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43. Galloway to DCI, “Operation RUSTY,” 3 June 1947, enclosing Bossard to
DCI, “Operation Rusty,” with annexes, 29 May 1947

JFAORANDUM ¥OR THE DIREGTOR CF CENTRAL INTELLIGENCE ) " )
Subjécts Operations RUSTY

1, There ia transaitted herawith the roport of Kre Sexmuel Bossard,.
the CIG repu:-aagntati.ve who recently comploted n survey of Operation RUg_’.‘rI

4in the Eurcpean Theatre. T conour in this raport and pa’opoaais.
2, In ocmnection with this repork, I rocomend the followings
s. Dispateh of & cablo to the Assistant Chiof of Staff, G=2,
EUGCH, uuhstaptiallr aleng the lines of the attached dratis

\ b. That, provided thero 1s no objection on the part of G=2,
EUC(M, the Hational Intelligence Authority be advised of this
operation, calling particular attonticn to the facts

(1) The Germsu Intelligence organization is a potentisl
resistance group in Germany, the conbinued support of which

may conflict with State Dopartment: policys

(2) The crypto-analytic activitien of (peration RUSTY
may lead to 8 possible conflich with the sctivities of the

Army Security Agenoy and 'the Havy Annexe
3, I the National Intelligence Authority approves Gentral Intelll-
gence taking cn'e‘r Cperation RUSTE, it ie recommended that action be taken
along the linos pro'posed‘ 4n Section IV of the attached report of Mrs Bopsard.

L i

DOHALD H. CALLOWAY
Assistant Divectar
Special Operations

onpg, wiel ¥ EFeTE - A
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mcmmmmwwmmm,
iC of 8, G-2, KUY

After siudying results of OIR m.mhﬁw'snpoﬂenﬁpmm
mumfnuwmammmmnuuwor ‘
Opersticn, regard 1b as essential that gertain consideratiens atfeating

the Oparsticn be mitmumwmmmmvmdnm
of Sscrstaries of State, ¥or, Favy, and Adairal Loshy, for policy decisionss
Mmimdmmﬁbmwmmwd&umm
mmmnm. OIG, sad AG of S, G-2, SWOM, dasive your
ocasst to mitt.huuthrtciho!numl Tntelligence Autherily.

S
oA

B RS T

e=betteb . 364




. | ‘ : DECLAMSLFIED Repreduced at the Natioral Arct

{ Authority W0 DB 027 b~
' BySTPNARA Date B0/02 T

P

43. (Continued) o = L

29 Uy 2947 -

& i ) . E
o MEUCRANDUK FOR THE DIRECTOR, CENTRAL TNTELLIGENCE GROUP
) :

sﬁBJMT: Operation Ruaty
S .

gporation Husty has existed as a mill: intelligence service

ot G-2, War Department, aince -January 19h6. The Gperation daveloped

as the resvlt of & declsion talen 1ate in 194k by Major GQenoral
Reinhart von Gehlen and his cloge associates "o take all. steps to
hand over the entire peraonnel and material of the diviglon Foreign

Gohlents Chlef of Operations, hawving been geparated from the re—
mainder of Gehlents faroes, separate contact with fmerican
anthorities in July 19h5. .

Since Gehlen bhad succeadsd in pregserving the secret files of
Foreign Armies Bast for the information of American anthoritles,
and had surrounded bimself with a growp of senior staff officers

frained in the procurensnt and evaluation of militery intel-

ligence in the Rugslan sphere, the entire group Was gransferred to
the vicinity of Washington, whers as prisoners of war they exploltad
their files and made thelr kmowledge directly avallable to G-2,
War Department. Duwring tha same period, Baun and his group were
similarly exploited in Germany by G-2, USFET, antil 4t was dacidad
that Baun should be given permission to collect his formexr oparabing
otatf in an effort 4o mount with American support & militery ine
telligence gperation against Russia.

After the relrn of Gehlen and his statf from the United States

4n the sumer of 1946, he assumad his present position ax bead of en

avaluation group mmdertodh'ecbnmmaerﬂngaaheadoraninfor—
mation group in the falfilment of the missions asaigned vy 0-2, USFEL.
Baun has remained the Chief of Operations tub the product i evaluated,
collated, and trangiated by Geblen's group who deliver it in finiechad
fom to reprasentatives of -2, EUCG. At this stage, this organiza—
tion 1s considered by G=2, EUC0K, to be its most dependable and
1'.%‘:01:111.1‘;;,1 source of information on Tussizan silitery intentions and

© sbrengta. - .

7t should be polnted out that it wag mggested to 053, before
1ts ligquidation, that it was the erganization bost equipped to

I Mﬂwli * &JZT‘.A. \ .
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" 083 at thet stage

direct the proposed Operation.

not only beeauss of the woertainby -
of the obvious risk of politdcal
a declared enemy intelligence unit
191&6, Gﬁnﬂr&l -

Purress presented from G=2, USFET, & gbtaff study of Cperation Rusty
the recomendation that CIG take gver

undarteke the responaibllity,

of ibs om futwre, bub bacause
conprontae involved in operating
against & declared oilled nation. Om Cotober 1,

‘to Qeneral Vandanberg with-
the Qperatlon an
did not convince

. ture of personnel and mopey, but it was
would conduct its omn investigatic

{See Annex 1.)

TI, CONOLUSIONS OF OIG INVESTIGATION

The ¢IG investigation has produced the following

&l of Operation Rusty offer as their
ot Germany from further Russian en—
(See Annex 2, Statement of -

9. The chiefl person

motivation the desire to prote
" croachment or Communigh penetration.
Persormel, OPERATION RUSTI, Tab A, pars A.}

2, Tnoy belleve that they can best

makding thelr talents as
on Russia availsble to the United States, whom

rost effective champion.

—

3. The chiel personnel of Ope
on the opport\mity to organize by re

anti-Soviet facticns in C
the war, gave their full support to Germany.

L. Operation Rusty has become 1l

d conduch it from the United States. Tha ‘study -

CIG that tha Ogeration, as it was then progentad,
was valnsble enough to justify the polib L risk and the expendi-
Tater agreed that CIG b

n with the purpose of cutdindng
the advantages and disadvantages of participation in the Opeoratlon.

entral Fao'opo, Wio) during

was unilling o

conclugiona:

flfill their purpose by

intalligence oificers and their experience
they consider their

ration Rusby Dave capitalized
cruiting somo 3,000 bodies from

the course .of

s3 & clandestine intelligence

fcan suthorities than a potential re-

operation directed by Amor
d fed by the United

‘sistance group

gupported

Stpt‘aa Govermoant.

AT

5 -
machine

operation Rusty is
which has baen alloms

the most pomerful Gasmgn intelligence
d to operate mince the da

feat of Germany.

otion ave mot yet fully vigible bub

&. AlL the lines of conns

1% can be ghated &s & fact that they extend over an ares
between Stockholm and Homa
that they can be (
and into the Unite

extended

and Paris,

Tying
with & goad popaibility

» Prague
through the Middie East to the Far East,
d States and Scuth America.
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peper extenaive plans for camouflage of

w111 provide the parsonnel with anw opportuntty

1 3 tions indspendsnt of Amperdoan mipport. In +
fact, some Georman capital has advrendy gons into tha organisation
.and more will mdoubtediy follow once German tusiness is allowed

- to.develop and expands . . ’ . -

8. The Operatlon has bocoms known to the L M
= and poaaibly o the . .7and hap been a SOUNGS of fywie -
Tation and confusion o the. operations of other Amerdcan intelll.
gonce ggancies in Gemanar . . . :

9. The Operation heas been productive chiefly because of the

and the nature of tha German peruonnel employed, its '

peope, and the 1ooasenoas of American contral, and thege sams
factors have contributed heavily ‘to the inherent riskes in the
projact. :

A o i

I3, THE PRESENT SITUATION

. I, according to the above conclusions, 1a now confronted ’ -
with a situation in which it is compelled to take an interoste

Since it ls nderstood that O-2, War Department, can after July 1,

197 no lenger gupport the Cperation on 1ts own funds, the organiza—-

tion may uvader the impact of a certain withdrawal of American sup-

-port constitute a source qf political enbarrassment to the United

States Government and a secarity menace to American overt as well

as covert activities in Germany.

1v. PROPOSAL

Tt 1s proposed, thewefora, that I make available Yo the

frar Depariment funds necessary foz' 8 1iquidation ot Operation Rustys

Az far as CIG 1s concerned, the 1iquidation procesdings are to
take the form first-of all of 8 counter-intelligenca operation
wntil it can be stated with some defrese of certainty that the full
ranifications of the Operation are wnderstood and the wvaluable
.cpevative glements have beenll segregated and brought into contiol
for long-term production. Tvery effort will be made to adjust the
1iquidation proceedings to seit the requirements of G-2, Wax De-

* partment, for Russian order of battls informatlon fyom this sourco,
Tab the liquidation ghould be complated not 1ater than July 1, 1948,

£ the above ;;roposal ia accepted, apart fron finmeisl con-
mitmenta, 1% ghould be undarstoeod that CIi6 will be taking only an

367 ~hreeset=
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investigetive interest wntil sach time as it is prepaved to make
positive comuitments to speoific persconel of the organtgation.
Tt will be understood that the raspongibility for pnd tha nititary
perscunsl eagential to ths liguidation will be assumed by ths
War Department. It is further undarstoad that the CIC represenba~
- tive will exercise a constant revieming authority over the liquida~
- +ion procecdings carried out by the current G-2, EUCQH, conplemant.

As regards the CIG repreassntative who must be_aasigned to.
v thismdartamng,hewﬂlhgntobeahigh]yqualiﬂed'parsonm—
‘ . wided with whatover ort the situation demands-ag the Iiguidation:
: progresses. This 4ndividual will have to be chosen fyom among the
key meambers of the CIG German Miasion. ' - .

Appended to this menorandum is a financisl statement based
. - on actual coste of cperating Oparation Rusbty under current ‘con-
, ditions. - (See Annex 3.) Based on these fipures, 1t is estimated
: . that it will'cost CIG $500,000.00 to carry formard, thiz Iquidation
- proceas for the perdod of . one fiscal year. This estimate Is con—
' sidered to be all-inclusive.

V. ADVANTAGES OF PROPOSAL

e e i Pt At

Tn comnaction with the above proposal, the following advantages
can be 1isted: ’

i. OIG¢ can expect to raceive directly from the Gexrman operators
the detatled facts on the personnel, contacta, and plens of the or-
. .ganization, snd thus attempt and hope to prevent a movement under
H ground which at sume’ iator dats would have to be investigated from
.the cutslds. . .

2. CIG will kave the cpportundty to study and pick up over a
period of time posaible long-term intelligence projects in the.
spheres of Germen economic, cultural, and politdcal 1ife, as well as
to open up new channels of information fram Eastern Euxope.

3. OIb will have ab its disposal the telants and siille of
the present German pereonnel elther in tha field of intelligence o
evaluation of procurement.

L. CIG will have at its dispossl the nueleus.of a foture
German Iotelligence Service. .

VI, DISADVANTAGES

In connection with the above proposal, because of the very -

Secret 168
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" 43. (Continued)

serious anb. delicate agpects jnvelvad in this Cperation, i% is
\) : nrged. that the sdvice of the Nabional Tntelligence Authority te -
obtained befors undertaking the ghovo proposal baganger

3. The present Gorman conplément of Operation Rusty fndluden
an entire crypto-anals‘tic section with equipnent, pregentdy angeged
in breaking Rusgian and pnsgibly’ gther Burcpean codes. :

2. During the process of liquidation, there may ocour ds-
foctions or disaffections of & nighly embarrassing or cogpromising
nature. . . .

3. COIG may receive the blame from other United States Govern—
mpont agericles or gllied agencles for compronising aituatione for
which it is pobt Initially regponasible. ‘

. Tt will be necessary to coardinate certain actions with
existing CIG Stations. snd to turden these gtations, 8% wall as the
) Washington desks, already wmderstaffed, with nex and particularly
P . complex duties. . -

g, Ttmay be necessary for CIG to provide for the removal

evidence to show that certain Cerman personmel connected with the
direction of gperation Rusty heving full knomledge of the Operation
and all its implicatinna night be considered unrolisble. :

i

-Attachmentg: Apnex 1 - Memo to pirector, CIG, X7 october 1946,
Subjechs Operation Rusty.
Annex. 2 = Statement of Personnsl, OPERATION RUSTY,
" TAB L, P&I‘B L. - )
Apnox 3 - Financial Statement.
Iy -TABR'
o~ TABF
annex 6 - TAB Q

—~—FAMUEL BOSSARD
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: . . : : 17 October 191(&‘

LECRANDUM FOR THE DIRECIOR, CBNIRAL INTELLIGENCE GROUP
SUBJECT: Operation Rusty . : . .

: ’ The following snalysis of “gperation Rusty" id s sttenpt
L ’ . to evdluate ita prosent usefylness and to assess 1 _potentisl for
: ; ' Jonger-rahge ‘stmt-egic_.:lntelligenqe operations. The advantages,

d3.sadveantages and recomuendations ineident to the maintenance of
the project are outlined.

I. DISCUSSION:
i) Present Usefulness

PO S

1. Following a scmewhat protracted perted of prepara-
: tion, Operation Rusiy cammenced its actual intelligence gathering
; activities in April 1916 and to date has confinad thase almost
: entirely to the Russian-occupled Zone of Germanye TDuring this
: period its prodaction, from between 500 to 600 Hsourcea™, has

s T, ‘ congisted of J00—odd conparatively 1on-level and entire tactical

i reporbs, plus seve others which, by mubject mabber, can be clas-

EI S sified ag strategic. Qther-than in the field of unit identifica-
S IR T ’ tion, 1little mew o¥ particularly valuable informetion which

cannot be produced through relatively easy and routine intelligence
operations has thus far been obtainad. The few strategic reports
are, for the most part, troad interpretationd of material which
ja gemerally avajlsble to the foreign prass. There is no ovidence
whataoever which indicates high-level penatra‘bion_into any
' . politicsl oF economic body in the Russion~cccupied Zons.

[ S

Poring the sund period, fram the operations of the 5SC
Lission to Gexmany, & total of 67 reports ai the Fussian—
occupied Zone were diggeminated., Of this total, 260 were military,
178 economic, 152 political, 23 technical, and the remaining 26
wore on mlscellansous subjecta. OF thi.n production & relavively
high percentage was atrategics .

An additional 220 reports were obtained through thess
cperations on contiguous areaSe Nore imporiant, gtill, is the
‘ - fact that thls intelligence was procured through the use of
: : sources, and Ll knomm sub—SoUECEs who were directly gontrolled and

cperated BT U. S. persomnel.
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2: In Itght of the aia'ove the statemonts made in

gperation Husty regarding costs in the "world intelligence marked" .

and specifically with respact to the Soviet—ocoupied Zons of

-, both present and future, are disturbing and throughout.
The estimated anmval budget for Operation Rusty in -the Rusgian
Zona is set at §2,500,000 per enrmms This cérpares to & total
yoarly expenditure ot ihe present rate by the SSU Mission to ’
Germany of between appraximately $350,000 and $h00,000.. .

3. Tha importance of the counter—intelligence material -

<

" piroduced on the Us S, Zone of Germany cannot adsquately be

Judged here bub from the avallable data on Operation Rusty's

part in Operation Bingo, ' it would appear that. very little legal
evidonce of explorage activity by the individusls conoerned was
furnished,- Moreover, the soundneps of a native German intelligence

B) Potential Future Vslue

i. It is considered highly undesirable that any large
scale U.S.-sponsored intelligemce wnit be permitted to operate
under even semi-~autoncmous conditions. Unless responsible U e
personnel are fully acquainted not only with the defails of each
operation carried out but also with the jdentities and background
of all indiwiduals concermed, no high degres of reliability can
be placed from an american point of view upon the intelligence
produced. } ’

2, One of the greatest assets avallakle o U. 5. ino~
telligence bag always been the extent to which he United States
as a nation is trusted and looked up to by democratic-minded
people through the world. Experience has proven that the besb
motivation for intelligemce work 45 Ideology followed by common .
interest and favors. The Germans, the Russians, and their satellites,
have employed fear, direct pressure of other types, and lastly,
meoney. With moat of these factora lacking to if, (peration Rusty’

_would appear to be dependent largely upon the last and least do-

siratle.

3. It ia an accepted fact that strategic intalligence
cannot be gathered effectively urless the personpel responsibla
for the oparations receive gareful intelligence direction and
triefing. Since much material is often highly olagsified, much
of it capnot be glven to non—Americans. Thig would apply to
Qperation sty as presently congtituted and would be & Iimiting
factor in the effectivensss of its intelligence production.

PO GERIVANT-ONEY-
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© 43, (Continued) - ‘

o 4o Since the present production of gpevation Rusty .

can be duplicated £f not joproved upon by existing V. Se -opora=

tions, ite unique potentisl yalue, if any, st lie in-its

ability to collact strategie fntelligence on Eagtern Europe and

the USSR propeT.™ Available evidence of ths actuality of this.

potential 18 far too insdaquate for evaluation but the following :.
points are worthy of &onsideration: . . . -

a) €IS interrogations availabls here indicate that
the persamel of Operation Rugty are glmost excluaively
congerned with taotical. operations on the Eastern Fronb and
that deep- penetrations were very limfbed i umber, Their
succeas, however, in thig respect was congidered by com-
petent GIS perscansl to have been superior to that of any .
other German intelligence “undte

v) GIS operational units conbacted by 55U oinceé-

the war have almast uniformty claimed the existence of .
high-level chaing into the USSR bub so far these have naver .
boen confirmed. Without implyiog amy dishonesty on the

part of gperation Busty's personnel, 1t would be quite

natural for them to exaggerata somewhat the Tevel and ex-

tent of thelir capabilities. '

TI. ADVANTAGES:
3. The German Tntelligence Service, of which group was
a part, ls considered to be tactically effective. T

2, Individuals conee;med have had long experience in
Garman Intelligence Sorvice and perticularly against the Russians.

3. Such archives, records, and sntelligence materials
4n their posaession are considered to be of great valuz.

) 4. The project, operating on current framemork, has
possibilities for further eastward penetration.

5. It entails an element of comparison and confirmation
of other intelligence gathered by Special Operationd.

IiI. DISADVANTAGES:

. 1. The taking'over of tnis project by CIG would, in
effect, be reconstituting an important function of the Gexrman
Wehrmacht, and could concelvably 1ead to repercussions from the
political aspect, if compromised. Furtoer, it might prove e
barrassing in the defense of budget, where it may be charged that

-
S NrITE f
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.  SECRERELLE AW el ﬂFRQl
we are swbaidiming a portion of the Gorpan Tntelligence Service.

. 2., It places dependance ‘on our orgenization of a former
enemy over which. peracnusl of ©IG will have only nominal control.

3. It is belisved that portions of this basic crganiza-
tion are currently undar the contrel of at least two othor nationg;
ileae; [ 7 and Rusgian. -

; . L. The operation entails duplication to a great extent
of current SO operations in that area, as we also are in & Russian-
.. occupled Zone of Germany. . )

. %, In general, the intelligenco to be procured is too
1ow level for the estimated cost of two and a holf million dollars

per annum.

6. Securiby Aspects

a) Ve bave information, as-a result of our om
counter-espicnage activitles, to indicate that the dperation
i not, very secwre and 1a genarally well-~tmewn. .

B) For instance, & man named O T.who worked
for Baun during the war, fnformed the[= ] in Berlin -
that the Americans were using many of nis former colleagues
in intelligence work.

6] We have been informed on thres occasions Yy
the . Y that their controlled officers of the Framde
Herrd Ost know of Baun's activities in the zmerican Zone.

d) The most outstanding trsach of security which
; . has come to our attention came from the Bamburg area where
the CIC has stated they have arrestad over 25 individuals
who claim Lo be working for Daun for the American espionage
service, and many carried in their pockets reovealing docu-
ments. Attached is a translation from German of the 0P
i SECRET USFET EEI (Enclosure I).

a) Besidas the above securlty aspecta, there exista
no interrogation report for membars of this group. To our
imowledge there has been no extensive chack on membera of the
Group, nor have we any jdea of the degree: of Russlan penetra-
tion by MVD. .

. £)° 0f a longer-range nature, 2t some time in the
future these men must submit themgelves to denasification’ -
boards at which time 1b is concelivable that the entire
operation may be compromised.

—SECREFREEEASE—
“FO-GERMANY ONEY-
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. IV RECOMEIDATIONS:
4) That this oparat{on as currently; concaived and executod
_be not taken over by the Central Intelligence Group. '

B} That in the event. G—z,' USFET, scennot contdnue to maine
{£ain the project, Special Qperations affact 1iatson with this

up in an attempt to determing and procurs axchives, document s,

pexrsonnel’ tiles, and ot.hemintalligence‘mterials from thls
group, &g well a3 of current agents with

& view to implementing an operation after careful study of
* sapabilities of perscnndl, atc. . : :

) In any event, it is recommendsd that wa do not cbligate
_GIC to the funds and agreemonts with the German chiel of this

mﬂceo
/s/ Donald He Galloway

/t/ TONALD H. GALLGVAY
Assiatant Dirvector
) Special Operations

IMCIDSURE I (not attached to copy)




s e 5 O : S DECLADSINIED
‘ "1 Authority (NO 003027

“ ' By3JPNARA Datc ObI0S/0D

ANNEX 3

~Serret~ 376

Reproduced at the Nafiorial flghjyes




T{, DEULAD SIHi1 [
§ Authority P o03027 -
:By_}_[f_NARA Date ObI03 /0D =

Refifddtoed at the Nalidnal Ar

iy bt

* Eypenditures over & Nine-month Period in 19L6: -

- . Ageats ) - - 1,138,116 Gornan Marks
. “110,000 Austrian Shillings

. Organization . - 719,208 Gorman Marks

. 60,000 Austrisn
$22,015
Staff - 773,091 Geiman Marks " o
. o . - - :
Courlers - . : " . 17,4l1 German Marks
. : 200 Austrian shilllugs
$16 ‘
TOTALS 2,918,156 German lorks
200,200 Austrlan $hillings
466,461 .
Sum of above totals converted at the rate of 10 ghillingas or marks to the $:
$381,305.60
Average monbhly expenditure 1n dollars over a nine-month pericd in 1gho:
$ 12,36T.29°

Fxpenditure in coimmoditiss 15 additionsl, The cost of commodities in
the form of army rations for the organizational headquerters, gasoline
for the 80 antomobiles emp oyad by the organization, food stulfs,
cigaroties, matches, coffee, fats, otc.y nsed operationally can only

bo estimated since marny of these items are provided through

ag the average monthiy cost of maintaining the operation. Since a8
an average ooms 3,000 pecple compase the network, the per capita
_montily expenditure is in the neighborhood of 415,

317 YT
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“

29 Moy 14T

™o Chibl, FEK
SUBJECT:  Opevstion Rusty

In ‘view of the fact tust Amexon b, Sy o0d 6
are mainly concemed xith sexples of lntelligemcd
., materisl from Operation Rustyy 1t is recomsended that
" they be not sumitted to the Direstar’, CI0. -

Richard Helme
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