The Nation article: ™"The episode ends in a formal
presentation at a bayonet's point of a Russian demand, which
Sir Edward Grey justified in his speech on Tuesday, for the
recognition of a Russian right to put her veto on the
employment of foreigners in Persia. With that claim, the
powers have formally torn up their guarantees of Persian
independence. The usual loan to pay the usual indemnity for
the Russian invasion will be the next step, and, with the
installation of a foreign official supervisor subservient to
Russia, her dictatorship in Tehran will be finally
established”

The Nation article: "When we are driven to pay so high a
price as Persia to secure the bare neutrality of Russia, it -
is evide-* that our star is not in the ascendant.” (p. 409)
A second article was published on December 9, 1911 in The
Nation entitled "The Persian Supplicant" which was a strong
attack on British acquiescence to the second Russian
ultimatum to Persia.

The second article of The Nation: "He (Sir Edward Grey) can
demand the withdrawal from Persian soil by a fixed dated,
not merely of the new (Russian) forces, but also of the
garrisons' permanently settled at Tabriz and other centers.
He can declare that the invasion is a breach of the whole
spirit of the Convention. The mere intimation by private
diplomatic channels of an intention to take this course
would probably suffice"

The epilogue is that Britain did none of these things and
instead stood aside.
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The Honorable Daniel K. Inouye

Chairman

Select Committee on Secret Military Assistance
to Iran and the Nicaraguan Opposition

United States Senate

Washington, D.C. 20510

Dear Dan:

Pursuant to Senate Resolution 23, transmitted herewith
is the report prepared by the Select Committee on Intelligence
summarizing the results of our preliminary inquiry into the
sale of arms to Iran and the possible diversion of funds to
the Contras. In accordance with the terms of Senate Resolution
23, the report describes in narrative form information which
the Committee was able to learn during the course of its
study and identifies areas of inquiry that the Committee
believes should be among those pursued by the Special
Commi ttee.

In transmitting this report to your Committee, we would
like to share briefly with you the limited objectives of the
Committee, a sense of how the Intelligence Committee conducted
the inquiry upon which the report is based, and where we stand
in terms of gathering relevant information.

At the outset, it should be emphasized that the study by
the Intelligence Committee was necessarily limited, both in
scope and in time. It was never the goal or the mandate of the
Intelligence Committee during this initial phase to conduct a
definitive investigation into this complex matter. Rather, the
Intelligence Committee undertook its inquiry pursuant to its
responsibility for oversight of the nation's intelligence ;
activities. Furthermore, we sought to gather as much information
as possible while recollections were fresh and to collect in
one place as many documents as possible that would be pertinent
to any future comprehensive investigation. In addition, it was
our hope that this preliminary work would help the new Committee
to accomplish its task more quickly insofar as some of the
groundwork would have been done. The Intelligence Commi ttee,
we believe, succeeded in accomplishing this goal.

For all intents :n{ purposes, the Committee commenced its
inquity on December ! »v issuing subpoenas to 15 individuals
and entities, as wel! 1s 1 series of invitations to appear,

and concluded the irf - rmation gathering process on December 18.
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During this period, the Committee received testimony from
36 witnesses and received thousands of pages of documents.
While it was impossible to include all details of documents
and all information received because of constraints of

time and resources, nonetheless, the complete record of
information received, including any additional data which
was received after December 18, is herewith transmitted to
the Special Committee in addition to our report.

While documents and testimony received by the Committee
during the course of its study of this matter were voluminous,
the work of our Committee was only preliminary in nature for
a number of reasons related primarily to the time constraints
described above. First, a number of potentially useful
witnesses could not be called by the Committee or were out
of the country and therefore unable to testify. Secondly,
while a total of 36 witnesses appeared before the Committee,
such key witnesses as Admiral John Poindexter, Lieutenant
Colonel Oliver North, Retired Major General Richard Secord,
Retired Colonel Robert Dutton, and Colonel Robert Earl
asserted their constitutinnal rights and declined to testify.
Director of Central Intelligence William Casey appeared
before the Committee just before this inquiry was commenced
and before the full scope of the situation was known by the
public or by the Commirtee, and prior to his unfortunate
illness. Accordingly, his testimony was general in nature
and was not under oath. Third, because of the pressure of
time, the witnesses that appeared before the Committee did
so without the benefit of prior interviews. Obviously, from
an investigative standpoint, this precluded a comprehensive
examination. And, when the witnesses did testify, consistent
with the Committee's objectives, the questioning was geared
toward information gathering purposes rather than toward
prosecution and confrontition. Fourth, except in two
instances, witnesses were not rtecalled to be questioned
regarding information icauirad by the Committee subsequent

to their initial appeasrance. Any such information or
documents, of course, - included in this transmittal

to the new Special “rumicztee. Fifth, again consistent

with the Committee's .~frration gathering purposes, subpoenas
were narrowly drawn. ‘rsequently, there may still be
documents that we hive ~or nbtained that would be helpful

to you. And, whilw "~ :-37f "as reviewed the vast majority
of documents that we-- - i sed by the Com~ittee, including

all documents receiv- © - - - .ulic sources, time constraints
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have prevented a detailed analysis of all documents from
private sources. Finally, as noted above, new information
has come to light since the close of the fact finding

period with respect to which the Committee could not follow
up if it was to complete this report to the new Special
Committee. This includes information both reported in the
media and contained in documents that are still being
delivered to the Intelligence Committee in response to our
subpoenas. It was felt that since the new Special Committee
has now been charged with overall responsibility for the
investigation, this information should simply be transmitted
to the new Committee rather than subjecting it to analysis
by the Intelligence Committee.

As noted above, the Committee heard testimony from 36
witnesses and gathered thousands of pages of documents from
both public and private sources. When witnesses testified
before us, they did so behind closed doors and before only
Senators and limited Committee staff. The Committee was
careful to sequester witnesses as a precaution against
coordinated or otherwise compromised testimony. Again, our
goal was to preserve the record for any future investigation.

With respect to the report itself, we have attempted to
set forth information received by the Committee in an objective
manner, without evaluation. We believe that this is necessary
“because any conclusions based upon such inherently limited
fact finding would be necessarily premature. Therefore, the
report seeks solely to be an accurate and fair representation
of the information which has been presented to us. We have
tried to indicate where there are discrepancies in testimony
about specific events or decisions and where there are gaps
in the information that we have learned. Indeed, it is
evident that this preliminary inquiry cannot provide a final
resolution to the fundamental questions facing the new
Special Committee.

Because so much attention has been given to earlier
staff drafts of reports which were not approved by the
Intelligence Committee, we would like to touch briefly on
why this report has been adopted by the Committee. First,
the Committee believes that its report should be primarily
a summary of the informatinn that we hive zathered and that it
could not appropriateiv reach conclus.sns or findings because
of its preliminary nature, other than to note discrepancies
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and gaps and to identify areas of inquiry which might
merit future consideration by your Committee. We believe
that this report accomplishes that goal.

Secondly, since January 6, the testimony of a dozen
witnesses has been transcribed and made available for
preparation of this report and thousands of pages of
documents which had not been previously indexed and reviewed,
have now been analyzed. While much of this information
does not dramatically change the thrust of the report,
some of the information is clearly useful. 1If some of the
documents which were in our possession had not been reviewed
and analyzed before the issuance of a report, such an
omission could have adversely affected the credibility
of the Committee's work.

What we are presenting to you is, as we indicated,
still necessarily incomplete. We believe, however, that it
is as complete and consistent as it can be based upon the
information made available to us. This report describes the
essence of much of the documents and testimony that we have
gathered, and it is our hope and belief that the report, .
along with the documents and testimony transmitted herewith,
will provide a useful tool to your Committee staff as you
begin your work.

We look forward to working with you in this vital
endeavor to determine all the facts regarding this matter and
the implications for our national security and our foreign
policy decision making process. If the Members or the staff
of the Senate Select Committee on Intelligence can be of any
asgsistance to you in the upcoming weeks and months, please do

‘not hesitate to call upon us.

Sincerely,

e

id L. Boren
Chairman

am S. Cohen
22 Chairman

~l 2
U
[
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INTRODUCTION

In response to public and private reports and in accordance
with its responsibility for oversight of the nation’s
intelligence activities, the Senate Select Committee on
Intelligence on December 1, 1986 undertook a preliminary inquiry
into the sale of arms to Iran and possible diversion of funds to
the Contras. It was not the goal of the Committee to conduct a
definitive investigation into this complex matter. Rather, the
Committee sought only to gather as much information as possible
while recollections were fresh and to collect in one place as
many relevant documents as possible.

Accordingly, two objectives were served: first, the
Committee learned a great deal of information that will be
extremely useful in the future as the Committee continues to
perform its intelligence oversight function; and, secondly,
testimony and documents have been preserved that the Committee
hopes will contribute to the Select Committee on Secret Military
Assistance to Iran and the Nicaraguan Opposition as it performs
its investigative function. As a result, the Select Committee
should be able to save time by moving more rapidly through the
preliminary stages of its investigation and thereby get the facts
to the American public that much sooner.

Consistent with these twin objectives, and pursuant to
Senate Resolution 23 (100th Congress), this report is in two
parts: first, Section I summarizes in narrative form the
information given to the Committee during the course of its
inquiry which the Committee believes is materially relevant to
the mandate of Senate Resolution 23. Since the fact finding of
the Committee encompassed only 18 days, this narrative is
necessarily incomplete and thus endeavors only to provide a
general chronological framework of events derived from the
documents and testimony received by the Committee. Secondly,
again consistent with Senate Resolution 23, Section II sets forth
certain unresolved questions and issues that the Committee
recommends be pursued by the Select Committee.



THE IRAN INITIATIVE

Origins »

The Committee’s inquiry suggests that the Iran initiative
originated as a result of the confluence of several factors
including:

A reappraisal of U.S. policy toward Iran by the
National Security Council, beginning in late 1984,
with special emphasis on building a constructive
relationship with moderate elements in Iran;

- Deep concern at the highest level of the U.S. Government
over the plight of American citizens held hostage in
Lebanon; :

- Israel’s strong and continuing interest in furthering
contacts with Iran;

- Efforts on the part of private parties, including

international arms dealers and others.

Reappraisal of U.S. Policies

The formal reappraisal of U.S. policy toward Iran began in
late 1984 when the National Security Council issued a National
Security Study Directive (NSSD). An NSC official involved in the
policy review testified that he was disappvinted with the
bureaucracy’s lack of imagination in responding to this study
directive and with the absence of any recommendation for change
in policy.

In May 1985, the CIA National Intelligence Officer for the
Middle East prepared a five-page memo which went to the NSC and
the state Department, arguing for a change in U.S. policy that
would seek a more constructive relationship with Iranian leaders
interested in improved ties with the West. The memo argued in
part that the U.S. could permit allies to sell arms to Iran as
one of the alternative means of establishing Western influence so
as to offset growing Soviet inroads in Iran. Apparently using
the arguments in this memo two members of the NSC staff then
prepared a draft National Security Decision Directive (NSDD)
which proposed a departure in U.S. policy toward Iran.
Describing the Iranian political environment as increasingly
unstable and threatened by Soviet regional aims, the draft NSDD
stated that the U.S. is compelled to undertake a range of short
and long term initiatives to include the provision of selected
military equipment to increase Western leverage with Iran and
minimize Soviet influence.

National Security Adviser Robert McFarlane transmitted the
draft NSDD on June 17, 1985 to Secretaries Shultz and Weinberger
for their comment. State Department logs and Secretary Shultz’s
testimony indicate that he responded in writing on 29 June that
the proposed policy was "perverse" and "contrary to our own
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interests." Weinberger made the following comment in the margin
of the draft, "This is almost too absurd to comment on."
According to Weinberger’s testimony and that of Assistant
Secretary of Defense Armitage, Weinberger responded in writing
opposing such sales.

The Hostage Factor

Testimony by several senior Administration witnesses
indicate that during 1985, the Administration was occupied on a
regular basis with matters relating to terrorism and the state of
U.S. hostages. 1In particular, documents and testimony reflect a
deep personal concern on the part of the President for the
welfare of U.S. hostages both in the early stages of the
initiative and throughout the program. The hostages included
William Buckley, a U.S. official in Lebanon. Information was
received that in late 1985 the Syrians informed Ambassador Vernon
Walters that Buckley’s Iranian captors had tortured and killed
him. The reports indicate that this information was conveyed to
Vice President Bush who found it very distressing. The
possibility of the release of U.S. hostages was brought up
repeatedly in conjunction with discussion of the program.

Israeli Interests

According to documents and testimony received by the
Committee, Israel had a strong interest in promoting contacts
with Iran and reportedly had permitted arms transfers to Iran as
a means of furthering their interests. A series of intelligence
studies written in 1984 and 1985 described Israeli interests in
Iran. These studies also reported Israeli shipments of non-U.S.
arms to Iran as well as the use of Israeli middlemen as early as
1982 to arrange private deals involving U.S. arms. In an
interview with the Chairman and Vice Chairman of the Committee on
‘November 21, 1986, National Security Adviser John Poindexter
described Israel’s interests in much the same terms.

McFarlane testified that he was never informed by CIA that
Isgael had been engaged in such activities during 1981-85. 1In
fact, McFarlane, prompted by news accounts of such activity on
the part of Israel, asked the CIA -- and the DCI specifically --
several times whether the news reports were true. He was told
they were not. McFarlane testified that if he had known that the
Israelis had previously shipped arms to Iran it would have made
him less responsive to later Israeli proposals to resume
shipments. However, in his first cable to Shultz in the matter,
he stated that it was obvious to him the Israeli channel into
Iran had existed for some time. One of the NSC staffers who
drafted the NSDD testified that he was aware of allegations that
Israel was selling arms to Iran but discounted such reports
because he believed they failed to offer conclusive evidence and
because Prime Minister Peres had assured the U.S. that there was
no such trade.



Private Parties

Documents and testimony indicate that Adnan Khashoggi and
other international arms dealers, including Manucher Ghorbanifar,
were interested in bringing the U.S. into an arms relationship
with Iran, and had discussed this at a series of meetings
beginning in the summer of 1984 and continuing into early 1985.
These discussions reportedly included the idea of an "arms for
hostages" deal in part as a means of establishing each country’s
bona fides. Khashoggi reportedly met with various leaders in the
Middle East to discuss policy toward Iran during this same
period.

In July 1985 Khashoggi sent McFarlane a lengthy paper he had
written dealing with the political situation in Iran. McFarlane
testified that he did not recall seeing these papers, but
indicated the existence of prior "think pieces" Khashoggi had
sent him on the Middle East. A staff member of the NSC testified
that McFarlane gave the Khashoggi paper to another NSC staffer.
Michael Ledeen, a professor at Georgetown University, and a
part-time NSC consultant beginning in February 1985, appears to
have played a key role in the initial contacts between the U.S.
and Israel vis-a-vis Iran. According to Ledeen, while on a trip
to Europe in April 1985, he spoke with a European intelligence
official who had just returned from Iran. The official
characterized the internal situation in Iran as more fluid than
previously thought, and suggested it was time for the U.S. to
take a .new look at Iran. He said that the U.S. should discuss
this with the Israelis, who the official believed were unusually
well-informed about Iran.

According to testimony by McFarlane, Ledeen apprised
McFarlane of a forthcoming trip Ledeen planned to Israel and
asked whether he was interested in knowing whether Israel had any
Iranian contacts. McFarlane testified that he responded
affirmatively. McFarlane stated that he was aware that Ledeen
was a friend of Israeli Prime Minister Peres. Ledeen testified
that he talked to McFarlane in April 1985 about the possibility
of raising contacts with Iran with the government of Israel and
that McFarlane agreed, and requested specifically that Ledeen get
Israel’s perspective on fighting Iranian terrorism.

According to Ledeen, he traveled to Israel on 4-5 May 1985,
and discussed the situation in Iran with Prime Minister Peres.
Peres referred Ledeen to a retired Israeli intelligence official
who agreed with Ledeen that both countries needed to work
together to improve their knowledge of Iran. Ledeen testified
that he reported his talks in Israel to McFarlane in mid-May, and
that McFarlane subsequently arranged to task the Intelligence
Community to produce a Special National Intelligence Estimate
(SNIE) on Iran.

Secretary of State Shultz learned of Ledeen’s activities
and, in a message dated S June, complained to McFarlane that



Ledeen’s contact with Israel had bypassed the Department of
State. Shultz noted that Israel’s agenda regarding Iran "is not
the same as ours"” and that an intelligence relationship with
Israel concerning Iran "could seriously skew our own perception
and analysis of the Iranian scene." He added that we "are
interested to know what Israel thinks about Iran, but we should
treat it as having a bias built in,"” and concluded that this
initiative "contains the seeds of...serious error unless
straightened out gquickly." McFarlane responded in a cable of
June 7 that Ledeen had been acting "on his own hook." With
regard to the Iran initiative, McFarlane stated "I am turning it
off entirely," but added "I am not convinced that that is wise.”

On June 14, 1985, TWA Flight 847 was hijacked. According to
testimony by White House Chief of Staff Donald Regan, McFarlane
mentioned the possibility of requesting use of the Israeli
channel to Iran in briefings to the President during the crisis.
Regan said that this was his first awareness of any such
contacts.

According to testimony by McFarlane, on July 3, 1985, David
Kimche, Director General of Israel’s Foreign Ministry and a
former intelligence officer, contacted McFarlane and reported to
him that Israel had succeeded in establishing a dialogue with
Iran. Kimche stated that as a result of growing concerns with
Soviet pressures, Iranian officials had asked Israel to determine
whether the US would be interested in opening up political talks
with Iran. According to McFarlane, Kimche stated that the
Iranians understood US concerns regarding their legitimacy and
therefore had proposed to use their influence with radical
elements holding US hostages in Lebanon. Although there was no
specific Iranian request for arms, Kimche admitted to the
possibility that the Iranians might raise the arms issue in the
future.

In a cable from McFarlane to Shultz on July 14, 1985,
McFarlane stated that the proposal had also been raised several
weeks earlier by Peres to Ledeen. In the cable, McFarlane said
that he had instructed Ledeen to say we did not favor such a
process. McFarlane also reported that Kimche, on instructions
from Peres, had come to inquire about the US disinclination to
pursue the initiative and ask McFarlane to take up the proposal
with appropriate authorities. Then on July 14, "a private
emissary" from Prime Minister Peres came to press the point.

McFarlane further noted to Shultz the advantages and
disadvantages of the Kimche proposal, and gave a positive
assessment of the Iranian channel based upon his confidence in
his Israeli contacts. Finally, he stated that in the short term
seven hostages might be released and therefore that he tended to
favor going ahead.

Shultz responded to McFarlane by cable the same day, noting
that the US should make a tentative show of interest without



making any commitment and should listen and seriously consider
the idea of private US-Iran relations. Shultz stated that
McFarlane should manage the initiative, while making it known to
the Israelis that McFarlane and Shultz would be in close contact
and full agreement at every step.

McFarlane testified that he visited the President in the
hospital on either July 13 or 14, 1985. According to testimony
by Regan, he also attended the meeting and believes that it
occurred three days after the President’s operation (i.e., July
16 or 17). Regan further testified that at the meeting McFarlane
requested the President’s authority to use an Israeli contact
with an Iranian as a channel to higher-ups in Iran. According to
Regan, McFarlane was vague about the specifics of the plan, and
the President then questioned McFarlane on his confidence in the
Iranian contact, Ghorbanifar. Regan testified that McFarlane
defended Ghorbanifar on the basis of Israeli assurances and the
President authorized McFarlane to explore the channel. Regan
testified that it was his own opinion that the release of
hostages would have been a collateral benefit of such an opening.

McFarlane testified that the plan he conveyed to the
President was essentially what Kimche had suggested. McFarlane
stated that he told the President that he would not be surprised
if arms entered into the relationship later. According to
McFarlane, the President was enthusiastic about the opening,
hoped it would lead to the release of hostages, and authorized
McFarlane to explore the plan.

In his testimony, McFarlane categorically denied any
discussion of Ghorbanifar with the President, recalling that it
was only in December that McFarlane became aware of Ghorbanifar’s
identity. It should be noted, however, that McFarlane made
reference to Ghorbanifar in his July 14 cable to Shultz
describing the proposal. 1In describing his contacts with the
emissary from Peres and Kimche, McFarlane stated that the Iranian
officials named in the context of the proposal are an ayatollah
and "an advisor to the Prime Minister named Ghorbanifar.”

Meanwhile, according to testimony by Ledeen, in early July
he was called by Kimche who said a friend, Al Schwimmer, was
coming to Washington and wanted to talk to Ledeen. Ledeen
testified that he met with Schwimmer in early July. Schwimmer
recounted a meeting he had attended a week or two before in
Europe with Kimche, Khashoggi and Ghorbanifar. Schwimmer said
Ghorbanifar had a lot of useful information about the situation
in Iran and that Ledeen should meet him as soon as possible.

According to Ledeen he reported his meeting with Schwimmer
to McFarlane. Ledeen told McFarlane he was going to Israel on
vacation from mid-July to mid-August, and would, if McFarlane
thought it appropriate, meet Ghorbanifar. Ledeen testified that
McFarlane agreed.



Ledeen met Ghorbanifar in Israel in late July. Kimche,
Schwimmer and Yaacov Nimrodi, an arms dealer and former Israeli
military attache in Tehran, also attended. At the meeting
Ghorbanifar gave what Ledeen described as "a great quantity" of
information on Iran. Ledeen testified that Ghorbanifar said that
if relations between Iran and the US were to improve, each side
would have to send the other clear signals about its seriousness,
and that the Iranian signal could be a release of the hostages in
Lebanon (referring specifically to U.S. Government official
William Buckley) and cessation or moderation of Iran-sponsored
terrorism. According to Ledeen, Ghorbanifar said that for the
US, the only convincing gesture would be to help Iran buy weapons
it otherwise could not obtain.

According to documents received by the Committee, Kimche
phoned McFarlane on July 30 to request an August meeting.
According to testimony by Shultz, Kimche and McFarlane met at the
beginning of August 1985, at which Kimche indicated that the
Iranians not only wanted "a dialogue with America" but also
wanted arms from the US and TOW anti-tank missiles from Israel.
In return the Iranians could produce hostages.

The August-September Shipment of TOWs

On August 8, 1985 at a meeting of the National Security
Planning Group in the White House residence, McFarlane, with
Poindexter, briefed the President, the Vice President, Shultz,
Weinberger, Regan, and Casey on the Kimche proposal to permit the
sale of TOWs to Iran through Israel. There is a divergence of
views as to whether approval was granted for the Israelis to ship
arms to Iran either at that meeting or subsequent to it. There
is also conflicting testimony on which of the participants
supported the proposal, although opposition to the plan by Shultz
and Weinberger is clear.

According to testimony by Regan, the President declined to
authorize the sale of TOWs because of misgivings about
Ghorbanifar’s credentials and influence in Iran. Regan testified
that the other participants agreed it was premature to get
involved in arms sales to Iran. McFarlane, on the other hand,
testified that Ghorbanifar’s name never came up at the August
meeting. o

In a November 1986 interview in conjunction with the
Attorney General’s inquiry, Shultz "dimly recalled" a meeting at
the White House residence in August on the subject of an Israeli
shipment of TOWs to Iran. In his testimony before the Committee
in December, however, Secretary Shultz said there was a meeting
on August 6, 1985 where McFarlane briefed the President on an
Israeli request for U.S. replenishment of Israeli TOW missiles
proposed for shipment to Iran. In return, according to Shultz,
the U.S. was to get four hostages and the entire transaction
would be deniable. Shultz said he opposed the proposal, but the
President did not make a decision.



According to testimony by McFarlane, the transfer was
supported by Casey, Regan, and Bush while Shultz and Weinberger
opposed it. McFarlane testified that subsequent to the meeting
President Reagan approved the Israeli request to ship arms to
Iran and to purchase replacements from the U.S. Presidential
approval was on the condition that the transfers would not
contribute to terrorism or alter the balance of the Iran-Iraq
war. Although there is no written record of a decision at this
time, McFarlane testified that the President informed Shultz,
Weinberger and Casey of his decision.

According to his testimony, McFarlane believed at the time
that the President’s decision constituted an "oral Finding,"
which was formally codified on January 17 in a written Finding.
McFarlane testified that when he and Attorney General Meese
discussed the legality of an oral Finding November 21, 1986,
Meese told him that he believed an oral, informal Presidential
decision or determination to be no less valid than a written
Finding. According to documents received by the Committee,
McFarlane, when interviewed by Meese, made no mention of
Presidential approval of the TOW shipment of August-September
1985 or of an "oral Finding." McFarlane did tell Meese that he
told Kimche at a December 1985 meeting in London that the U.S.
was disturbed about the shipment of TOWs, and could not approve
it.

One White House Chronology prepared in November 1986 simply
notes that McFarlane conveyed to Kimche a Presidential decision
that a dialogue with Iran would be worthwhile. However, a second
wWhite House chronology presents conflicting accounts about
whether the U.S. acquiesced in the Israeli delivery of 508 TOWs
to Iran on August 30.

According to testimony by McFarlane, Israel did not feel
bound to clear each specific transaction with the U.S. 1Israel
proceeded on the basis of a general authority from the President
based on a U.S. commitment to replace their stocks. Also,
Israel’s negotiations on hostages would not necessarily require
U.S. approval.

According to testimony by Ledeen, when he returned to the US
in mid-Auqgust, 1985, McFarlane informed him that the program of
contact with Iran would go forward and that a test of the kind
Ghorbanifar had proposed would occur. Accordingly, McFarlane
told Ledeen to work out arrangements with Kimche for receipt of
the hostages. McFarlane said he believed at this time that the
sale of TOWs would secure the release of all US hostages.

Ledeen testified that he attended a meeting in Paris on
September 4 with Kimche, Ghorbanifar, Schwimmer and Nimrodi. The
discussions were in two parts: (l) technical questions about
transfers of weapons from Israel to Iran and getting the hostages
out of Lebanon; and (2) conversation with Ghorbanifar about



events in Iran. Ghorbanifar told them they would soon see public
statements by leading Iranian officials making clear their
intention to improve US-Iranian relations. Subsequently,
according to testimony by Ledeen, in the second week of September
on the anniversary of the Iranian revolution, the President and
Prime Minister gave speeches in which the Soviets were attacked,
but not the U.S. Ledeen saw this as "in accordance with"
Ghorbanifar’s prediction.

According to testimony from a senior CIA analyst, in early
September, 1985 Ledeen provided him with information on
Iranian-sponsored terrorism and on Ghorbanifar. According to
this analyst, this was the first time Ledeen had identified
Ghorbanifar by name to the CIA. According to testimony by
Ledeen, the subject of Ghorbanifar’s bona fides first came up in
September 1985. However, Shultz testified that he saw an
intelligence report on July 16, 1985, two days after he cabled
McFarlane from Geneva, which indicated that Ghorbanifar was a
"talented fabricator." Ledeen testified that he knew that the
CIA was suspicious of Ghorbanifar, and that Ghorbanifar had
raised the subject himself, in one of their meetings. According
to testimony by Ledeen, it appeared to him that Ghorbanifar'’s
credentials were well-documented.

The Committee received testimony and documents, however,
indicating that the CIA had long been aware of Ghorbanifar’s
suspect character. 1In August 1984 CIA had issued a notice to
other government agencies warning that Ghorbanifar was a
fabricator. Documents indicate CIA was aware, of one instance in
which Ghorbanifar had reportedly offered to provide intelligence
on Iran to a third country in return for permission from the
third country to continue the drug smuggling activities of
Ghorbanifar’s associates with the country concerned.

According to the CIA analyst, North called him on September
9, 1985 and requested increased intelligence collection on
Lebanon and Iran. North told him there was a possibility of
release of American hostages. In mid-September North asked him
for intelligence collection on specific individuals in Iran who
were in contact with American officials. North later gave him a
very restricted distribution list for the intelligence collected,
which specifically left out the Department of State. North said
Shultz would be briefed orally by |McFarlane. As the intelligence
began to come in, this senior CIA{analyst did not understand all
the parties involved. However, he felt the intelligence clearly
showed that hostages and some form of arms sales were involved.

According to documents received by the Committee, the
shipment of 508 TOWs left Israel on August 30, 1985 transited a
third country and arrived in Iran on September 13. North later
asserted to Meese that he was totally unaware of the TOW shipment
at the time it occurred. He believed he first learned of it in a
November 25 or 26 conversation with Secord while in Tel Aviv.
North also claimed that he did not know who had otherwise been



aware of the shipment. McFarlane told Meese that he thought he
learned of the shipment from Ledeen. He then informed the
President, Shultz, Weinberger, and Casey, but noted that the
shipment had not achieved the objective of release of all the
hostages. According to McFarlane, there was no official contact
between the U.S. and Israeli governments regarding the shipment.

On September 15, 1985, the Reverend Benjamin Weir was
released from his captivity in Lebanon. According to testimony
received by the Committee, there was reason to believe at the
time that Ghorbanifar played a direct role in the event. 1In
addition, Ledeen testified that it was clear to the Israelis that
there was a causal relationship between the September arms
shipment and Ghorbanifar’s role in it and the release of Weir.
The view that the Iranians helped to secure Weir’s release
appears to have been shared by McFarlane.

It should be noted that the Committee also received
testimony inconsistent with this description of events.
Secretary of Defense Weinberger testified in response to a
specific question that he knew nothing about any connection
between the release of Weir and Israeli arms sales to Iran.
Regan testified that McFarlane told the President -- in his
presence -- that the Israelis, "damn them," had sold 500 TOWs to
the Iranians without U.S. knowledge. Regan further testified
that he, the President, McFarlane and Poindexter decided to
"ignore" the incident except to "let the Israelis know of our
displeasure"” and "keep the channel open." According to Regan’s
testimony, this shipment of arms to Iran was not sanctioned by
the U.S. government.

One White House chronology states that after discussing the
matter with the President, it was decided not to expose the
action, thus retaining the option of "exploiting the Israeli
channel to establish a strategic dialogue."

The testimony of McFarlane is inconsistent with that of
Regan. McFarlane in testimony, disputed Regan’s characterization
of his reaction to the TOW shipment and denied that the President
had ever expressed disapproval of the Israeli action. McFarlane
testified that the President was "elated" at Weir’s release and
denied that the President had ever instructed him to reproach the
Israelis.

According to evidence received by the Committee,
concurrently with the arms shipment and hostage release -- and
perhaps connected with both -- was an airplane flight out of
Tabriz, Iran which made an emergency landing in Tel Aviv.
Ghorbanifar was very interested in this event, and a CIA analyst
studying the situation was convinced that there was a correlation
between Ghorbanifar, the aircraft flight to Tel Aviv, and the
release of Weir. The Committee has not established that there
was a correlation between these events.
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The November 1985 Shipment of HAWKs

After the first shipment of TOWs, Ledeen continued to be
active. He held meetings in the Fall of 1985 with Kimche,
Schwimmer, Ghorbanifar, and Nimrodi. These meetings reportedly
dealt with intelligence on the situation in Iran and who might
want to cooperate with the U.S. Ghorbanifar also discussed the
offer to get hostages released and the weapons that Iran needed,
including HAWK missiles. Iran demanded an arms shipment before
each release while the United States and Israel pushed for
release in advance of any further arms shipments.

It is clear from testimony that the Iranians believed the new
channel with the U.S. would be productive. For example, they
appeared to expect to receive sophisticated weaponry such as
Phoenix and Harpoon missiles at some point in the future.

Ledeen testified that he briefed McFarlane on these meetings.
He stated that this was a promising channel to pursue but that if
it continued on an arms for hostages basis, it would be difficult
to determine Iran’s motives. Ledeen also suggested that if the
program were to continue there was a need to bring in an
intelligence service. Ledeen said McFarlane had a "bad feeling"
about the program and was going to stop it.

McFarlane testified that on November 17, while in Geneva for
the Summit, he received a call from Israeli Defense Minister
Rabin. Rabin requested assistance in resolving difficulties
Israel was having in a shipment of military equipment through a
European country onward to Iran. McFarlane told the Committee
that he called Colonel North, briefed him on the President’s
August 1985 decision, and requested that he contact Rabin and
offer assistance.

According to notes from the Attorney General’s Inquiry, North
said he suspected that the Israeli shipment McFarlane mentioned
consisted of U.S. arms. Reportedly, North told Meese that he
called Rabin and was told Israel was having difficulty in getting
clearance for a flight to a European country. Rabin told him the
flight involved moving "things" to support a U.S. rapprochement
with Iran. North said he then contacted retired Air Force Major
General Richard Secord, whom he described as a close personal -
friend, for assistance. Secord was to try to arrange a large
cargo aircraft of neither U.S. nor Israeli origin for the flight.

McFarlane testified that North called him in Geneva to
explain the problem. The Israelis had failed to make proper
customs arrangements for a flight to the European country.
Further, the only aircraft they had available was an El1 Al plane,
which was believed unsuitable because of national markings and
documentation. McFarlane testified that North told him McFarlane
might have to call the Prime Minister of the European country to
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get the necessary approval. McFarlane stated that he did so,
explaining to the Prime Minister that a transfer from Israel to
Iran was in progress and that the U.S. Government would
appreciate assistance. North also contacted a CIA official and
obtained CIA’s support in trying to arrange the necessary flight
clearances.

A White House electronic message from North to Admiral
Poindexter on November 20 indicates that North had a detailed
understanding of the HAWK plan by that time. This message
indicates that Israel would deliver 80 HAWKs to the European
country November 22 for shipment to Tabriz; five U.S. hostages
would then be released to the U.S. Embassy in Beirut; $18 million
in payment had already been deposited in appropriate accounts;
retired USAF Major General Richard Secord would make all
arrangements; and replacements would be sold to Israel.

According to documents received by the Committee, North continued
to keep Poindexter informed on a daily basis about plans for an
impending shipment of HAWK missiles to Iran and the release of
American hostages.

The Committee received evidence that McFarlane contacted
Secretary of State Shultz and Donald Regan and advised them that
hostages were to be released and some type of arms were to be
transported to Iran by Israel. This evidence indicates that
McFarlane told Regan and Shultz that Israel would buy
replacements for these arms from the United States. While Shultz
was advised that HAWK missiles were involved, Regan sa1d that he
was informed of this fact sometime later.

Regan testified that McFarlane informed the President in
Geneva that some type of arms shipment was being considered, and
that if the operation were successful, hostages might be freed.
Shultz expressed reservations to McFarlane, but according to
Shultz, was told by McFarlane that he had cleared it with the
President.

After many communications between Washington and this
European country, efforts to obtain flight clearances failed.
Secord was central to the effort to obtain flight clearances.
U.S. officials in the European country were instructed to expect
to be contacted by a Mr. "Copp" and to cooperate with him. The
messages between CIA Headquarters and the European capital
indicate Secord was essentially directing the effort to make
arrangements for the flight.

Several witnesses testified that North then asked the CIA to
identify a charter aircraft that might be used. 1In response, CIA
proposed using its proprietary aircraft and advised the company
to accept this NSC related mission.

The CIA proprietary flew from Israel in the latter part of
November, carrying 18 HAWK missiles identified as oil drilling
spare parts. According to testimony received by the Committee,
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there was speculation at the CIA that the cargo was actually
arms. When queried by nations responding to requests for
overflight clearances as to the nature of the cargo, the CIA
office again asked North, who reaffirmed that the flight was
carrying oil drilling equipment and was on a humanitarian
mission. According to copies of cables received by the
Committee, in order to overcome reservations of some countries to
granting flight clearances, U.S. officials in certain cases were
authorized to inform high host government officials that the
humanitarian purpose of the flight related to hostages and that
highest levels of the U.S. government would appreciate
assistance. :

According to his testimony to the Committee and memoranda for
the record he prepared, it was on Saturday, November 23, that
John McMahon, Deputy Director of Central Intelligence, was first
informed of CIA’s support role. In McMahon’s view, the Agency
was merely providing a secure channel of communications to assist
NSC personnel seeking flight clearances for the Israeli flight.
According to the evidence available to the Committee, McMahon
approved provision of this support, and asked for a full briefing
on the next business day.

On November 25, McMahon learned that a CIA proprietary had
flown the arms to Iran in support of an "NSC mission" without his
knowledge or approval. According to McMahon, he instructed that
no further CIA activity in support of the NSC operation was to be
conducted without a Presidential Finding authorizing covert
action. McMahon also directed that involved CIA officials brief
the CIA General Counsel, Stanley Sporkin, on what had transpired.

Sporkin testified that he recalled meeting with CIA personnel
in late November or early December at the DDCI’s request, and
learned from them that the CIA was involved in a shipment of arms
"to Iran. Later in the day, November 25, Sporkin informed McMahon
that a Finding would indeed be necessary for such activity to be
authorized. McMahon directed that a draft finding be prepared
for the President’s signature which would provide the necessary
authority for the CIA’s activity in support of the NSC Iran
initiative.

This draft finding was prepared by Sporkin, approved by DCI
Casey and delivered to Poindexter on November 26. The draft
Finding authorized CIA to provide assistance to "private parties"
seeking to free American hostages. It also contained language
retroactively ratifying all previous activities undertaken by
U.S. officials in pursuit of this effort and directed that the
Congress not be informed until directed by the President.

Subsequent to the flight, no U.S. hostages were released.
The Iranians were dissatisfied with the type of HAWK missile they
received and believed they had been cheated. The Secretary of
State later stated that at that point he had believed the
operation had collapsed and expressed relief that it was over.
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However, in the CIA, planning and support for future missions in
support of the NSC operation continued. The CIA official who had
responded to North’s first request testified that he was
responsible for this contingency planning and believed the
direction from DDCI McMahon to cease support did not prohibit
such efforts. Until mid-December, a series of messages relating
to possible future missions was exchanged between CIA
headquarters and U.S. posts in various .European and Middle
Eastern countries. Documents received by the Committee indicate
that a variety of government officials, liaisons, and other
sources were involved during this time.

The Committee received testimony that senior CIA officials
made repeated calls to NSC staff in late November and early
December urging that the draft November 26 Presidential Finding
be signed. According to a memorandum for the record prepared by
McMahon on December 7, CIA was informed on December 5 that the
President had signed the finding and had directed the CIA not to
inform Congress for reasons of safety of the hostages. Sporkin
testified that one of his assistants had been informed by North
that the finding had been signed and was in Poindexter'’s safe.
CIA believed the December 5 finding contained the provision
retroactively ratifying previous actions. However, the Committee
has received no documentary evidence that any finding of November
26 or December 5 was ever signed.

At the end of November, according to McFarlane’s testimony,
he obtained the President’s approval to go to London on December
8 to meet with Iranian intermediaries. A meeting of principals
in the White House was scheduled for December 7 to discuss Iran.

The Presidential Finding

In an electronic message of December 4, North provided
Poindexter with a status report on the situation. North’s
message stated that it was based on discussions held in Geneva
between Kimche, Secord, Ghorbanifar and the Iranian contact. The
message recounted Iranian unhappiness with the HAWK shipment in
late November. It indicated that release of the hostages is tied
to a series of arms shipments beginning later in December, and
that North, Secord, Kimche and Schwimmer were to meet in London
on December 7 to go over arrangements for the next shipments. It
stated that North had gone over all the plans with the CIA
official who had assisted in the November 25 flight. He
indicated that the only officials fully informed about the longer
term goals are McFarlane, Poindexter and North.

On December 7, the President met with Shultz, Weinberger,
McMahon representing Casey, McFarlane and Poindexter to discuss
the Iran initiative. Most participants who testified before the
Committee believed there was a consensus at this discussion that
McFarlane would inform the Iranians in London that the U.S. would
not trade arms for hostages. Shultz and Weinberger both
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testified that they left the meeting believing that the arms
component of the contacts with elements in Iran was over.

However, at least one participant, DDCI McMahon, testified
that there was no decision or consensus. He testified that the
meeting was divided over whether to proceed with the Iran
initiative, with Wwhite House staff supporting continuation and
all others disagree_1g. There also is disagreement in the
Committee’s record about whether McFarlane’s meeting with the
Iranians in London was discussed at the December 7 meeting, or
what specific guidance was approved. Two participants did not
recall any discussion of instructions McFarlane claimed to have
received -- to make clear that the U.S. remained open to a
political dialogue, but would not exchange arms for hostages.

McFarlane testified that prior to meeting the Iranians in
London, he and North met Kimche, who urged the U.S. to be more
patient and permit the Iranians to demonstrate their bona fides.
According to McFarlane, he told Kimche his mission was "to close
down" the operation. He and North then met with Kimche, Nimrodi
and Ghorbanifar, to whom McFarlane made "emphatically" clear that
the U.S. would engage in no more arms transfers. According to
McFarlane, Ghorbanifar arqued strongly for continued U.S. arms
transfers, and McFarlane came away convinced the U.S. should not
"do business" with Ghorbanifar.

On McFarlane'’s return, he reported to the President and
others on his London meeting. According to Casey’s written
account of that meeting, McFarlane recommended that the U.S. not
pursue a relationship with the Iranians through Ghorbanifar, of
whom he did not have a good impression, but that we should work
through others. Casey’s memo said that "everyone" supported this
idea, though it stated that the President "argued mildly" for
letting the Israelis go ahead without any U.S. commitment except
to replace arms they might ship. The memo indicated the
President was concerned for the fate of the hostages if we
stopped the discussions, and stated that Casey told the President
that the contacts could be justified later as trying to influence
events in Iran.

At this time, CIA sent a message through its channels to
posts in countries involved in preparations for future missions,
advising them that "the deal" was apparently off and everyone
should stand down.

McFarlane resigned from the Government on December 11. He
testified that he had no further involvement with the Iran matter
during the period of January to April 1986.

In a memorandum of December 9, 1985 the day before McFarlane
reported on his trip, North summarized the options on the Iran
progam to Poindexter. North wrote that Ghorbanifar was a
reliable interlocutor. He noted that the U.S. should gain
operational control to avoid past problems experienced with
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Schwimmer. He then posed five options: (1) allow the Israeli
shipment of TOWs to go forward, with U.S. replenishment; (2)
attempt to rescue the hostages; (3) allow Israel to make only a
token shipment of TOWs as a sign of good faith; (4) do nothing;
(5) issue a covert action finding and make arms deliveries
ourselves through Secord. North indicated that there was little
to lose by allowing Israel to go ahead with the delivery of TOWs.

Meanwhile, as a result of Ledeen’s activities, the question
of Ghorbanifar’s bona fides as an intermediary arose again.
Ledeen testified that, at Ghorbanifar’s request, they met during
a private trip by Ledeen to Europe. At this time, Ghorbanifar
again provided information on developments in Iran and
complained about his treatment by the CIA.

According to Ledeen, when he returned to the United States in
late December 1985, he briefed DCI Casey and other CIA officials
about his conversations with Ghorbanifar. He said he stressed to
them that Ghorbanifar was a useful channel in gaining a political
opening to elements in Iran, and that with proper precautions we
should keep working with him. Subsequent to this discussion,
Casey asked him to arrange for Ghorbanifar to submit to a CIA
polygraph. Ledeen contacted Ghorbanifar abroad and obtained his
agreement to the polygraph which was administered in mid January.

Ledeen also had Ghorbanifar visit Washington in late
December. There Ghorbanifar met for the first time with CIA
officials who were aware of the arms sale efforts. Ghorbanifar
discussed many matters of interest to U.S. officials, but the
CIA's past experience with him prompted caution. O©On December 23,
Director Casey wrote to the President that Ghorbanifar’s
information "could be a deception to impress up. It is necessary
to be careful in talking with Ghorbanifar." Casey told the
President that the polygraph in January would help.

According to evidence received by the Committee, the
polygraph indicated deception by Ghorbanifar on virtually all
questions,. including whether he was under control of the Iranian
government, whether he knew in advance that no American hostages
would be released as part of the November HAWK transactions, _
whether he cooperated with Iranian officials to deceive the U.S.,
and whether he independently acted to deceive the U.S.

According to testimony received by the Committee, the results
of this polygraph, as well as the fact that CIA had instructed
all its components in August 1984 to have no dealings with
Ghorbanifar were made known to the White House in January, 1986.
Nevertheless, the White House chose to continue to work with him
and, according to one CIA witness, it was North who was
responsible for keeping Ghorbanifar on the project after he
failed the polygraph. A senior Directorate of Operations
official testified that while CIA had suspicions about the cargo
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on the November 1985 flight, it was not until these discussions
with Ghorbanifar in early January that they knew that the
aircraft carried arms. Other documentation submitted to the
Committee, however, indicates that at least some CIA officials
overseas were aware of the nature of the cargo much earlier, and
at least one reported this back to headquarters.

In early January, 1986, Prime Minister Peres sent Amiram Nir,
Terrorism Advisor to the Israeli Prime Minister, as an emissary
to meet the President about the Iran initiative. Accordng to
evidence received by the Committee, Nir urged the President and
Poindexter to reconsider the transfer of arms to Iran for the
release of hostages.

The Committee received copies of various draft findings
prepared during early January. One finding, dated January 6, was
signed by the President apparently after review and discussion
with the Vice President, Regan and Poindexter. This finding
instructed that the DCI not notify Congress until otherwise
directed by the President. The cover memorandum attached to this
finding, written by North, stated that he had spoken to Casey
about this and Casey concurred. According to testimony and
documents received by the Committee, prior to the signing of the
January 6 finding, Casey, North and Sporkin had met to discuss
it. Sporkin testified that he recommended that the revised
finding specifically refer to release of the hostages, but North
objected. The purpose of the program was described as helping to
establish a more moderate government in Iran. It was agreed not
to refer to hostages because of the anticipated objections from
Shultz.

On January 7, the President met in the Oval office with the
Vice President, Shultz, Weinberger, Casey, Meese, and Poindexter
to discuss the Iran program. According to participants who
testified, two officials -- Shultz and Weinberger -- argued
strongly against providing arms to Iran. According to these
participants, the President wished to keep the channel open, and
left unresolved the issue of providing arms to Iran. However,
this Committee received conflicting testimony as to whether a
finding was discussed and, if so, what the content of that
discussion was.

Some participants clearly recall discussion of a finding,
approval by the President of a finding to authorize the program.
They also recall a discussion that withholding of notification of
Congress would be legal. Others do not recall specific
discussion of a finding, but agree the thrust of the meeting was
to go ahead with the Iran initiative. There was little
discussion of the issue of notification of Congress, but the
Attorney General testified that his impression was that the
operation was to be completed within a short time, 60-90 days.

Subsequent to the January 7 meeting, legal analysis of the
finding and various means to implement the program continued.
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The Department of Defense insisted that the sale of arms by the
Defense Department to a foreign country, be it Iran or Israel,
could not be hidden from Congress under the law. This argument
applied not only to future direct or indirect sales to Iran, but
also to the replenishment of Israel’s TOW stocks, which had to be
done under this program because Israel could not afford the
replacement cost for the TOWs. The solution was to have DoD sell
the arms to the CIA under the Economy Act, an approach that CIA
General Counsel Sporkin had urged on legal grounds despite the
Agency’s desire not to be involved. The CIA could then resell
the arms, as part of a covert action operation, to a private
company that in turn would sell them to Iran and (for the 508
TOWs) Israel. A small change in the January 6 Finding, adding
the words "and third parties," sufficed to authorize this new
approach.

A final meeting was held in Poindexter’s office on January 16
to review a final draft of the finding. Attending were
Poindexter, Casey, Meese, Sporkin and Weinberger. Weinberger
again voiced opposition to the program. There was also
discussion of the question of notification of Congress.

The Attorney General testified that he gave his opinion that
withholding notification was legal, on the basis of the
President’s constitutional powers and justifiable because of
jeopardy to the hostages. Meese testified that it was his
recollection that Congress was to be notified as soon as the
hostages were freed Sporkin testified that his recollection was
that the participants agreed to defer notification of Congress
until release of the hostages, even though they understood this
might mean a lengthy delay.

According to a memorandum from North to Poindexter, the final
finding was presented to the President on January 17 for
'signature. Poindexter orally briefed the President on the
contents of the finding, in the presence of the Vice President
and Regan. According to the North memorandum, Poindexter
indicated that in the opinion of the Attorney General, the
Finding would provide CIA with the necessary authority to
transfer arms legally. The memorandum noted that both sides had
agreed that the hostages would be released upon commencement of
the arms shipments. It stated that if the hostages were not
released after the first shipment, the remaining shipments could
be suspended, or redirected to other Iranian groups later. It
recommended against notifying Congress. The memorandum contained
a notation that the President approved. The Committee has
received a copy of the signed finding.

Weinberger testified before the Committee that later  that day
he received a call from Poindexter informing him of the
President’s action. Weinberger testified that he instructed his
military aide, Major General Colin Powell, to arrange for
transfer of the weapons under the Economy Act to the CIA, and
that the matter was to be closely held at the direction of the
President.
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General Powell had had previous discussions with North about
the program and about Israel’s problems in getting replacement
TOWs. Assistant Secretary Armitage testified that Weinberger
gave his aide authority to inform Armitage, which was done at a
later date. Armitage testified that Deputy Secretary Taft later
told him that in April Taft had seen the finding in Poindexter’s
office, where it was kept. According .to Armitage and a CIA
official, Powell worked with Major General Vincent Russo of the
Defense Logistics Agency to provide the materiel securely and
without any loss of funds for the Army.

CIA’s Deputy Director for Operations testified that he was
informed by the DDCI or the DCI that CIA was going to provide
support to a White House initiative which had two aims: (1)
strategic dialogue with Iran; and (2) the release of the
hostages. On January 18, 1986, he and two other CIA officials,
accompanied by the CIA General Counsel, met with North and
Poindexter at the White House where they were told that the
President had signed a Finding the day before and that CIA would
provide support for the activity, which was to be run out of the
NSC. They were also told, according to testimony, that the
Finding stipulated that Congress was not to be informed because
of the sensitivity of the hostage situation. Documents received
by the Committee indicate that on January 21, the CIA was asked
to assist LTC North in preparing for a meeting in Europe with
Ghorbanifar. They did so later that day.

The Febfuary Shipment of TOWs

According to documents received by the Committee, full-scale
implementation of the January 17 Finding began immediately. LTC
North flew to London to brief and negotiate with Ghorbanifar, who
was told what the United States was prepared to do as a sign of
good faith and interest in a long-term relationship. He was told
particularly that the United States would provide intelligence on
Iragi positions in the war zone. Ghorbanifar also was told that
more TOW missiles would be sold to Iran and that the unwanted
HAWK missiles would be picked up and removed from Iran in
connection with the first delivery of 1,000 TOWs. (Then-General
Counsel Sporkin later told Attorney General Meese that a planned
European meeting that was discussed on January 18 never came
off).

According to documents received by the Committee, by January
24, LTC North had prepared a detailed plan of the program. The
plan provided for: provision of intelligence samples to Iran; the
financing and delivery of 1,000 TOW missiles to Iran, to be
followed by the release of all U.S. hostages. and 50 Hizballah
prisoners held by Lahad in southern Lebanon, and the return of
HAWK missiles to Israel; and the financing and delivery of 3,000
more TOWs for Iran and 508 TOWs for repayment to Israel. Secord
was to be in charge of aircraft requirements. The plan included
a prediction that Khomeini would step down on February 11, the
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anniversary of the Iranian Islamic Revolution; Ghorbanifar was
telling U.S. officials that other senior Iranians were urging
Khomeini to do this so as to ensure a smooth transition. A
memorandum from North to Poindexter contains a "notional
timeline" and lists the persons who were fully briefed on the
plan: in the NSC, Poindexter, North and Donald Fortier; in CIA,
Deputy Director McMahon (as Director Casey was out of the
country), the Deputy Director for Operations, one division chief,
and one other official, on the outside, Richard Secord; and in
Israel, Amiran Nir and Prime Minister Peres. The NSC’s Executive
Secretary later testified that he was kept out of the program
throughout.

North’s plan called for intelligence samples to be given to
Ghorbanifar in Europe on January 26, 1986, According to
testimony and a cable from Deputy Director McMahon to Director
Casey, McMahon arqued strongly with Poindexter that this should
not be done, both because Ghorbanifar could not be trusted and
because intelligence could give Iran an advantage in the war;
but, McMahon testified, Poindexter insisted, and he obeyed.

According to testimony of Robert Gates, who was Deputy
Director for Intelligence at the time, a meeting was held on
January 25 at CIA to discuss preparation of intelligence material
which was to be passed to the Iranians. Participants testified
that the meeting was attended by officials from CIA and LTC North
from the NSC. Gates testified that he objected to the release of
some specific intelligence relating to Iraq -but that he was
overruled by the NSC, and CIA was directed to prepare the
intelligence material. A CIA official was directed to take the
intelligence sample to Ghorbanifar. )

The intelligence material was given to Ghorbanifar in a
meeting held in Europe in late January, according to testimony
and documents received by the Committee. Ghorbanifar complained
bitterly about his polygraph and argued as he had done in
Washington on January 13, that his Iranian contacts could be of
great use to the United States. (The CIA official testified that
in early February, the whole arms sale plan was discussed at a
White House meeting that included North, Secord, Deputy Assistant
Secretary of Defense Noel Koch, and twe CIA officials. The
Committee found no other indication of a meeting at this time.)

According to documents received by the Committee, North’s
"notional timeline" for the Iran arms sale program provided for a
funding mechanism in which Iranian funds would be put into an
"Israeli account” in Switzerland and then transferred to an
account in the same bank that was controlled by Secord. Secord’s
account manager, in turn, would transfer enough funds to the CIA
to cover the actual cost of the arms and transportation. Those
funds would be transferred by the CIA to a Defense Department
account, at which point DoD could begin to move the materiel to a
staging area. According to testimony received by the
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Committee, on January 21 North tasked the CIA to open a Swiss
bank account for their part of the funding chain. According to
testimony by CIA officials, CIA personnel decided that the
fastest and most secure mechanism would be to use an existing
account that also contained funds for an unrelated operation. A
CIA official gave the number of that account to North; it was
used for several months, until a separate account was created in
a routine manner. CIA testimony indicates that there was no
commingling of funds between the two projects that used the same
bank account for these months. Testimony and documents also
indicate that, in practice, DoD needed only an assurance that CIA
had the requisite funds in its possession. Actual payment
occurred months later, after DoD had formally billed the CIA for
the arms.

On January 18, MG Russo was tasked to provide 3,504 TOW
missiles to CIA upon certification that CIA had the funds set
aside. On February 7, the Army began to consider whether a
provision of the Intelligence Authorization Act for FY 1986
required congressional notification of this transfer of arms to
CIA. On the 13th of February, the Army’'s Office of the General
Counsel determined that congressional notification was the
responsibility of the CIA, rather than the Army. A note of March
5 from MG Russo to MG Powell conveyed Russo’s belief that CIA had
this responsibility and said that CIA was fully aware of this.

In the meantime, the Army had given CIA a price of $3,515,000 for
1,000 TOWs.

On February 12 the CIA notified the Army that funds were
available, and on February 13 the TOWs were turned over to the
CIA. The 1,000 TOWs were shipped to Israel on February 15-16,
and half of them were flown to Iran on February 17. The plane
that delivered the remaining TOWs, and picked up the 18 HAWKs and
returned them to Israel on February 18. Testimony indicates that
Khashoggi received four checks for $3 million each from
Ghorbanifar, and that $1 million went to the investors as
interest, while another $1 million covered expenses and profit.

According to documents and testimony received by the
Committee, the next step was for a second set of intelligence
materials to be given to Ghorbanifar in Europe in mid-February.
(This meeting was originally scheduled for early February, and
this date was used in one White House chronology prepared in
November 1986; it also appeared in Director Casey’s testimony on
November 21. The Committee has no other indication that a
meeting took place at that time.) CIA prepared, with some
reluctance, according to CIA witnesses, the intelligence material
that was provided to Iran. At one point, according to testimony
and documents, North asked Poindexter to urge Director Casey to
provide the needed material.

The meeting with Ghorbanifar took place a short time after
the first half of the 1,000 TOWs had been delivered to Iran. The
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U.S. side included North and Secord, with Albert Hakim, an
Iranian-American and business associate of Secord, as
interpreter. The intelligence was given to Ghorbanifar, and
there was discussion of the common Soviet threat that both Iran
and the United States saw in the region.

Later in February, the same Americans met with Ghorbanifar
and an Iranian official. Before this meeting, certain Hizballah
prisoners were expected to be released; the capture of two
Israeli soldiers by Hizballah in mid-February derailed any such
expectations. The meeting with the Iranian official was not very
successful. North reported by memo to McFarlane that Iran shared
the American concern about the Soviet threat, but that their
distrust of the United States was also very great. 1In an
electronic memorandum to McFarlane, North stated that )
Ghorbanifar’s translation of his remarks had distorted much of
what North had said and that this was a particular problem.

A later North memo stated, moreover, that "it became apparent
that our conditions/demands had not been adequately transmitted
to the Iranian Government by the intermediary. According to
testimony received by the Committee, the Iranian official
indicated that Iran especially needed spare parts for its HAWK
anti-aircraft missile systems, rather than just more TOWs. The
U.S. side took his request and ordered the second half of the
1,000 TOWs to be delivered; the Iranian agreed to consult with
his superiors on the prospects for a higher-level meeting and to
return for further meetings. The 500 TOWs were delivered in late
February; no U.S. hostages were released. North later wrote that
it was agreed at the February meeting that the hostages would be
released during a high-level meeting in Iran, after which the
U.S. would sell Iran 3,000 more TOWs. Regan testified that the
President was informed of the sale of the 1,000 TOWs to Iran.

According to documents received by the Committee, in the wake
of the February meeting with the Iranian official, North remained
confident that the hostages would be released shortly. He
proposed that McFarlane be sent to a meeting in Europe the next
week, but found both Poindexter and Casey unenthusiastic, so he
appealed to McFarlane for help with Poindexter. By the next day,
Poindexter had agreed that McFarlane should go to Europe for the
meeting. Shultz testified that Poindexter showed him the terms
of reference that McFarlane would be given, which Shultz
approved. Shultz testified that he was toid the hostages would
be released at the time of the meeting. ;

Evidence received by the Committee indicates Director Casey
may have agreed to another meeting with the Iranian official.
The talking points prepared for him the day Poindexter showed the
terms of reference to Shultz indicate great concern over who
would attend that meeting. The role of interpreter was
particularly troubling. Ghorbanifar had been the original
interpreter, but the CIA retained severe doubts of his
reliability. Although one CIA official had been 'in close contact
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with him and had advised working more closely with him, others
indicated that Ghorbanifar continued to be untrustworthy. The
use of Hakim as an interpreter was preferable, but CIA was
concerned over Hakim’s possible private interests in arms deals
with Iran. Casey proposed that a retired CIA officer who still
consulted for the Agency be brought on as interpreter and as a
knowledgeable advisor to the program. This was done in early
March. :

At the end of February, Israeli Prime Minister Peres wrote to
President Reagan encouraging him to continue his efforts to gain
a strategic opening in Iran and pledging to assist in this
effort. Director Casey proposed that the President call Peres to
reassure him that the program would continue and to thank him for
Israel’s assistance. His talking points also argued, however,
that the next meeting should be U.S.-Iranian, without a direct
Israeli role.

The McFarlane Mission to Tehran

In the period of March through May, 1986, all efforts in the
Iran arms sale program were directed at arranging a high-level
meeting between U.S. and Iranian officials. These efforts led to
the McFarlane mission to Tehran in late May and the associated
transfer of HAWK missile parts to Iran. Throughout this period,
no hostages were released.

In early March, Ghorbanifar asked for another meeting with
U.S. and Israeli officials in Europe. Ghorbanifar was demanding
that the U.S. sell Harpoons and 200 PHOENIX missiles to Iran,
which the U.S. Government was not prepared to do. One CIA
official noted that North was planning to take a hard line with
Ghorbanifar, while Israel was possibly providing additional
non-U.S. arms on the side to move the process along.

The CIA officer brought on as an interpreter was briefed on
the program just before leaving for Europe. His testimony
indicated that he was told this was an NSC operation, with CIA
providing required support. The CIA officer had known of
Ghorbanifar in past years, and testimony indicates that he was
horrified when he learned that this was the channel being used by
the U.S. Government.

At the meeting in early March, Ghorbanifar conveyed the
information that senior Iranian officials agreed to a U.S.
delegation visiting Tehran for negotiations. He indicated that
240 types of spare parts for the HAWK missile system would have
to be provided by the United States, but said that the arrival of
the U.S5. delegation in Tehran with half of the parts would result
in the release of all the hostages. Testimony indicates that
prices for the HAWK parts were not discussed. North later wrote
that the U.S. team emphasized the February understanding that
deliveries would not preceed the hostage releases. They
deflected the demand for PHOENIX and Harpoon missiles by arguing
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11, according to Secretary Shultz’s testimony, Poindexter told
him that a McFarlane trip to Europe was off; this was ascribed to
reservations on McFarlane’s part.

During the first or second week of March, Gates asked
analysts to prepare briefing materials on the Soviet military
threat to Iran for use by McFarlane in briefing the Iranians.

A week later, other CIA analysts met with Gates and some of the
participants in the early March meeting with Ghorbanifar. They
were provided a list of Iranian intelligence requirements
regarding Iraq and they discussed how to respond to it. The
tasking and discussions in early March eventually led to the
materials that CIA would hand over in mid-May and that would be
used in Tehran in late May.

In mid-March, Ghorbanifar visited Tehran. He told U.S.
officials that he had met with several high officials and that
the meetings had been difficult. According to a CIA official,
Nir, with whom Ghorbanifar also spoke, said Iran’s proposals were
still unacceptable; Nir worried that Ghorbanifar might be losing
credibility with the Iranians and urged U.S. officials to work
more closely with Ghorbanifar. Ghorbanifar had been ill and was
also having money problems, which he pressed the U.S. government
to help solve. Nir indicated that he and his associates were
helping out Ghorbanifar financially.

In late March, U.S. officials were told that Ghorbanifar was
especially upset. An "NSC consultant," probably Ledeen, told one
official that Ghorbanifar suspected the CIA of entering the
office of one of his associates, Roy Furmark, as well as the home
of a friend in California. Ghorbanifar told both Nir and a CIA
official that Albert Hakim had tried to convince Ghorbanifar’s
Iranian channel to leave Ghorbanifar out of the negotiations. To
demonstrate their support for Ghorbanifar, U.S. officials asked
him to return to Washington for another meeting.

U.S. officials met with Ghorbanifar in Washington on April 3
and, less formally, the morning of April 4. Discussions of ‘the
proposed visit to Iran covered a wide range of detailed issues:
where the meetings would be held; how the U.S. delegation would
fly in, and with what passports; what communications they would
have; what arms or material they would bring to sell to Iran; and
how the delivery of the arms and the release of hostages would be
orchestrated. 1In addition to the 240 types of HAWK parts, Iran
wanted HAWK radars and mobile I-HAWK missile batteries, as well
as more TOW missiles. The Soviet threat to Iran and Afghanistan
was an area of agreement and Ghorbanifar said that Ayatollah
Khomeini was going to issue a "fatwa" against hostage-taking.

The United States insisted that all the hostages be released
before the 240 HAWK parts were delivered, and only then would it
discuss further arms deals.

It is unclear whether the subject of devoting some profits to
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the contras arose at this meeting. One memorandum indicated that
support for the mujahedin in Afghanistan was mentioned.

Another memo indicated that Ghorbanifar discussed using the
profits to support "Afghan rebels, etc." A third, undated
memorandum apparently referring to this April meeting indicated
that Ghorbanifar said the United States could do the same with
Nicaragua.

A memorandum of April 4 set forth the results of the
Washington meeting. The U.S. delegation visit was scheduled for
April 20. Before then, Iran would pay $17 million into an
Israeli account; $15 million of that would be moved into "a
private U.S. corporation account." Of that amount, $3.65 million
would go to the CIA to cover HAWK missile parts. This price,
which testimony indicates the Defense Department had been
developing since March, was for those parts that DoD could find
in its stocks. Several hours after the arrival of the U.S.
delegation, which was to be met by Majlis Speaker Rafsanjani, the
hostages would be released; eight hours later, the HAWK parts
would be delivered. The memo states that broader U.S. interests
in the Soviet threat and in ending the Iran~Irag war were made
clear. Ghorbanifar had proposed that if further agreements were
reached to sell TOWs to Iran, a portion of those would be devoted
to the Afghan rebels. This memorandum also states that $2
million of the proceeds would finance Israel’s purchase of 508
TOWs to replace those sold to Iran in September 1985, and that
"$12 million will be used to purchase critically needed supplies
for the Nicaraguan Democratic Resistance Forces." The memo is
discussed further in the section on the diversion of funds.

Attached to the April 4 memorandum were draft "terms of
reference" for use by McFarlane in a high-level meeting with
Iranian officials. Testimony and a retrospective memorandum for
the record indicate that North and Howard Teischer of the NSC
staff prepared the draft in late March, and that it was then
revised by Donald Fortier and reviewed by Admiral Poindexter for
submission to the President. The "terms of reference" attached
to the April 4 memorandum are the same as those in documents of
six weeks later, when the mission to Tehran finally took place.

After his return to Europe, Ghorbanifar worked on the details
of the planned talks and on raising the "bridge" loan funds
needed to start the arms transfer process in light of Iran’s
refusal to pay until it had received and inspected the materiel.
Ghorbanifar told a CIA official that LTC North had promised to
sell Iran two HAWK radars; ‘as well as the 240 types of parts Iran
had requested. He also described his progress in gaining
support for the visit among high-level Iranian officials whom he
intended the American delegation to meet.

In mid-April, further difficulties arose. Although
Ghorbanifar assured the United States that Iranian officials were
prepared to meet with McFarlane, he also reported that Iran was
insisting upon not releasing all the hostages before the HAWK
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parts were delivered; Iranian intransigence was increased, he
said, by the realization that McFarlane could not possibly carry
all the parts on the plane that would take him to Iran. Iran
also continued to insist upon HAWK radars, as well as the other
parts.

On April 14, the United States attacked Libyan targets in
response to Libyan involvement in terrorism directed at U.S.
interests. In the aftermath of that action, hostage Peter
Kilbourn was killed by his captors, reportedly at the behest of
Libyan leader Muammar Qadhafi. Some press stories have suggested
that the U.S. attack resulted in delays in the mission to Iran.
A White House chronology indicates that instead Iran wanted to
accelerate planning for the mission, so that it would not be
accused of involvement in the Kilbourn death. The Committee
has found no other documentation or testimony indicating that
these events had an impact on the arms sale program.

The Defense Department, meanwhile, continued to track down
the HAWK spare parts. CIA formally requested 234 types of HAWK
parts in mid-April, and two HAWK radars later in the month.

By the end of April, the cost of the HAWK spare parts that the
Army had located was fixed at $4.4 million, including
transportation.

On April 22, the U.S. Customs Service announced several
arrests in a major "sting" operation involving the sale of arms
to Iran; an Iranian arms dealer, Cyrus Hashemi, had agreed to
cooperate with Customs authorities. Ghorbanifar, who was in
Switzerland, was jailed for a day. According to testimony of the
CIA consultant, officials surmised that he had been held because
he was an investor in the failed scheme. This development seemed
likely to make Ghorbanifar (and Iran) more eager to do business
through the one reliable channel to the United States, but it
also made Iran ever more insistent upon not giving Ghorbanifar
the money in advance.

By late April, the lack of progress in arranging the
high-level visit to Iran had led the U.S. officials to decide
that the operation would be shut down unless there was movement
within 2-3 weeks. A CIA official wrote that the differences
between the United States and Iran appeared intractable. He
suggested the sale of two HAWK radars to Iran and renewed
emphasis upon a long-term military supply relationship with Iran.
The CIA official noted that Israel was eager for such a
relationship and might already be quietly supplementing U.S.
sales. Then Ghorbanifar and/or Nir apparently proposed that the
mission to Iran be only a preliminary meeting. U.S. officials
rejected this idea, noting that if Iran understood and abided by
what had been agreed to in February, there would be no need for
any preliminary meeting. On May 5, a CIA official warned
Director Casey and the Deputy Director that "the White House
initiative to secure release of American hostages in Lebanon
remains dead in the water."
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‘At the end of April, documents indicate that the U.S. Embassy
in London became aware of the fact that Ghorbanifar and Khashoggi
had approached a major British arms dealer in hopes of getting a
$50 million line of credit for arms sales to Iran with U.S.
approval. The British dealer had been assured by Israeli
officials that this was a White House operation and did indeed
have U.S. approval. U.S. Ambassador Price reported this to the
Department of State on May 1. The next day, Under Secretary
Armacost sent Secretary of State Shultz a cable at the Tokyo
economic summit; Armacost summarized Ambassador Price’s report
which noted that "the State Department has been cut out." On May
3, Admiral Poindexter spoke with the ambassador and recommended
that he discourage the British dealer from getting involved. The
ambassador’s memo on the call indicates that Poindexter assured
the ambassador that there was only a "small shred of truth" in
the claim that the White House approved of this operation.
Meanwhile, in Tokyo, Secretary Shultz, according to his
testimony, tried to find Poindexter to get an explanation; being
unable to find him, Shultz went to Chief of Staff Regan instead.
Shultz testified that he recommended that Regan speak to the
President and end the matter once and for all. According to
Secretary Shultz, he was later told by both Admiral Poindexter
and Director Casey that the operation had ended.

In early May, just a few days after the incident just
recounted, U.S. officials again met with Ghorbanifar in Europe.
Ghorbanifar assured them that financing for the arms sale would
be no problem. Testimony and documents indicate that Ghorbanifar
frequently left the talks to call Tehran. On one occasion,
according to later testimony, the CIA officer who was serving as
interpreter joined in the talks with Tehran to explain that the
United States could not or would not bring all the HAWK spare
parts at the same time that the McFarlane delegation arrived.

The Iranian at first was unwilling to agree to the release of all
the hostages before all of the parts arrived, but it was agreed
that McFarlane’s plane would bring as many of the parts as
possible, with the rest to arrive after release of the hostages.
A White House chronology indicates that at this meeting,. Israel
privately indicated to the United States that it wanted the
replacement TOWs that the April 4 memo indicated would be funded
by this sale. The price for the HAWK spares that was discussed
at this meeting was roughly $22.5 million, plus over $20 million
for the HAWK radars, but the CIA officer who attended the talks
later testified that he was not present when such matters were
discussed. However, testimony indicates that LTC North discussed
the overpricing problem with another CIA official. And the CIA
officer who attended the talks wrote that the dispute over how
many HAWK parts to deliver before the release of hostages
remained a problem. A CIA official has testified that reporting
on these matters was available to the McFarlane delegation.

Immediately after the Europe meeting in early May, U.S.
officials moved to get ready for a trip to Tehran. The Defense
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Department was told to be ready to transfer the HAWK spare parts.
Prices were quoted as $4.4 million for the HAWK parts and
transportation; $1.8 million for the 508 TOWs; and $6.2 million
for the two radars.

Oon May 15, according to testimony, Adnan Khashoggi paid $15
million into the account of Lake Resources. CIA officials were
later told that Khashoggi had obtained this money from an Arab
investor and two Canadians. Testimony indicates that Khashoggi
was given post-dated checks totalling $18 million, which included
20 percent interest for a one-month loan. Testimony and
documents indicate that CIA officials were told in October 1986,
that at the May meeting of Khashoggi and Ghorbanifar, Ghorbanifar
stated that the high price was because the money was being used
to support the contras.

Director Casey has testified that on May 15, the President
approved the McFarlane mission to Tehran. On the same day,
according to a later CIA letter to the Committee, the Hyde Park
Square Corporation deposited $6.5 million in the CIA‘’s account in
Switzerland, to cover both the HAWK parts and the 508 TOWs. (A
White House chronology lists the date as May 16, and a different
CIA memo cites May 20 as the date. Director Casey’s testimony
follows the White House chronology. The May 20 date may reflect
a second deposit that was expected for the HAWK radars.) On May
16, the CIA notified the Army of the availability of funds for
both the HAWK parts and the TOWs. The TOWs were transferred to
the CIA on May 19 and shipped to Israel on May 23. According to
testimony, the HAWK parts were also supposed to be shipped to
Israel during this period. On May 20, the CIA certified the
availability of funds to test, inspect and service the old HAWK
radars; the next day, it received more detailed cost information
on the radars.

A CIA official spoke with Ghorbanifar on May 18 and was
assured that the hostages would be available when the Americans
arrived in Tehran. He was also assured that McFarlane would meet
the top three political officials in Iran (i.e., President
Khamenei, Prime Minister Musavi and Majlis Speaker Rafsanjani).
Three days later, Ghorbanifar thanked the official for
information relayed to him by Richard Secord and described the
greeting and accommodations that the U.S. team could expect.

McFarlane has testified that he received pre-trip briefings
during the week of May 19. He indicated that he was assured by
Admiral Poindexter that Secretary Shultz was involved in the
planning for the trip and that Secretary Weinberger had been
apprised. His terms of reference, emphasized long-term U.S. and
Iranian common interests in opposing the Soviet threat. They
accept the Iranian revolution as a fact, but note the need for
Iran to end its support of terrorism and hostage-taking and its
efforts to undermine American interests. They indicate that the
United States wants neither an Iraqgi victory or an overwhelming
Iranian victory in the Iran-Irag war. McFarlane’s terms of
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supply relationship, but say that this depended upon whether Iran
and America’s convergent or divergent interests come to loom
larger in the overall picture.

The McFarlane delegation traveled from the United States to
Iran via Europe and Israel on May 23-25. 1In Israel they took on
a cingle pallet of the HAWK missile parts that Iran had
requested. McFarlane later testified that Secord met the plane
in Israel, but that McFarlane identified his role primarily in
connection with the aircraft. McFarlane'’'s delegation included
LTC North, Howard Teischer (North’s formal superior on the NSC
staff), the CIA officer who served as an interpreter, and others,
including U.S. communicators. McFarlane told Attorney General
Meese that he brought no inscribed Bible and that LTC North
brought the cake that was mentioned in Iranian reports.

McFarlane later testified that he carried his own passport, and
did not carry a cake or a Bible. Teischer and the CIA officer
testified that North brought the cake, and the CIA officer
remembered a Bible as well. Documents indicate that, whether or
not McFarlane actually carried a false passport, one was prepared
for him and was returned after the trip with a one-week Iranian
tourist visa and an entry cachet. Teischer later testified that
he took detailed notes on the meetings, and the interpreter later
wrote a memorandum on the meetings. This report’s treatment of
the Tehran discussions is based upon the latter source, plus
McFarlane's cable to Poindexter.

The Tehran discussions got off to a slow start on May 25,
with the arriving delegation having to wait some time before any
Iranian officials greeted them. They were taken to a Tehran
hotel where, late that afternoon, the first session was held.
The Iranians listed past sins of the United States and demanded
that the U.S. Government do more than had been agreed in
February. The U.S. delegation insisted that the February
schedule be adhered to.

On the 26th, there were, again, no discussions until late in
the afternoon. The interpreter later noted that the Moslem holy
period of Ramadan, during which one fasts during daylight hours,
may have interfered with normal schedules. McFarlane began the
discussions by presenting the U.S. position, emphasizing the
long-term interests as stated in the terms of reference. This
was reasonably well received, but the Iranians thep presented a
list of demands from the captors of the U.S. hostages. They also
accused the United States 5f going back on its commitments,
because McFarlane had not trought half of the HAWK missile parts.
Members of .the U.S. delegation were surprised at this
allegation, but they sutsejuently learned that Ghorbanifar had
given the Iranians the :~cressi>n that they would bring half of
the HAWKs with them. n= .3, delegat:ion ccntinued to insist
that the hostages mus: :.:5% 7o freed before any further delivery
of arms.
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When no progress could be made, McFarlane threatened to end
the discussion and leave. The Iranians protested that this was
not proper behavior; McFarlane then retired from the
negotiations, indicating that he would return if there were an
agreement. The Iranians then emphasized how risky it was for
them to have this set of discussions, and the American team came
to the conclusion that top-ranking officials -- particularly
Khomeini himself -- had not been informed of the meeting.

In a message to Admiral Poindexter after the May 26 session,
McFarlane indicated that the Iranians were saying the right
generalities and continually assured the U.S. team that they were
making progress on the hostages. But McFarlane, while suggesting
the sorts of future steps that the U.S. and Iran could take,
insisted upon concrete acts from Iran before such steps could be
taken. He wired Poindexter that the Iranians had produced a
competent negotiator to lead their team on the second day, but
that McFarlane had remained outside the negotiations to
demonstrate the need for more than rhetorical progress.

On May 27, it appeared to the U.S. team that the Iranians
were stalling, although the Iranians did drop nearly all of the
Lebanese demands that had been raised the previous day. The
American team drafted an agreement that became the topic for
discussion that evening. At midnight the Iranians broke to caucus
among themselves. At about 2 a.m. on the 28th, the chief Iranian
official asked to see McFarlane. They asked for more time to
gain control of the hostage situation and obtained assurances
that the remainder of the HAWK parts would arrive within a few
hours of the release of the hostages. McFarlane gave them until
early the next morning, claiming that he had instructions to
leave on the evening of the 27th. 1In a second message to Admiral
Poindexter, McFarlane indicated that his discussions had been
low~-key and that the common interests between the two countries
had been understood. The Iranian official had clearly been told,
however, that the balance of the HAWK parts would be forwarded
only after the hostages were released. McFarlane recommended
that, despite the vastly improved tone in the discussions, the
President authorize him to leave on the 28th unless there were
clear evidence on an impending hostage release. McFarlane added
that he had told the Iranian that further discussions could be
arranged after the visit.

On the morning of May 28, one of the Iranians asked whether
the United States would settle for two of the hostages to be
released before the delivery. McFarlane replied that although
the U.S. team was departing, the delivery would not be called off
until 9:30. There was no sign of an impending release, however,
and the President gave McFarlane authority to decide when to
leave. The U.S. team left at 9. A later White House chronology,
drawing upon McFarlane's messages, stated that despite Iran’s
unwillingness or inability to obtain the release of the hostages,
the visit "established the basis for a continuing relationship™
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and the CIA officer later noted that the U.S. team did meet
senior Iranians. One NSC staff member later testified, however,
that McFarlane was not pleased with the results.

The CIA officer who served as interpreter later testified
cthat Ghorbanifar had told him at one of the sessions that other
Iranians might protest the price of $24 million for the HAWK
spare parts. Ghorbanifar, according to this testimony, asked the
CIA officer to uphold that price. The CIA officer says that he
then spoke to LTC North who could not explain it, and both
approached another delegation member about the matter, again
without obtaining a satisfactory explanation.
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June-September, 1986

According to testimony by McFarlane, on May 29 he returned
from his mission to Tehran reinforced in his belief that the sale
of arms was a mistake and that it ought to be terminated. One
NSC staffer testified that the word quickly came down that the
President had decided there should be no move by the United
States to further the sales; the next step was up to Iran.

An intelligence officer on the trip to Tehran with McFarlane,
while similarly discouraged by Iran’s unwillingness or inability
to hold high-level meetings with McFarlane and to secure the
release of more hostages, felt that the United States had made
its point to Iranian officials regarding its seriousness and
that, by the time the trip ended, the Iranians truly wanted
further talks. While not quarreling with the idea that Iran
would have to move first, an intelligence officer on the trip to
Tehran with McFarlane recommended that if they continued talks
with Iran LTC North and he should meet them in Europe to continue
the negotiations.

Iranian officials soon heard of the American reaction to the
Tehran talks. A November 1986 chronology of the program prepared
by the NSC staff indicates that on June 10,1986 Majlis speaker
Rafsanjani made a speech that guardedly mentioned Iranian
interest in improved relations with the United States. The
Committee does not know whether that speech was seen as a signal
at the time, but CIA personnel were soon told that there might be
another meeting, and Iranian officials were made aware that a
meeting in Europe was possible.

In late June, all the parties were apparently trying to patch
together a new schedule of arms deliveries and hostage releases.
According to one report, Iran was considering whether to release
a hostage before any further deliveries of arms. Another report
suggests that Israel offered to "sweeten the pot" by adding some
free equipment to the proposed arms sale package.

According to testimony received by the Committee, the
Iranians were upset by the high prices being charged, especially
for spare parts for HAWK missile systems and by the fact that the
U.S. had not upheld its part of the deal in shipping one half of
the HAWK missile spare parts to Tehran with the U.S. delegation
in May of 1986. A CIA official who participated on the trip
contends that no such promise had been made. At the same time,
according to the testimony of a CIA official it became clear that
Iran was unable to control the captors of U.S. hostages. By
early July, two CIA officers were comparing notes on whether the
program was in danger; one has testified that he also made LTC
North aware of Iranian anger over the high prices. Through early
July, various schedules were floated without success. Iran had a
price list for HAWK parts, and the gross discrepancies between
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that list and the prlces being charged to Iran were too large to
explain away or to ignore.

During this same period, Iranian officials privately told
officials of two other countries that they desired better
relations with the United States; in one case they noted the
possibility of hostage releases. LTC North noticed both these
approaches and by July 17 had secured approval for positive
responses to Iran through those countries.

In mid-July, there was some progress. It was made clear to
Iran through multiple channels that there would be no further
movement by the United States unless a hostage was released.
According to documents received by the Committee, the Iranians
accepted this and took steps to arrange for the release of a
hostage. Iran also agreed to pay $4 million for the HAWK parts
that had been delivered on McFarlane’s plane.

A Casey memo to Poindexter indicates that in late July, when
no hostage had yet been released, the United States told
Ghorbanifar that the deal was off. A day later, however, it was
learned that a hostage would indeed be released, and Father Jenco
was released on July 29.

In this memorandum,to Poindexter, dated July 29, Director
Casey detailed the role of participants in the arms sales program
and made the case for meeting Iranian expectations about what
would happen next. Casey argued that Ghorbanifar, while
uncontrollable, "appears to respond generally to Nir'’s
direction.” Nir and Israeli officials would continue to work for
the release of American hostages, Casey said, because their
reputations were on the line and because the program was
consonant with Israeli interests. Were the United States not to
respond to this Iranian move, on the other hand, "matters could
“turn ugly" and "it is entirely possible that Iran and/or
Hizballah could resort to the murder of one or more of the
remaining hostages." Casey admitted that piecemeal releases were
unpleasant, but he saw this as perhaps "the only way to proceed."
He also felt that resolution of this issue could lead to longer
term" contacts with moderate factions in Iran".

LTC North sent a memorandum to Admiral Poindexter, also dated
July 29, proposing that Poindexter get the President’s approval
to ship the remaining HAWK parts to Iran. North also sent an
electronic message to McFarlane emphasizing that Father Jenco’s
release had been an outgrowth of McFarlane'’s mission to Iran,
rather than the result of any Syrian role. The document includes
a notation by Admiral Poindexter, dated July 30, that the
President had approved the shipment of the remaining HAWK parts
to Iran. On the same day, Vice President Bush was given a
briefing in Jerusalem by Mr. Nir. The Vice President attended
the meeting at the suggestion of LTC North. According to a
memorandum dated a week later by an official who was present at
the briefing, Nir indicated he was briefing the Vice President at
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the request of Prime Minister Peres. He conceded the problems
encountered in the program, but argued that the Iranians with
whom they were dealing were ones who could "deliver." He also
discussed the problem of the sequence of release of additional
hostages. According to the memo, the Vice President made no
commitments and gave no direction to Nir.

Apparently in response to the approval of President Reagan,
the HAWK parts reached Iran on Auqust 3.

During the same period, according to documents received by
the Committee, the United States was developing an alternative
channel of communications with Iranian officials. In mid-July,
Albert Hakim and a U.S. Government employee met with an
acquaintance of Hakim's who was interested in putting together
arms deals. The acquaintance knew of an Iranian official who
wanted to contact the U.S. Government and talk about arms sales.
Hakim had things arranged so that the Iranian would be steered
toward him, rather than toward participants in the existing
channel. By late July, LTC North reported to Admiral Poindexter
that there had been meetings with some people to see whether they
could become intermediaries; it is not clear whether he was
referring to the mid-July meeting or to a later one. Hakim was
pleased because his acquaintance was willing also to consider
deals for non-lethal items; Hakim reportedly stated that he
wanted to pursue that avenue irrespective of whether the U.S.
Government used the channel. One proposal that later bore fruit
was for some medical supplies to be sold at cost.

According to testimony received by the Committee, in August,
Secord and Hakim met with the Iranian official who had sought to
contact the U.S. Government to arrange arms sales. Secord
reported to North that he was impressed with the Iranian, who
knew about the existing channel but reportedly viewed Ghorbanifar
and other intermediaries as untrustworthy. The Iranian promised
not to disrupt the existing channel, but said that he would
consult with his government about opening a second channel to the
U.S. Government.

For the first channel, August 1986 was a time of continuing
efforts and growing concern. Two CIA officials testified that
‘they became more upset over Ghorbanifar’s situation as they tried
to understand the financing of this program and could not make
sense of it. Ghorbanifar admitted to trying for a profit of 60
percent on top of the base price, but it would have taken a
margin at least five times that to explain the figures that the
CIA officials now understood to be involved. At some point
during the summer of 1986, CIA’s Near East Division asked another
office to help it prepare a fake price list to justify the
inflated HAWK part prices. The latter office later recalled that
it had recommended that the division go to the Defense Department
for help instead, and the Committee does not know whether a fake
price list was ever actually prepared.
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According to documents and testimony received by the
Committee, in early August, efforts were resumed in the old
channel to arrange for possible shipment of the two HAWK radars
that Iran wanted. In mid-August, Amiram Nir told CIA personnel
that he had authorized most of what Ghorbanifar had offered in
the way of price cuts and alternative schedules, although
Ghorbanifar had offered at least one item that was not
authorized. Nir also conceded that Ghorbanifar was probably no
longer trusted by the Iranians. The latest proposal involved the
HAWK radars, some electron tubes for the HAWK systems, 1,000
TOWs, another trip to Tehran, and an Israeli sale, along with the
staggered release of the three remaining hostages.

Later in August, at a meeting of Ghorbanifar, Nir and North,
a new schedule was proposed that added still another 1,000 TOWs,
instead of the Israeli sale, and added the requirement that
William Buckley’s body be returned for proper burial. By late
August, preparations for a shipment of 500 TOWs had begun.

According to documents received by the Committee, on
September 2, North sent Admiral Poindexter a memorandum on "Next
Steps with Iran." Among other things, he recounted the messages
being sent through two friendly countries, the latest Ghorbanifar
proposal, and the emergence of a possible new channel. His
proposal, reached in conjunction with the CIA, was that the
Ghorbanifar channel be pursued as the primary effort.

North’s proposal appears to have been rejected by either
Poindexter or the President, for a September 8 memorandum from
North to Poindexter mentions "guidance" to seek the simultaneous
release of all three hostages, rather than sequential releases.
This memorandum was a supplement to the September 2 memo, and
again states that it was prepared in conjunction with CIA. The
memo noted that it had proved impossible to convince the first
channel to consider simultaneous release of all the hostages;
that DOD had located encugh material to make a sequential release
approach attractive to the Iranians; that the first channel may
now have been acting pursuant to direction by the new channel;
and that Director Casey, having conducted a review of the Iranian
project that day, considered Ghorbanifar’s channel "the only
proven means" to get hostage releases, and so supported
expeditious efforts to meet the plan proposed by Ghorbanifar,
while holding out hopes that the new channel might make
modifications later in September. The memo argqued that "our
window of opportunity may be better than it will ever be again".

After meeting with Poindexter, LTC North told a CIA official
that the old channel was to be shut down and put on hold, and the
new channel was to be developed instead. According to a
memorandum received by the Committee, LTC North had been warned
that the Ghorbanifar channel would have to be closed in a secure
manner, which meant finding enough money to get Ghorbanifar out
of trouble. The memo noted a figure of $4 million. Further,
according to testimony received by the Committee, others were
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warned of the risks associated with closing down the Ghorbanifar
channel at that time.

A CIA official testified that he began at this time to
consider the possibility that one reason for Ghorbanifar'’s
problems was a diversion of funds, in light of Secord and Hakim’s
roles in providing aid to anti-Sandinista forces. These
concerns, especially the concern that Ghorbanifar’s problems
could lead somebody to go public, led the CIA official to raise
the issue with Director Casey and Deputy Director Gates in early
October, just as another source began to warn of a possible
lawsuit. These events are discussed later in this report.

In mid-September, the visit of Israeli Prime Minister Peres
and other officials to Washington prompted lower-level meetings
with Nir, followed by briefings of the President and Poindexter
for their meetings with Peres and Nir respectively. North’s
paper for Poindexter’s use in briefing the President noted that
the Israelis were nervous about U.S. intentions regarding the
Iran program. The memorandum recommended that the President note
his appreciation of the Israeli role and indicate our intentions
to continue to coordinate closely with Israel vis-a-vis Iran.
Ledeen attempted to see Secretary Shultz around this time to
discuss the program, as he would again in October, but Shultz
testified that he declined to meet with Ledeen.

According to testimony and documents received by the
Committee, during September there was a shift to the new channel.
In early September, the shipment of medical supplies that Hakim
had proposed in July began to move forward as the CIA took steps
to purchase and pack the materials.

In the early fall, there was a meeting between the new
channel and U.S. officials, arranged by Secord. According to
documents and testimony received by the Committee, the Iranian
official said that he was meeting the U.S. team in order to
upgrade the channel between the United States and Iran. The
Iranian said that Iran would handle the 0ld channel, and that he
should be considered the new one.

According to documents received by the Committee, the hostage
issue was treated at the meeting "as an obstacle, not a key issue
in arriving at a strategic relationship". The Iranian said that
Iran!opposed hostage taking and terrorism, and the Ayatollah
Khomeini had prepared a "fatwa" condemning the taking of hostages
(which had been promised by Ghorbanifar in April). Another
Iranian told a U.S. participant that the hostage matter "would
soon be settled."” 1Iran’s intelligence needs were also presented
in detail, and there was a discussion of a joint U.S.-Iranian
committee that could handle the improving relations ~-- first in
secret, then in the open.

According to documents and testimony received by the
Committee, the U.S. team told the Iranian official that to show
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of the countries the United States wished to thank for refusing
to grant landing rights to the hijackers of a TWA aircraft in
Karachi. A few days later, NSC and CIA officials met to discuss
a draft of the editorial. Working through State Department
officials, the NSC staff convinced USIA that this unusual request
came from "the highest levels" of the government, and the
editorial was broadcast over a three-day period.

By the end of September, the stage was set for a complete
switch to the new channel, and, in effect, the first channel was
left to fend for itself.

Compromise of the Program

According to Roy Furmark, at the end of September 1986,
Khashoggi asked Furmark to visit Casey and ask for his
assistance. Khashoggi was deeply involved in financing arms
deals between the U.S. and Iran, and he was owed $10 million.

The funds belonged to some investors and had been deposited in an
account belonging to Lake Resources, a firm connected to North,
Secord, & Hakim. According to Furmark, Khashoggi assumed that
Lake was a U.S. Government account. The solution, he said, was
for the U.S. Government either to refund the $10 million or to
complete the weapons shipment.

According to the testimony of Gates and a CIA officer, in
early October 1986 a CIA officer expressed concern to DDCI Gates
that abandoning the old channel altogether for the new channel
might be a risk to operational security because the o0ld channel
had not been taken care of financially.

At the same time, Gates was reportedly informed of
speculation by this CIA officer that there was the possibility of
funds from Iranian arms sales having been diverted to other U.S.
‘projects, including the Contras". Gates directed that Casey be
briefed and the CIA officer testified that he met with Casey on
October 7 and repeated what he had told Gates. At this meeting,
Casey told the CIA officer that he had received a call that day
from Roy Furmark, a former legal client and long-time
acquaintance. Casey said that Furmark had told him that
Khashoggi had put up the money to finance the purchase of arms by
Iran, but that the money was not actually Khashoggi’s; that
Khashoggi had borrowed the money from two Canadians for a 20
percent return on investment after 30 days;and that the Canadians
had not been repaid and were threatening to go public with the
details of the operation. According to the CIA officer, Casey
called Poindexter that same day and told him of Furmark’s call.
(It should be noted that Furmark testified that he had met with,
not called, Casey that day.)

According to documents received by the Committee, during this
same time frame a meeting was scheduled in Europe with the new
Iranian channel. 1In preparation for this meeting, North drafted
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President had authorized the delivery of intelligence information
to the Iranians. The January 6, 1986, Presidential Finding was
cited as the authority.

The CIA assembled an intelligence package in preparation for
a meeting in Europe with the new Iranian channel. The CIA author
of the memorandum transmitting the package cautioned, however,
that "such information, if it were to come into Iranian
possession, would likely help Iran plan and execute military
operations against Iraqg".

According to testimony received by the Committee, the
European meeting took place between the U.S. team, which
consisted of North, Secord, and a CIA officer, and the new
Iranian channel, and, subsequently, on October 9, North visited
CIA headquarters and briefed Casey and Gates on the meeting.
According to testimony by Gates, during the course of this
briefing, he asked North if there was any CIA involvement in
North’s efforts on behalf of private funding for the Contras.
Gates testified that North responded that there was no CIA
involvement. Gates further testified that at this same meeting,
he urged Casey to insist on getting a copy of the Iran Finding, a
document which the CIA did not have. North said that he would
assist in this effort, and a few days later the CIA received the
Finding.

According to documents received by the Committee, shortly
thereafter, a CIA officer drafted a memorandum analyzing the NSC
arms to Iran initiative which, in part, proposed certain damage
control procedures in the event the initiative became public and
speculated that creditors might assert that money from the arms
sales was being "distributed to other projects of the U.S5. and
Israel". Upon seeing the memo, Casey called Poindexter and set
up an appointment for the next day.

Casey and Gates saw Poindexter on October 15 and gave him a
copy of the memorandum. Gates testified that he and Casey
recommended to Poindexter that the President ought to reveal the
initiative to the public, to avoid having it "leak out in dribs
and drabs.” Meanwhile, according to Gates, he directed the
CIA’'s General Counsel to review all aspects of the Iran project
to insure that the CIA was not doing anything illegal. The
General Counsel subsequently reported to Gates that he had looked
into the situation and that there was "nothing amiss from the CIA
standpoint".

On October 16, at Casey’s direction, a CIA officer met with
Furmark to discuss the Iran initiative and Khashoggi’s
involvement in financing the arms sales. Subsequent to the
meeting, a memo to Casey was drafted recounting the conversation
with Furmark, which provided in part that Furmark had recommended
an Iranian arms shipment "to maintain some credibility with the
Iranians ... and to provide Ghorbanifar with some capital so that



the investors can be repaid partially and so that Ghorbanifar can
borrow money to finance additional shipments." This, according
to Furmark, would keep the process rolling and could result in
release of additional hostages.

A follow-up meeting with Furmark in New York with two CIA
officers occurred on October 22. According to documents and
testimony received by the Committee, in addition to discussing
the sources of financing for the various shipments of arms to
Iran, Purmark said that Ghorbanifar firmly believed" that "the
bulk of the $15 million [for the HAWK spare parts] had been
diverted to the Contras." The CIA officer testified that it was
his impression that Furmark shared Ghorbanifar’s belief. Upon
their return, the two CIA officers briefed Casey upon their
return, included the subject of possible diversion of funds to
the Contras. A summary memorandum was drafted for Casey to send
to Poindexter, but it was never signed by the DCI and was
apparently never sent to Poindexter.

The next arms shipments to Iran continued during this period.
At a meeting in late October, the Iranians produced a check for
$4 million to pay for 500 TOWs. Of this amount, the CIA received
$2.037 million on October 28, and on October 29 500 TOW missiles
were shipped from Israel to Iran. On that same day, North sent a
message to Poindexter providing a status report on the meeting
with the Iranians. According to that document, the United States
was assured of getting two hostages bacx "in the next few days”.
On November 2, hostage Peter Jacobsen was released.

According to testimony received by the Committee, the October
29 shipment of arms from Israel to Iran -- for which the Israelis
received 500 TOWs in reimbursement on November 6 -- marked the
end of U.S.-Iranian arms deals. On November 3, the Lebanese
newspaper Al Shiraa reported that the United States had been
supplying arms to Iran and stated that McFarlane had visited
Tehran earlier in the year to meet with Iranian officials.

According to documents and testimony received by the
Committee, Secretary of State Shultz, upon learning of the
revelations, sent a cable to Poindexter in which he expressed his
concern over possible press attempts to portray the arms deal as
a violation of U.S. counterterrorism policy. Shultz suggested
that the best course of action would be to go public on the NSC
initiative in an attempt to make it "clear that this was a
special one time operation based on humanitarian grounds and
decided by the President within his Constitutional responsibility
to act in the service of the national interest." Shultz
testified that he did not know at this time about the January 17
Presidential Finding authorizing the arms transfers to Iran and
that neither he nor Secretary Weinberger learned of the Finding
until it was revealed at a White House meeting on November 10.

According to documents received by the Committee, Poindexter,
by cable, rejected the Secretary’s advice, citing a need to get
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the hostages out and a desire to brief the Congressional
Intelligence Committees. According to the cable, Poindexter had
spoken with Vice President Bush, Weinberger, and Casey and they
had all agreed with the necessity for remaining "absolutely
close-mouthed while stressing that basic policy toward Iran, the
Gulf War and dealing with terrorists had not changed".

On November 7, Furmark told the CIA officer with whom he had
been meeting that the Canadian investors who had not received
their funds from Khashoggi were planning to sue the Saudi arms
dealer and a private firm into which they paid the $11 million to
cover the cost of the HAWK missile parts". According to
documents received by the Committee, Furmark said that he had
persuaded the Canadians to delay their lawsuit. Furmark
indicated he was unimpressed with the new Iranian channel and
expressed support for the ability of Ghorbanifar, who
"coordinated his initiatives...with all significant factions in
Iran".

In November, the U.S. team, including North, met again with
the new Iranian channel. During three days of meetings with the
Iranian, the topics included hostage release, Dawa prisoners
being held by Kuwait, the Israeli role in the arms transfers, and
Iranian intelligence requirements. The new channel admitted that
Iran owed Ghorbanifar $10 million, but stated that Ghorbanifar
owed Iran 1,000 TOW missiles.

According to testimony received by the Committee, by this
point the Executive branch had come to believe that the Senate
and House Intelligence Committees would have to be briefed on the
Iranian initiative. The CIA thereupon began to prepare the
materials needed for Casey’s presentation. The CIA officer who
had dealt directly with the Iranians was asked to prepare an
outline of the meetings he had attended, and the CIA Comptroller
attempted to reconstruct the financial aspects of the Iran
program.

Casey testified before the Senate Intelligence Committee on
November 21, 1986. He did not mention any possibility that there
had been a diversion of funds from the arms sales to Iran. When
asked about this omission, Gates later testified that the reason
for the omission was that "the information was based on
analytical judgments of bits and pieces of information by one
intelligence officer, and that they [Casey and Gates] didn’t
consider that very much to go on, although it was enough to raise
our concerns to the point where we expressed them to the White
House."

According to the Attorney General’s inquiry, prior to
appearing before the Senate Intelligence Committee, Shultz went
to the White House and informed the President that some of the
statements being made about the Iran arms affair would not stand
up to scrutiny. Shultz also informed Meese of his feelings on
this matter. A Justice Department staff member then obtained



40

information from the State Department about the November 1985
HAWK missile shipments that did not fit with other information
gathered by the Attorney General. At that point, Meese decided
to go see the President.

The same day that Casey testified before the Senate
Intelligence Committee, the Attorney General met with the
President and Chief of Staff Regan to discuss the need for an
accurate account of the arms deals, particularly in light of the
upcoming testimony before Congressional Committees. According to
Meese, the President asked him to "review the facts" to get an
accurate portrayal of the various agencies and their involvement.
Meese later testified that he "didn’t smell something was wrong,"
but was bothered by "things we didn’t know." This was not an
investigation, said Meese, but simply an attempt "to pull the
facts together so that we would have a coherent account." Regan
suggested that the review be completed prior to the 2 p.m. NSC
meeting on Monday. According to testimony by Meese, he then
discussed his mission with FBI Director Webster, and the two of
them agreed that it was not a criminal matter and it would not be
appropriate to involve the FBI.

Meese testified that on the afternoon of November 21, he
assembled a team of three lawyers "who had experience with this
type of matter." Meese then made a list of people to talk with,
including North, Shultz, Weinberger, Poindexter, McFarlane, and
the CIA’s General Counsel.

According to the Attorney General’s inquiry, one of the first
persons interviewed by Meese was McFarlane, who said he had told
Kimche at a December meeting in London that the United States was
"disturbed about TOWs -- can’t approve it." By contrast,
McFarlane testified that he had told Meese during this interview
that the President had favored the Iran initiative from the
beginning. McFarlane stated that Meese seemed glad to hear this,
as an early Presidential approval would legitimize subsequent
acts. According to McFarlane, Meese then opined that an oral,
informal Presidential decision or determination was no less valid
than a written Finding.

At 8:00 a.m. Saturday, Meese spoke with Shultz to discuss the
Secretary of State’s recollection of certain events. Meese
testified that he was not shocked to learn that Shultz had not
known of the January 17 Presidential Finding and stated that he
himself had heard nothing of it after it had been signed.

According to testimony by Meese, on the morning of November
22, the Meese team discovered the early April NSC memo which
referred explicitly to the diversion of arms profits to the
Contras. Assistant Attorney General William Bradford Reynolds
told Meese about the document at lunch on Saturday. Meese
testified that this was the first time that he felt as if
something was "not in accord with the President’s plan."



According to the Attorney General’s inquiry, the next day,
the Meese team -- including the Attorney General -- met with
North. Meese reportedly told North that there would be some
people who were concerned with protecting the President, but that
facts were what was needed. 1In response to Meese’s question
about whether McFarlane’s problem was the perception or the fact
of arms to Iran for hostages, North stated that he believed the
President himself authorized the deal. North said that when he
spoke with the President it was in terms of a strategic linkage.
With the President, said North, it always came back to hostages.
According to Meese, North said it was a terrible mistake to say
that the President wanted a strategic relationship, because the
President wanted the hostages.

According to testimony by Meese, on November 24, 1986, at 11
a.m. he met with the President and the Chief of Staff and told
them of indications that money from the Iran arms sales might
have gone to the Contras. The Attorney General’s announcement of
this on November 25, led the Committee to begin the inquiry
herewith reported.

As recently as mid-December, State Department and CIA
officials met with an Iranian representative to discuss U.S.
policy toward Iran. The State Department official relayed the
message that there would be no more arms to Iran unless Iran
stopped supporting terrorism and agreed to negotiate an end to
the war with Iragq. U.S. hostages, said the official, must be
released unconditionally. The Iranians, in turn, cited a
previously-agreed upon nine-point agenda which included the
repair of PHOENIX missiles, an approach toward Kuwait about
releasing Dawa prisoners, and shipment of 1,000 TOWs to Iran.
Following this unsuccessful session, the CIA officer met
privately with the Iranian, without the State Department’s
knowledge or approval. -

According to testimony received by the Committee, on
December 19 Senator Dave Durenberger, Chairman of the
Intelligence Committee, and Bernard McMahon, the Committee’s
staff director, met with the President, Peter Wallison, Don
Regan, and Alton Keel, at the request of the White House to
discuss matters relating to the sale of arms to Iran and possible
diversion of funds to the Contras. The Committee was not
informed of this meeting until January 20, 1987.

According to testimony received by the Committee, on December
20 Senator Dave Durenberger and Bernard McMahon met with the Vice
President, Craig Fuller and a second member of his staff to
discuss matters relating to the sale of arms to Iran and possible
diversion of funds to the Contras. The Committee was not
informed of this meeting until January 20, 1987.
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SUPPORT TC THE NICARAGUAN RESISTANCE

The Committee initiated its preliminary inquiry on December
1, 1986 after the Attorney General disclosed evidence of the
possible diversion of funds from the Iran arms sales to the
Nicaraguan resistance. According to documents and testimony
received by the Committee, several individuals played key roles
in both the arms sales to Iran and the possible diversion of
funds to the Nicaraguan resistance, including Lt. Colonel North,
Retired Major General Richard Secord, and Secord’s business
associate, Albert Hakim. North was assigned NSC responsibility
for the Nicaragua-Central America account.

McFarlane testified that in preparing his response to press
reports and Congressional inquiries in the summer of 1985, he
went to considerable length in interviews with North and looking
at files to determine the nature of North’s activities in
connection with the Nicaraguan resistance. He further testified
that North assured him categorically at that time that his role
was nothing more than encouraging the contras and advising people
who volunteered support that they should contact the contras.
McFarlane further testified that he had learned nothing since
that time to contradict this view of North’s activities.

The initial CIA action officer on the Iran project met with
North on several occasions in 1986. The CIA officer described
Secord and Hakim as "almost co-equal lieutenants" of North. The
CIA action officer testified that on a trip in February he
learned from North that Secord and Hakim were the principal aides
to North in his contra activities. North did not describe those
activities to the CIA officer other than saying that Hakim was
responsible for the effort in Europe to help.the contras. 1In
March 1986, the CIA officer knew that North was very active in
the contra program. It seemed to the CIA officer as if North was
splitting his time between the contras and the Iran project and
that he was having trouble keeping up with both. North was
visiting Honduras and going to meetings and otherwise working
hard on support for the fighters. The CIA officer testified,
that North’s activities were widely known in the CIA and the NSC.

A White House document indicates that Lt. Colonel North
described Albert Hakim to Admiral Poindexter on February 18, 1986
as Vice President of one of the European companies set up to
"handle aid to resistance movements."

Another White House document reflects that in a secure
message from North to McFarlane on Feburary 27, 1986, summarizing
a meeting in Europe, North described Hakim as an American citizen
who "runs the European operation for our Nicaraguan resistance
support activity."

According to documents reviewed by the Committee, in late
November 1985, North received assistance from Secord in resolving
problems with an arms transfer to Iran. A White House document



dated November 22, 1985, indicates that North and Secord were
already involved in an enterprise North referred to as, "our
Swiss Company," Lake Resources, and that an aircraft belonging to
Lake Resources was in a European country in November to pick up
arms for the Nicaraguan resistance. It was to be the first
direct flight to the resistance field at Bocay and the arms
packages had parachutes attached. This flight was to be delayed
so that the plane could be used for the transfer to Iran
(ultimately another plane was used for the arms transfer).

This document also reflects that North described these
circumstances to Poindexter. The document also shows North
saying that he (North) would meet with Adolfo Calero, a contra
leader, to advise him of the delay in arrival of the arms.

A separate White House document reflects that North advised
Poindexter on December 4, 1985 that North was using an operations
code for Iranian matters similar to the one used to oversee
deliveries to the Nicaraguan resistance. North reported that the
latter code had never been compromised.

According to evidence received by the Committee, a direct
connection between the arms sales to Iran and aid to the
Nicaraguan resistance was made in January, 1986 in discussions
between North and Amiram Nir, terrorism advisor to Israeli Prime
Minister Peres. Notes taken at the interview of North by Meese
on November 23, 1986 quote North as saying that he had discussed
support for the Nicaraguan resistance with Nir in January, 1986
and that Nir proposed using funds from arms sales to Iran for
that support. [According to some notes, North believed Nir made
the suggestion on his own.] The Attorney General testified that
he was uncertain as to whether North or Nir brought up the
subject of Nicaraguan resistance. North also recalled turning
down other Nir suggestions that U.S. funds to Israel or Israeli’s
own funds could be used to support the Nicaraguan resistance.

Other notes of that interview reflect only that Nir told
North in January that the Israelis would take funds from a
residual account and transfer them to a Nicaraguan account.

Notes of the Meese-North interview further reflect that
North commented that he had discussed Israeli help in general
with Defense Minister Rabin, but could not recall asking
specifically for help from the Israelis.

According to documents received by the Committee, by the
time of the North-Nir discussion in January, the Israelis may
have been holding funds from the November 1985 HAWK transfer
available to use for the Nicaraguan resistance. A CIA document
reflects that during one of the breaks in a CIA polygraph
examination of Ghorbanifar in January 1986, he commented that the
Israelis received $24 million as soon as the HAWK shipment was
delivered and that they were holding all of the funds. The
Iranians were requesting the funds be returned. Ghorbanifar
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reportedly stated that the Israelis told him they had "doubled"”
the cost of the shipment apparently because the Americans were
involved. Ghorbanifar reportedly stressed how upset the Iranians
were at not getting the $24 million back.

On November 24, 1986, the day after Meese met with North, an
attorney, Tom Green, met with Assistant Attorney General Charles
Cooper. According to Cooper’s notes, Green said he represented
North and Secord and described the role played by Secord and
Hakim in the Iran project. Green reportedly said that at a
meeting on the arms sales in Europe in early 1986, where Hakim
served as interpreter for the Americans, Hakim told the Iranians
that in order to foster the relationship and show their bona
fides, the Iranians should make a contribution over the purchase
price for use of the contras or "of us." Green added that Hakim
probably said the U.S. government was desirous of this. Green
said that was the basis upon which the February shipment of TOWs
was priced.

According to Cooper’'s notes, Green said the money from that
sale was routed through Israelis into Hakim’s financial network.
Hakim, in his private capacity, routed money into other accounts
belonging to foreigners. The same thing happened again in May.
Green reportedly said none of this violated the law because no
U.S. money was involved -- only Iranians making a contribution.

On or after April 4, 1986, an undated White House document
(the "undated Memorandum") was prepared that outlines past
developments and future plans for the Iran program. Evidence
received by the Committee, including the text of the Undated
Memorandum and an attachment styled "Terms of Reference" and
dated April 4, suggests the Undated Memorandum was written in
this time period. The Undated Memorandum provided that $12
million of the residual funds from an arms transaction the
transaction would be used to purchase critically needed supplies
for the Nicaraguan Democratic Resistance Forces. The Undated
Memorandum described this material as essential to cover
shortages in resistance inventories resulting from their current
offensives and Sandinista counter-attacks and to "bridge" the
period until Congressionally-approved lethal assistance beyond
"defensive" arms could be delivered. At the bottom of the page
on which this discussion appears was a recommendation that
Presidential approval be obtained for certain parts of the plan
for the Iran program that did not include the diversion of funds
to the Nicaraguan resistance. The Undated Memorandum was
unsigned and specified no addressee, and it is not clear to the
Committee who, if anyone, saw it. ‘

The Undated Memorandum was discovered in the files of the
NSC on November 22, 1986 by members of the Attorney General’s
staff. Meese made an appointment to meet with North the next
day, at which time North was gquestioned at some length about the
Iran program and then confronted with the Undated Memorandum.



45

Notes taken at the November 23 meeting indicate that North
confirmed the accuracy of the Undated Memorandum as reflecting
the plan for use of residual funds from the Iran arms sale for
the Nicaraguan resistance. Notes of the meeting recount North
saying the $12 million figure in the memo was based on what he
was told by the Israelis and that he did not know how much was
moved to the Nicaraguans -- the Israeli (Nir) decided the amount
given to the resistance, with no involvement by the CIA or NSC.

According to the notes of the Attorney General inquiry,
North stated that he had not discussed the matter with the
President. According to documents received by the Committee,
North was in 17 meetings with the President over the two year
period, 1985-1986, and none alone, and had one phone conversation
with the President on December 4, 1986.

According to testimony by Meese, North said that he did not
know the amount of money involved. North said the CIA did not
know about the handling of the money, although some might
suspect.

Notes taken at the meeting further reflect that North said
Presidential approval of something would be reflected in the
working files. Asked whether he would have a record if the
President approved in this case, the notes reflect that North
replied affirmatively, and said he didn’t think it was approved.

Notes taken at the meeting further reflect that North
described the money that the Israelis were to get to the
Nicaragqguans as Iranian money from profits of the arms deals and
saying he understood this part of the deal. The notes further
reflect that North said he had told McFarlane in April or May
1986 about the deals and that the only three people who could
know in the U.S. were McFarlane, Poindexter and North.

According to testimony by McFarlane, during their return
trip from Tehran, North told McFarlane that part of the profit
from the arms transcation was going to the Nicaraguan resistance.
McFarlane testified that he took it from the summary reference
that this was a matter of policy sanctioned by higher authority.

McFarlane testified that he did not ask North whether there
was a Finding specifically sanctioning the transfer of funds to
the contras. He testified that North’s portrayal of the contra
connection was "part and parcel of a series of activities that
had been going on." McFarlane testified that he did not report
what he had been told by North about the use of Iran arms profits
for the Nicaraguan resistance.

Moreover, McFarlane testified that when he asked North on
November 23, 1986 who had approved such action, North responded
that he would never do anything without it being approved by
higher authority and that he could not account for who was
involved beyond Poindexter.
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The notes of the Attorney General's inquiry further reflect
that North said after the meeting with Nir in January 1986, he
had contacted Adolfo Calero and as a result of that contact three
accounts were opened in Switzerland. The notes quote North as
saying he gave the account numbers to the Israelis, and money was
deposited in those accounts. North guessed the money got to the
contras; they knew money came and were appreciative.

Notes taken at the meeting further reflect that North
identified two transactions from which money may have been
diverted went to the contras: 1) the transfer of 1000 TOWs in
February [1986], from which $3-4 million may have gone to the
contras; and 2) the transaction [in May 1986] involving payment
for HAWK parts and payment for replenishment of the 508 TOWs.

Notes taken at the meeting indicated North said there was no
money for the contras in the October shipment of 500 TOWs to
avoid a perception of private profit and because the resumption
of U.S. funding made it unnecessary. According to North, Nir was
upset because the October price was not the same as charged
earlier.

When Attorney General Meese testified before the Committee,
he said that North was surprised and visibly shaken when shown
the Undated Memorandum. According to testimony by Meese, North
said that he did not recall the account numbers which were given
to the Israelis and that the Israelis arranged for the money to
be deposited. "Meese testified that North was very definite that
the money got to the Nicaraguan resistance forces, but could not
remember or did not know the amount apart from an estimate of
$3-4 million on one occasion.

Meese testified that he got the impression that the three
-bank accounts were set up by somebody representing the Nicaraguan
resistance forces, that the numbers were given to North, and that
North gave them to the Israelis.

Meese further testified that he was not positive that North
told him the Undated Memorandum was not used or sent for
approval. Meese testified that North did not mention any problem
in his mind that, by some interpretations, U.S. money was being
used for the Nicaraguan resistance. Meese testified that he did
not go into that with North and that there was no discussion of
the Congressional restrictions on soliciting funds.

Meese testified that he did not advise North of his right to
counsel because he did not consider his inquiry to be a criminal
investigation.

Meese testified that North did not explain how he reported
the arms sale matter to Poindexter. Meese testified that he got
the impression that there was very little real communication
about it between North and Poindexter and that North was not
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acting on orders from anyone.

Regan testified that he never saw the Undated Memorandum
until shown it by White House counsel several days before his
testimony and that his reaction on seeing it was he could not
believe it. Mr. Regan further testified that the President was
never in his presence briefed on anything of that nature and that
he is confident the President would not have approved it if he
had been told by Poindexter or North. Regan testified that he
had not shown the document to the President.

During the same general time period, the President had two
meetings which appeared to relate to Central American policy at
which North was present. The exact topic of discussion cannot be
determined from records available to the Committee. Both
meetings occurred on April 23. White House documents list as the
general topic of one meeting a discussion of a recent trip by
Elliott Abrams to El1l Salvador, Honduras, and Costa Rica. The
meeting was attended by the President, the Vice-President, Deputy
Secretary of State John Whitehead, Abrams, Regan, Poindexter, and
Fortier in addition to North. The other meeting for which no
topic is listed was attended by the President, North, Regan,
Poindexter, a Central American security official and his wife,
and the senior CIA officer in that country. The CIA officer was
later the subject of an internal CIA investigation initiated in
the Fall of 1986 concerning unauthorized contacts with private
supporters of the Nicaraguan resistance.

According to documents and testimony received by the
Committee, it is possible that the following two events occurred
on the same day, May 15, 1986. First, according to a chronology
of the Iran program prepared at the White House in November 1986,
the Terms of Reference for Mr. McFarlane’s trip to Tehran were
approved on May 15, 1986. These Terms of Reference appear to be
identical to the Terms of Reference dated April 4 which were
found in NSC files attached to the Undated Memorandum discussing
diversion of funds to the contras. Second, Poindexter gave the
President a status report on the Nicaraguan resistance in
preparation for an NSPG meeting on Central America scheduled for
the next day. According to Poindexter’s memorandum, Poindexter
included in his status report a note that outside support for the
Nicaraguan resistance would be consumed by mid-June and no
further significant support appeared readily available. The
memorandum stated that the $100 million aid request was stalled
in Congress. Poindexter identified as options: reprogramming;
Presidential appeal for private donations; and direct and very
private Presidential overture to certain heads of state.

Regan testified that the President met with McFarlane prior
to his trip to Tehran and discussed the objectives for
McFarlane’s talks with the Iranians. Regan testified that he did
not recall seeing a document entitled "Terms of Reference"
similar to the Undated Memorandum, nor did he recall approval
ever being given for such a document. Regan testified, however,



48

that the President’s approval should have been required if those
instructions were given to McFarlane for his visit to Tehran.

A copy of Terms of Reference identical to those attached to the
Undated Memorandum and bearing the date May 21, 1986 has been
located in White House files.

According to documents received by the Committee, on May 16,
1986, the President held an NSPG meeting where solicitation of
third-country humanitarian support for the Nicaraguan resistance
was discussed. Those present included the President, Vice
President, Craig Fuller, Secretary Shultz, Ambassador Habib,
Assistant Secretary Abrams, Secretary Baker, Secretary
Weinberger, Under Secretary Ikle, Director Casey, the CIA task
force chief, General Wickham, Lt. Gen. Moellering, Don Regan,
Admiral Poindexter, William ‘Ball, Djerejian, McDaniel, Burghart,
and North.

White House documents reflect that the issues discussed at
this meeting included the negotiation process and the status of
Contadora, and the $100 million aid package before Congress for
the Nicaragquan resistance. The document states that the
situation with the resistance was good but could reverse abruptly
as they were running out of money. Two options to get the money
were considered -- seek to get reprogramming through Congress or
go to other countries. The final decision was to look at both
approaches. According to the documents, Secretary Shultz was to
provide a list of countries which could be approached.

Abrams testified that the State Department had legal
authority from Congress to solicit humanitarian assistance from
third countries. According to Abrams, Secretary Shultz agreed it
was a good idea to do so.

According to testimony by Shultz, in June 1986 Abrams came
to Shultz with a proposal to seek such aid and said there was a
Swiss account that could receive the money and Shultz approved.
Shultz testified that apart from a request for communications
equipment, which was not honored, only one country was asked for
a contribution pursuant to this policy.

Regan recalled such an NSPG discussion, although not the
precise date of May 16, and testified that there was absolutely
no mention of ;the possible use of funds from the Iran arms sale,
including salds by third parties or countries, to provide
humanitarian or military assistance to the Nicaragquan resistance.

Shultz testified that in June, McFarlane telephoned him to
report that a third country had previously contributed $31
million to the Nicaraguan resistance. McFarlane, in his
testimony, recalled a similar phone call to Shultz informing him
of a $30 million third country contribution to the FDN.

August - September, 1986
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According to testimony received by the Committee, in August,
pursuant to the policy approved by the President in May, Abrams
approached a third country and asked it to contribute $10 million
for humanitarian assistance to UNO. Abrams reportedly met with a
representative of that country on August 8; he pointed out that
Congress had approved $100 million but it had not been
appropriated yet and money was needed to bridge this gap between
the previous $27 million [in humanitarian aid] and passage of the
appropriation by Congress, which the contras had not yet
received. When the third country agreed, Abrams asked the CIA
task force chief and North for advice on handling the
contribution.

According to testimony received by the Committee, the task
force chief recommended having UNO open a bank account in its
name and then having NHAO or the State Department monitor the
expenses and authorize them from that account. Abrams agreed,
and the task force contacted UNO Secretary General Naio Sommariba
and asked him to open an offshore bank account for use to deposit
the funds. According to testimony received by the Committee,
this was done at a bank in the Bahamas, with signatures of
Sommariba and his accountant on the bank account. According to
testimony received by the Committee, Abrams needed the account
number urgently and the number was obtained and passed on to
Abrams at a meeting in the NSC situation room. The task force
chief said he provided this assistance on his own authority after
consulting with the task force lawyer to make sure it was legal.
He testified that he informed CIA Deputy Director for Operations
and the Latin America Division Chief after the fact, and they
raised no questions as to leqality. The task force chief went on
to testify that this was the way he handled 95 percent of his
activities. 'CIA officials considered that the State Department
was legally within its bounds to solicit the money and did not
consider CIA’s assistance to be in any way circumventing the law.

Abrams testified that he asked both the CIA task force chief
-and North to provide accounts for the donation from the third
country. He testified that the account opened by North was with
Credit Suisse. Abrams testified that he discussed the situation
with Charles Hill, Executive Assistant to Secretary Shultz, and
they decided to use the account opened by North without
procedures for monitoring expenditures from the account.

Abrams testified that in September and October the State
Department sought assurances from the donating country that they
were going to give the $10 million and would deposit it in the
account provided by North. Documents received by the Committee
confirm this statement.

Abrams testified that on several occasions after that he
checked with North to see if the money had been deposited.
According to Abrams, North reported to him on several occasions
that the money had not reached the account. According to
documents and testimony received by the Committee, in late
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November, Abrams turned over the information on the account to
the State Department legal advisor, and the FBI began looking
into the matter.

According to a document submitted by the Justice Department
to the Swiss government in December 1986, the Credit Suisse
account number that North gave Abrams is the same as the number
of the account suspected of being used by North, Hakim, and
Secord for proceeds from Iran arms sales.

In preparation for a meeting on September 15, 1986 between
the President and Israeli Prime Minister Peres, North prepared a
memorandum for National Security Advisor Poindexter on matters
the Prime Minister might raise with the President. The
memorandum reported that on the previous Friday, September 12,
Israeli Defense Minister Rabin had offered a significant gquantity
of captured Soviet bloc arms for use by the Nicaraguan
resistance. These arms were to be picked up by a foreign flag
vessel the week of September 15 and delivered to the resistance.
The memorandum advised that if Peres raised this issue, the
President should thank him because the Israelis held considerable
stores of bloc ordnance compatible with arms used by the
Nicaraguan resistance. Poindexter noted on the memorandum
received by the Committee, that he discussed it with the
President.

, Regan testified that he attended a briefing of the President
one hour before the Peres meeting and that the Rabin offer was
discussed. Regan testified that the subject was not expected to
come up at the President’s meeting, but that if Peres raised it,
the President should "just say thanks.” Regan recalled no
discussion as to legality under American law.

Regan testified that the President never told him what came
up in a 15 minute private meeting between the President and the
Prime Minister, and the subject did not come up in the open
meeting.

According to a document received by the Committee, two days
before the President’s meeting with Peres, Poindexter had replied
by note to a message from North advising him to "go ahead and
make it happen" as a "private deal between Dick and Rabin that we
bless." Poindexter’s note also referred to another note
providing that Poindexter had talked to Casey that morning about
Secord. Poindexter instructed North to keep the pressure on
"Bill" to "make things right for Secord.”

CIA :
In testimony to the Committee, the senior CIA analyst on the
Iran project stated that he began a thorough analysis of the
intelligence on the program in mid-September 1986 and became
concerned that Iran was being overcharged and that the funding
might have been diverted for other projects including support for
the Nicaraguan resistance.
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He testified that he had conversations with Ghorbanifar and
with Nir in August and September about funding problems with the
Iran arms transfers. He knew, he said, that North was active in
political support of the contras and that Hakim and Secord were
involved in flights to supply the contras as well as the Iran
program. Because the money issue was unresolved, he suspected
money was already spent or allocated.

The CIA analyst testified that on October 1, 1986, he
brought his concerns to the Deputy Director of Central
Intelligence, Robert Gates. He explained that given the
individuals involved, he was concerned that funds were being
diverted to Central America.

According to testimony, Gates was surprised and disturbed
and told the analyst to see Director Casey. The analyst
testified that he and Gates did not discuss the legality or
illegality of diversion. They talked about it being an
inappropriate commingling of separate activities and the risk to
operational security.

Gates testified to the Committee that the analyst viewed the
problems as a serious threat to the operational security of the
Iran project. Gates recalled that the analyst’s conclusion that
some of the money involved was being diverted to other U.S.
projects, including the contras.

FURMARK

According to testimony by Roy Furmark, a New York
businessman and a lawyer for Adnan Khashoggi, Ghorbanifar told
him in a meeting in August in Paris, that proceeds from the
inflated Iran arms sale prices may have gone to Afghanistan or
Nicaragua. Furmark testified that at the end of September,
‘Khashoggi asked him to visit Casey to get the U.S. to resolve the
financial problems. Furmark testified that all those involved
considered the Lake Resources account at Credit Suisse to be an
American account. Furmark testified that he had known Casey for
twenty years in business matters, 0SS dinners, et cetera.

In a letter to Attorney General Edwin Meese dated late
November 25, 1986, Casey described Furmark as a friend and former
client -- someone he had not seen in six or seven years.

Furmark and Casey met on October 7, 1986 and, according to
Furmark’s testimony, he told Casey about the financial problems
with the Iran project and that Casey seemed unaware of details.
Furmark tetified that Casey tried to call Poindexter who was not
in and that Casey said he would look into it.

In a letter to Attorney General Meese dated November 25,
1986, Casey said Furmark had provided him with more information
than Casey had ever heard about the Ghorbanifar-Israeli channel
to the Iranians. The letter quotes Furmark as saying that he had
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been involved in a Ghorbanifar-Israeli channel to the Iranians
from its inception. Casey advised the Attorney General that he
and Gates had passed Furmark’s information on to Poindexter a day
or so after the October 7 meeting.

Also on October 7, a meeting was held between a senior CIA
analyst, the Deputy Director of CIA, Bob Gates, and Casey. This
senior CIA analyst testified he believed Furmark did not mention
to Casey on October 7 the possibility that Iran arms proceeds had
gone to the Nicaraguan resistance.

Casey later told the analyst that he, Casey, called
Poindexter on October 7 and that Poindexter knew of the problem
raised by Furmark.

Gates testified that it was possible that during the October
7 meeting Furmark may have raised with Casey the possible
diversion of money to the contras.

At the meeting with Casey on October 7, Gates told Casey of
the senior analyst’s concerns about the possible diversion of
funds to Central America. Casey directed the analyst to put all
his concerns in writing. Gates testified that Casey was startled
by the information. :

Gates further testified that on October 9, 1986, Casey,
Gates, and North met for lunch to give North an opportunity to
debrief Casey and Gates on a meeting on the Iran project that had
recently taken place in Europe. Gates testified that problems
with the Iran program were discussed and that, during lunch North
made a very cryptic reference to a Swiss account and money for
the contras. Gates recalled that he and Casey did not pursue it
but instead asked North whether there was any direct or indirect
CIA involvement in any funding efforts for the contras. North'’s
response reportedly was that CIA was "completely clean" and that
he had worked to keep them separate. Gates testified that he and
Casey discussed after lunch the fact that they did not understand
North’s comments. After the lunch, Gates noted for the record
that North had "confirmed" that the CIA "is completely clean on
the question of any contact with those organizing the funding and
operation," and that a clear separation between all CIA assets
and the private funding effort had been maintained. A senior CIA
analyst testified that Gates later told him that there had been a
discussion with North of integration of the private effort to
support the contras and CIA activities, and that North had told
Gates there was no commingling and CIA was clear.

On October 14, 1986, Gates and the senior CIA analyst met
with Casey and gave him the memorandum prepared by the analyst
pursuant to the October 7 meeting. A cover memorandum from the
analyst to Casey and Gates said the analyst had not consulted
with North or other individuals involved on the U.S. side in
drafting the memorandum. The attached 7-page memorandum
discussed the risk that Ghorbanifar might disclose to the press
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several promises to him and that both the U.S. and Israeli
governments had acquired substantial profit from the Iran arms
transactions, some of which was redistributed to "other projects
of the U.S. and Israel." The analyst testified that the
reference in his memo to “"other projects" related only to
speculation about possible allegations of improper diversions of
money to Central America, misappropriation of funds by arms
dealers, and indications of funds needed for some unknown purpose
by an Israeli official.

Casey advised the Attorney General in his November 25, 1986
letter that he had this memorandum prepared and believed it was
delivered to the NSC to review the state of play on the channel
to the Iranian government. Gates testified that the next day,
October 15, 1986, he and Casey met with Poindexter and delivered
a copy of the analyst’s memorandum. Gates testified that they
advised Poindexter, in view of the people who knew about it, to
think seriously about having the President lay the project before
the American public to avoid having it leak in dribs and drabs.

According to his November letter to Meese, Casey said that
he and Gates urged Poindexter to get all the facts together and
have a comprehensive statement prepared because it seemed likely
that the litigation which Furmark said his clients were
contemplating would require it.

In the same letter, Casey stated that Gates had said he
would apprise the CIA General Counsel of the matter and get his
advice. Gates testified that he did ask CIA General Counsel Dave
Doherty to review all aspects of the project and to ensure that
the Agency was not involved in any illegalities. According to
Gates, Doherty later told him that he had looked into things and
not found anything wrong. Doherty testified that Gates mentioned
that Southern Air Transport was involved, linking the whole thing
to Central America, because Southern Air transport was also
shipping material to the Nicaraguan resistance. According to
Doherty, the FBI was looking at the issue of humanitarian funds
to see if any were being spent unlawfully.

According to testimony by Doherty, Gates also mentioned to
the General Counsel speculation and rumors that Iran funds could
have been sent to Central America as part of private funding
efforts. Doherty testified that Gates told him he was concerned
that CIA did not know how funding transfers were being handled by
the NSC and middlemen.

Doherty further testified that he undertook no review other
than to evaluate the activities as described to him by Gates. He
testified that he did not interview other CIA employees, nor did
he suspect NSC involvement in diversion te the contras.

According to other testimony received by the Committee, Doherty
did, however, direct in late October or early November that
nothing relating to the Iran program be destroyed. Two CIA
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cetera in a box.

Furmark testified that he next talked to Casey on October
16, 1986, and again asked for Casey’s help in getting the U.S.
government to resolve his clients’ financial claims. According
to his letter to the Attorney General of November 25, Casey had a
senior CIA analyst and a CIA contract employee go up to New York
to discuss the whcle thing at length with Furmark. Memoranda
dated October 17 and November 7 discussed their meetings with
Furmark.

The memorandum dated October 17 recounted a brief
conversation between the senior CIA analyst and Furmark on
October 16. It did not mention use of arms sale profits for
"other projects," but did relate Furmark’s allegation that $3
million of the $8 million paid by the Iranians for the May 1985
transaction had been used "to cover expenses and for other
matters" and that $10 million was still owed to the Canadian
investors who financed the May transaction.

The senior CIA analyst’s memorandum dated November 7
described a meeting between Furmark and the senior CIA analyst on
the afternoon of November 6 in Washington in which Furmark warned
that the Canadian investors intended to expose fully the U.S.
government’s role in the Iran arms transactions. Furmark,
according to the memorandum, said they knew that Secord was
heavily involved in managing the Iran arms transactions for
North, and that Secord was also involved in assisting North in
support of the contras in Nicaragua. Furmark also said the
Canadians believed they had been swindled and the money paid by
Iran for the arms may have been siphoned off to support the
contras in Nicaragua.

According to testimony by Gates, on November 6, Casey and
Gates met with Poindexter at the White House. According to
testimony by Gates, Casey recommended that Poindexter bring in
the White House counsel, but Poindexter replied that he did not
trust the White House counsel and would talk instead to Paul
Thompson (a lawyer and military assistant to Poindexter). Gates
also said he learned at that meeting that Casey had a prior
discussion with Poindexter in which he may have recommended that
North obtain legal counsel. A similar rendition of this
conversation was later contained in Casey’s November letter to
the Attorney General.

The senior CIA analyst and the CIA contract employee
returned to New York on October 22 to meet with Furmark and
afterward drafted a memorandum for Casey to send to Poindexter.
The memorandum reported that Ghorbanifar had told Furmark and
Khashoggi that he believed the bulk of the original $15 million
price for the May shipment was earmarked for Central America.
The memorandum continued that in this regard, Ghorbanifar told
Furmark that he was relieved when the $100 million aid to the
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contras was passed by Congress.

According to the memorandum, Furmark also presumed that $2
million of the $8 million paid by the Iranians to Ghorbanifar
went to Nir, as agreed to at a meeting among the financiers,
Ghorbanifar, and Nir in May.

A signed copy of this memorandum has not been received by
the Committee. 1In his November 25, 1986 letter to the Attorney
General, Casey said he had not read it "until this morning" and
did not recall ever having read it before. 1In this letter Casey
further said that he had been told the memorandum was prepared
but apparently never went forward.

The senior CIA analyst testified that he was not looking at
the question of improprieties but rather as an intelligence
officer was focusing on damage control.

The analyst testified that Furmark felt Ghorbanifar firmly
believed money was diverted to the contras, and the analyst had
the impression Furmark also believed the money was diverted.

According to testimony by the analyst, the October 22
meeting with Furmark was the first time he had heard a direct
allegation that Ghorbanifar suspected the bulk of funds raised
for HAWK spare parts had gone to the contras. He testified that
the quick briefing he and the CIA contract employee gave Casey
after their October 22 meeting with Furmark included mention of
diversion. The contract employee who drafted the memo to
Poindexter, testified that Casey may have conveyed its substance
to Poindexter by phone and that Casey remembered seeing the memo.

According to notes of the Attorney General'’s inquiry, North
told Meese on November 23, 1986 that Poindexter had asked North
in mid-November to compile a history of the Iran program. North
reportedly told Meese that he went to the files and also talked
to McFarlane, Poindexter, and others in compiling the chronology.
None of the materials prepared in the White House during this
period and received by the Committee referred to the use of Iran
arms sales proceeds for the Nicaraguan resistance, although one
chronology dated November 17 and labeled "maximum version" has in
handwriting at the end of a list of Iran program accomplishments
the notation "Nicargua" (sic}).

NSC Executive Secretary Rod McDaniel testified that sometime
during October or November, North commented to the effect that
"one of the great ironies was how the Iranians were helping the
contras." McDaniel testified that he did not give much thought
to the comment at the time because North was given to hyperbole.

According to testimony received by the Committee, on
Wednesday, November 19, Casey was briefed in preparation for his
appearance before the Senate Intelligence Committee set for
November 21. Testimony received by the Committee indicated that
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in this briefing Casey may have been made aware that there might
be a problem in the area of diversion of Iran project funds to
the contras. The CIA task force chief recalled being totally
flabbergasted upon learning of the possible interconnection
between Nicaragua and the Iran program from Casey'’s aide.

The CIA Comptroller testified that he learned of the
possible diversion of funds to the contras on November 18-19.
The Comptroller recalled that a CIA operations officer speculated
that money may have been diverted as they were preparing Casey’s
testimony for November 21.

The Comptroller’s testimony that he shared this information
with the CIA Executive Director and learned that Casey and Gates
had made their concerns known to Poindexter after learning of the
subject in October.

The CIA Inspector General testified before the Committee and
described as "fairly significant”" the evidence that had begun to
develop in the CIA by early November that some diversion might be
taking place. The IG testified that he asked for the senior CIA
analyst memos about suspected diversion of money to Central
America on November 13 and that Casey and Gates saw Poindexter
the next day to discuss the issue again.

In other testimony, the executive assistant to Deputy
Director for Operations at CIA testified that although there is a
record in the DO registry of a memo from the senior CIA analyst
on the analyst’s third meeting with Furmark, he had only a vague
recollection of the DDO having viewed the memo. The executive
assistant said he had helped draft Casey’s testimony for November
21, but in none of the drafts was there ever any mention of
diversion of funds.

. According to testimony by Meese, he spoke with Poindexter
after the President’s news conference on November 19. Meese
testified that he was concerned about the absence of a "factual
chronology" and Casey’s forthcoming testimony. Meese said he had
also talked to Poindexter earlier in the day in Poindexter’s
office after a meeting where Casey was present. Poindexter
reportedly asked Meese to come back the next day to help prepare
Casey’s testimony.

The NSC staff had prepared a 17-page historical summary of
the Iran program dated November 20 which appears to contain
numerous important omissions and misstatements of fact about the
program (the White House chronology). According to testimony by
Meese, on November 20 he and Assistant Attorney General Charles
Cooper went to a meeting at the White House where Casey,
Poindexter, and others from the NSC staff reviewed Casey’s
testimony and a chronology to see if they squared with Meese'’s
recollection of the legal discussions and the facts. Meese
testified that he left before the meeting was over, but that
Cooper stayed. 1In the evening, Meese received a secure call
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advising him that other Justice Department officials working on
the Iran matter were concerned about gaps in information and
inconsistent recollections.

On the same night of November 20, according to notes of the
Attorney General'’s inquiry, Secretary Shultz went to the White
House residence to see the President and told him that some of
the statements would not stand up to scrutiny.

Meese testified that on the morning of Friday, November 21,
when Casey was testifying on the Hill, after learning from his
staff of more discrepancies with State Department information, he
met with the President and Regan. Meese testified that he
reported his concerns about the need for an accurate account,
particularly in view of upcoming testimony to Congressional
committees. The President reportedly asked Meese to review the
facts to get an accurate portrayal by the different agencies
involved. Meese testified that he "didn’t smell something was
wrong," but was bothered "that there were things we didn’t know."
According to Meese, the President did not request an
investigation but asked Meese to pull the facts together so they
could have a coherent account. Regan reportedly suggested that
Meese’s review be completed by 2:00 p.m. on Monday, November 24,
when an NSC meeting on Iran was scheduled.

.Meese testified that he later discussed the Iran matter with
FBI Director Webster and told him what the President has asked
Meese to do. According to Meese, he and Webster agreed that, as
there was no criminal matter involved, it would not be
appropriate to bring in the FBI.

On the afternoon of November 21, Meese assembled a small
team of Justice Department officials and aides, including
Assistant Attorneys General Charles Cooper and Bradford Reynolds.
This team did not include any senior Department officials
responsible for criminal investigations.

According to testimony received by the Committee, in this
same time period, on November 21 Poindexter briefed the
leadership of the SSCI in the White House in the morning. 1In the
afternoon Casey appeared before the Committee on the Hill,
accompanied by other CIA officials. The possibility of use of
Iran arms sale proceeds for the Nicaraguan resistance was not
mentioned. '

Gates later testified that the reason Casey said nothing
about the possible diversion of funds was that they knew nothing
more on November 21 than they did on October 14, i.e., bits and
pieces of information and analytical judgments by one
intelligence officer, and that this was not considered very much
to go on. The senior CIA analyst testified that he helped
prepare the DCI’s testimeony which focused on what CIA knew and
what support they gave the NSC. He said there was no discussion
in - his presence of the possibility of diversion of funds.
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The next morning, Saturday, November 22, while Meese was
meeting with Shultz, members of the Attorney General’s staff
including Reynolds, examined documents in NSC files at the White
House. Meese later testified that Poindexter had given
permission for this file review and that NSC staff including
North and Paul Thompson were present in the NSC offices when it
was conducted. Meese testified that he received no information
that North shredded documents in his office.

Meese’s staff went through the documents presented to them
and had copies made of those they thought important. The
Attorney General’s staff discovered in NSC files the Undated
Memorandum which included a discussion of use of Iran arms sale
proceeds for the Nicaraguan resistance. Reynolds advised Meese
of this discovery at lunch. Meese testified that following a
meeting with former CIA General Counsel Sporkin in the afternoon,
Meese made an appointment with North to meet the following day.
Meese testified that he had planned to interview North in the
morning, but agreed to a delay until 2:00 p.m. because North
wanted to have time to go to church and be with his family.

According to testimony received by the Committee, North
arranged to consult with an attorney after meeting with lawyers
from the Justice Department on Saturday, November 22, to obtain
legal counsel.

According to testimony by Meese, that Saturday evening Meese
met with Casey at Casey’s home. They had talked on the phone
earlier in the day. At their meeting Casey discussed Furmark and
the- Canadian investors. Meese recalled no mention of the
contras, Nicaragua, anti-Sandinistas, Democratic Resistance,
Freedom Fighters or Central America. At one point he said it was
possible that Casey may have mentioned something similar, but he
subsequently said he was sure Casey did not mention the possible
diversion of funds.

A McFarlane testified that on Sunday morning, November 23,
North called him and asked to meet him in McFarlane’s office.
According to McFarlane, North arrived at 12:30 p.m. and the two
had a private discussion for about fifteen minutes. North said
he would have to lay the facts out for the Justice Department
later that day on the diversion of Iran money to the contras.
McFarlane testified that North also stated it was a matter of
record in a memorandum North had done for Poindexter. McFarlane
asked if it was an approved matter, and was told that it was.

According to McFarlane, North stated that McFarlane knew
North wouldn’t do anything that was not approved.

McFarlane testified that after their private meeting, an
attorney named Tom Green arrived; as the meeting ended, Secord
arrived. McFarlane testified that he learned later than Green
was Secord’s lawyer.
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At 2:00 that afternoon North met with Meese, Reynolds and
Cooper, and another Justice Department official named Richardson,
who took extensive notes. According to the notes, Meese began by
explaining that he wanted to get all the facts from everyone
involved and flesh out different recollections. Meese said he
had talked to the President and Poindexter. He stated that the
worst thing that could happen was if someone tried to conceal
something to protect themselves or the President or put a good
"spin" in it.

Meese testified that he did not know North well on a
personal basis, but did have considerable contact with him in and
out of the White House on a casual basis. Based on his
discussion with North and what he read subsequently, Meese was
convinced North was "zealous about the mission he felt he had."
Meese concluded that North had let Poindexter know what he was
doing and had not been forbidden from doing it. Meese testified
that it never occurred to him that there would be any collusion
of an untoward nature and that it was at the time still not a
criminal matter. North was questioned at some length about the
Iran program before being confronted with the Undated Memorandum
with the passage on use of residual arms sale funds for the
Nicaraguan resistance.

Meese testified that he recalled being disturbed and
troubled, but not apprehensive. Steps were taken, however, to
get McFarlane in right away, the next morning -- North had said
he told McFarlane during the Tehran trip about use of Iran arms
proceeds for the Nicaraguan resistance.

Meese was asked by the Committee if he sought out Poindexter
immediately so as to prevent any communications between
Poindexter and North on what North had just told Meese and the
other Justice Department officials. Meese testified that he did
not.

Meese testified the next morning, Monday, November 24.
Meese met with his staff and went over what they had found.
Meese recalled asking his attorneys to look over what criminal
laws or others laws might be applicable. Meese was not sure
whether he talked to the FBI Director on Monday.

Later that morning Meese also talked to McFarlane to find
out what he knew about money being available to the Nicaraguan
resistance. According to Meese, McFarlane said he knew nothing
until his trip to Tehran, and that was the only thing he knew
about it. Meese’'s conversation with McFarlane was brief;: he
said he was only trying to verify certain facts. Meese also
talked briefly to Weinberger by phone; Weinberger did not have
much to add. '

Meese testified that at 11 a.m. that morning he met with the
President and Regan telling them that during his review, Meese
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had come across indications that money from Iranian arms
transactions may have gone to the Nicaraguan resistance. Meese
testified he told them he had talked to North who had
acknowledged that in fact that had happened.

Meese told the President he had not completed his review and
would get back to him later that afternoon after talking to other
people, including Poindexter. Meese said the President looked
shocked and very surprised, as did Regan, who uttered an
expletive.

Meese recalled that at this meeting or at one later in the
day, the President said it was important "to get this out as soon
as possible." Regan recalled a discussion with Meese in the
morning at which Meese told him he needed to arrange a meeting
with the President about what he had found out on Monday
afternoon.

Meese testified that he talked to Poindexter in the latter’s
office very briefly on Monday afternoon. No notes were taken and
Meese was alone. Meese recalled telling Poindexter what had been
learned from North and asking if he knew about the matter.
According to Meese, Poindexter said yes, he knew about it
generally. According to Meese, Poindexter said North had given
him "enough hints" that he knew there was money going to the
contras, but he "didn’t inquire further." Meese further
testified that Poindexter said he had already decided he would
probably have to resign because of it.

Meese testified that he asked Poindexter if he had told
anyone about the money going to the contras, and Poindexter said
he had not. Their conversation lasted about ten minutes, because
Meese needed to get back to see the President. Meese testified
that he did not consider his talk with Poindexter an
"investigation" or a "criminal investigation," and Meese said he
did not consider the matter a law violation "on its face." He
was trying, he said, to find out what happened from a respected
member of the Administration.

Meese testified that he met with the President and Regan at
4:30 p.m. that afternoon and related what he had learned,
including Poindexter’s acknowledgement that he had knowledge of
the contra funds. Meese said he discussed locking at what
applicable criminal laws there might be. They arranged to meet
again the next morning at 9:00 after sorting things out because
it was "a tremendous surprise and shock to everybody." Meese
testified that he knew that "neither Don Regan nor Ronald Reagan
knew anything about this." Regan recalled the President’s dismay
and surprise at the discovery, and his decision to go public with
it. Regan testified that the President had made clear to his
staff that while he strongly supported the Nicaraguan resistance,
such support should be provided by lawful means.

Meese testified that he talked with the Vice President that
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Monday and told him what had been learned. Meese "asked him if
he had known anything about it, and the Vice President said no,
he had not." Meese also recalled that the possibility of
Poindexter’s resignation was discussed Monday evening, possibly
between Regan and the President. Meese learned that Regan talked
to Casey on Monday night.

Two other meetings occurred on Monday, November 24.
According to his notes, Assistant Attorney General Cooper met
with Tom Green who said he represented North and Secord. After
discussing Hakim’s role in proposing use of Iran arms proceeds to
the Nicaraguan resistance, Green said Hakim and Secord felt like
they were doing the Lord’'s work. They believed they were not
violating any laws. Cooper’s notes say Green warned that if the
matter blew up, Iran would kill one or more of the hostages and
two other individuals would also probably be killed.

According to testimony by Furmark, also on Monday, he met
again with Casey at CIA headquarters. According to Furmark,
Casey told him there was $30,000 in the account. Furmark assumed
he meant the Lake Resources account. Furmark testified that
Casey called North. Then Casey stated repeated that he did not
know where the money was. Casey also called Assistant Attorney
General Cooper. Furmark testified that Casey’s staff told him
the only way they knew about the Lake Resources account was
because Furmark had told them about it. According to Furmark,
North apparently told Casey that the Iranians or the Israelis
owed Ghorbanifar and Khashoggi the money. Furmark said Casey
tried and failed to reach Regan and Meese.

Meese testified that he met with Casey at Casey'’s home the
next morning at 7 a.m., Tuesday, November 25. Casey had called
Meese at 6:30 to ask him to stop by. Meese could not recall the
conversation, except that it was generally about the situation
and what Meese had learned. Casey told Meese that Regan had
talked to him the night before about the money-to-the-contras
situation. While with Casey, Meese received a call from Regan
who said he was going to talk with Poindexter. Regan verified
that Meese would be at the White House at 9:00. Casey also
apparently told Meese he would send him the Furmark memoranda,
which he did by letter. At 8:00, according to his testimony,
Regan talked with Poindexter and indicated he felt Poindexter
should be ready to resﬂgn when he saw the President at 9:30.
Regan testified that when he gquestioned Poindexter about his
negligence, Poindexter responded that he had felt sorry for the
contras and wanted them to get help. He had, therefore, not
questioned where the money came from.

Meese testified that at 9:00 he met with the President and
Regan. He testified that he told them more of what he had found
out and that a criminal investigation would probably be convened.
According to Meese, they realized this was "a very momentous
occasion” and that the worst thing for the President would be the
appearance of covering up. The emphasis was on getting it out to
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the Congressional leadership and the public and, in parallel with
that, commencing a criminal investigation.

Meese disclosed his findings at a noon press conference.
Meese testified that he arrived at the $10-30 million figure he
used at the press conference by taking North’s statement that
$3-4 million went to the Nicaraguan resistance on one occasion
and the April 4 document which referred to $12 million. North
had said two or three shipments were involved. Multiplying the
sums for one transaction by three gave $10-30 million as an
approximation.

Meese told the Committee that after his press conference and
a luncheon with the Supreme Court, Meese walked back to the Oval
Office with the President. He told the President that he was
going back to the Justice Department because they were pursuing a
criminal investigation.

Meese recalled that, at the press conference, he did not
know if any criminal violations were possibly involved.
According to his testimony, Meese commenced a criminal
investigation that afternoon.

He directed the Deputy Attorney General notify the White
House Counsel to be sure that security precautions were taken on
all documents, and he directed the Assistant Attorney General for
the Criminal Division to meet with the Assistant Attorney General
for the Office of Legal Counsel (Mr. Cooper) to discuss possible
laws that might apply, including criminal laws. Meese testified
he also met with FBI Director Webster and told him he was turning
the matter over to the Criminal Division and would "probably"
need FBI resources. According to Meese, FBI resources were
requested the next day, November 26.

Meese testified that Israeli Foreign Minister Peres called
him on the afternoon of November 25. According to Meese, Peres
said they had heard what had happened and that all they had done
was tell the Iranians where to put the money. They had not
handled the money. They had told the Iranians what bank accounts
to put the money into, and how much.

According to an NSC staff member who shared North’s office
suite, a security officer came to the office on the evening of
November 25 for the purpose of sealing the office. The staff
member said he had no knowledge that any papers were destroyed.

On November 25, 1986, Assistant Secretary Abrams and the CIA
task force chief appeared before the Committee at a regular
hearing to review implementation of U.S. Nicaragua programs. In
response to questions about third-country support for
anti-Sandinista forces, neither witness revealed the solicitation
of $10 million in August. In testimony on December 8, 1986,
under oath, Mr. Abrams apologized to the Committee for
withholding this information. He said he did not feel he had



been asked a direct gquestion and did not realize until shown the
transcript that his statements clearly left a misleading
impression.

After the initiation of the Committee’s initial
investigation on November 28, the Committee received information
indicating that profits from Iranian arms sales were deposited in
account(s) in a Swiss bank called Credit Fiduciere Services (CFS)
and that such accounts were opened and/or controlled by Richard
Secord, Thomas Clines, and Theodore Shackley. CFS then
transferred money to its subsidiaries in Grand Cayman which
disbursed it to the Nicaraguan resistance.

This report was based on sources of unknown reliability and
the Committee has not been able to verify its contents.

According to testimony received by the Committee, private
funding for the Nicaraguan resistance generally was funnelled
through offshore bank accounts in the Cayman Islands and Panama
controlled by Adolfo Calero. However, the Committee received no
direct testimony regarding the actual receipt of specific amounts
of money by the Nicaraguan resistance. According to testimony by
the CIA task force chief who was responsible for monitoring the
financial status of the Nicaraguan resistance, there was no
unusual infusion of funds to the Nicaraguan resistance in 1986.
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II. Unresolved Issues

The Intelligence Committee has, as reflected in this report,
gathered a considerable amount of information, both through
testimony and documentation, regarding the sale of arms to Iran
and possible diversion of funds to the Nicaraguan resistance.
This information, we believe, will be helpful to the Select
Committee as it undertakes its investigation into these matters.

In accordance with Senate Resolution 23, the Committee
recommends that the Select Committee pursue a number of questions
and issues on which this information bears. These items are not
meant to be limiting in any way to the work of the Select
Committee, but, consistent with provisions of Senate Resolution
23, they are areas of inquiry that the Intelligence Committee
believes the Select Committee might consider as part of its
investigation.

1. What role did members of the White House staff play in
planning and implementing the sale of arms to Iran and the
possible diversion of funds to the Nicaraguan resistance?

2. What role did the CIA and other U.S. Government agencies
or their officials play in planning and implementing the sale of
arms to Iran and the possible diversion of funds to the
Nicaraguan resistance?

3. What role did private individuals, both citizens of the
U.S. and citizens of foreign countries, including private arms
dealers and financiers, play in planning and implementing the
sale of arms to Iran and the possible diversion of funds to the
Nicaraguan resistance? Why did u.S. officials rely upon such
private individuals in lieu of established U.S. government
agencies?

4. What role did officials, agents, representatives and
emissaries of foreign countries, including, without limitation,
Israel and other Mideast nations, play in planning and
implementing the sale of arms to Iran and the possible diversion
of funds to the Nicaraguan resistance?

5. . When, by whom and to what extent were the activities of
individuals acting independently or on behalf of the U.S. in
planning and implementing the sale of arms to Iran and the
possible diversion of funds to the Nicaraguan resistance
authorized by the officials of the U.S. Government?

6. When, by whom and to what extent were the activities of
individuals acting independently or on behalf of the U.S. in
planning the sale of arms to Iran and the possible diversion of
funds to the Nicaraguan resistance made known to officials of the
U.s. Government?
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7. How were funds raised by or with the participation of
U.S5. officials for the benefit of the Nicaraguan resistance from
any and all sources, including, without limitation, private
individuals, third countries, and the sale of arms to Iran? How
and by whom were such funds administered? 1In what way, to whom
and for what purposes were such funds expended?

8. Except as authorized by Congress, what forms of
assistance, other than funds, were provided by or with the
participation of U.S. officials to the Nicaraquan resistance and
by whom? Wwhen, by whom and to what extent were such other forms
of assistance authorized by or known to officials of the U.S.
Government?

9. To what extent was assistance, both financial and
otherwise, that was provided to the Nicaraguan resistance by
private citizens and officials of the U.S. Government consistent
with applicable law?

10. To what extent was assistance to Iran, including,
without limitation, the sale of arms and the provisions of
intelligence, consistent with applicable law?

11. To what extent were the objectives of U.S. officials in
selling arms to Iran frustrated by the participation and possible
enrichment of private individuals?

12. To what extent were the objectives of U.S. officials in
raising funds for the Nicaraguan resistance, whether or not such
objectives were authorized by applicable law, frustrated by the
participation and possible enrichment of private individuals?

13. Whether upon being made aware of information with regard
to the unauthorized and possibly unlawful provision of financial
and other assistance to the Nicaraquan resistance, U.S. officials
acted properly in investigating and reporting such information.

14. How, when, and by whom were financial decisions made and
implemented with respect to the sale of arms to Iran, including,
without limitation, the basis upon which prices for arms were
determined, the way in which funds were raised, administered and
expended to effect the sales, and by whom, when, how and to whom
the proceeds from such sales were distributed?





