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Were State Department monies illegally diverted to aid the Contras?

STATE DEPARTMENT AND INTRULIGENCE COMMONITY INVOLVEMENT

" | IN DOMESTIC ACTIVITIES

RELATED TO THE IRAN/;UNTRA.AEEAIR

OVERVIEW
* In March 1987 ; the staff of the Committee on Foreign Affairs issued

a prél'iminary. report of its investigation into the award of six

contracts by the State Department's Office of Public Diplamacy ‘for Latin
1

America and the .Caribbean (S/LPD) to Ijternational Business

Communications (IBC) and its principal, Frank Gomez. The report raised

a number ‘of key questidns, including:

Why was a noncompetitive' ,5276,000 State Department contract with IBC

classified SECRET during the same time period that IBC was engaged in
- (
transfe;:;:-ing monies. to Lake Resources, an account controlled by Oliver

' North for the purpose, of aiding the Contras? Were any of the State

Depérﬁnent contract monies in fact used illegally to lobby Members of
Congress? Was S/LPD engaged in prohibited propagandistic activities?
Due to the difficulty the Committee staff encountered in uitsg

efforts to obtain relevant information from the State Department and to

the fact ‘that IBC had .been involved in funneling money tc secret Swiss

Bank accounts, many answers to questions raised in the report were ot
_\' - ’ \ * . - R *
inmediate]y forthcoming. It was the Comittee staff's opinion that
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these pressing questlons could only. be properly reviewed by the’ Selec:t
Comnlttee tc Investigate Covert Arms Transactlons w1th Iran. The
Chairman of the Committee on Foreign Affairs, Rep. Dante Fascell, then
fc;rwarQed all relevant documents in the Committee'’s possession to the

Select Committee,

On March 31, 1987, Chairman Fascell and Rep. Jack Brooks, Chaikman,

Camnittee on ‘Government Opderations, ‘issued a joint letter to the .General
Accnuntir;g office (GAO} regquesting it to conduct; a}; investigation and
render & legal opinion on the legality and prdpriety of certain
activities of S/LPD. Two separate reports were subsequently prepared by
GAO. | ' .

The first GAO report, issued 9/30/87, examined whether or mot S/LPDQ
had been involved in illegal lobbying and propaganda activities. The
report concluded that S/LPD's activities involving the 'preparati‘on anc::l
dissemination of certain types of information violated a restrictj.‘m on
the use of appx;opfiated funds for publicity and propaganda purposes r;ot
authorized b&r the Corigress. The report also noted ﬁat the available
eyidence did not support a conclusion that antilobbying statutes had ,
been yiolat;ed. (@0 auditors, however, informed Committee staff that
documents in the possession of the iran/Contra Select Committees, which
were not made available to GAO until after its report had been issued,
would have .tec:{uj.z:ecin GAO to reevaluate S/LPD's _ compliance with the
anti-lobbying statutes.,) ) | L "

- 'I‘!:xe second GAO report, ’issued =].0/30/87, assessed tfie contracting
activities of‘ S/LE. The report found that S/LPD generally did not-

follow federal regulations governing contractual procedures.

[ In addition to the GAO reports, the State Department's Office of

ey
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Inspector PGeneral (OIé) issued a report that exémined the Deﬁnartment's
¥ contracté with International Buéinéss Ccmnunications {IBC) and Frank
Gomez, one of its principals., The OIG's report concluded that many of
. the purchase orders and contracts awarded by S/LPD were questionable in

- rthe later pericds, as S/LPD's staff grew and gained experience; that the
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AN _anc]_"éoﬁ'izracts " was' mismanaged; that one contract was improperly

",_ clgssif.j_e'cj' " SECRET, apparently to avoid competition and public

Sition Qr;_océ:-és* for awarding and administering the purchase orders

diéélesm:e; that some of the charges in the 'fihnal‘, contract between.S/LPD
‘ a}nd 1BC Qere questionable} that violation of etﬁ;'.cal standards and/or
conflict of interest restrictions may have occurred in the case of two
- individuals; and that information provided by the D«‘:?.-;_)art:mf_ant= to
.Congressional requesters was inaccurate, i_ncompl;ate, and misleading.h
The OIG's report also recommended specific actions to remedy
administl;uative problems identified in the report.
This\‘iiinal staff report on the activities of S/LPD serves both as a
summary of ‘the previously described reports on the Of'fic"é of Public
- Diplomacy for Latin America and the Caribbean and as a description of
"how a relativeij}.\ obscure office in the St-iate Department played a central
role in the creaE".i.on ancii man:agement of the private network involved iﬁ
the Iran/c':ontra af_fair. It is the Committee staff's cér;tention that a
preponderance of dOCUmepts obta;ined by the staff, as well as those
released by the Select Committees, demonstrates that. S/LPD was set up
. and managed by operatives in the National Security Council (NSC) who-
maintained close tie’s with Oliver North and former CIA Director Casey.
The NSC staff succeede{j in having Otto. Reich named as the Director of
the new foi;:'e Latin Iimegrica of" Public Diplomacy which réported éirect}.y
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: fo the NSC. IBC's two principals—-Richard R. Miller, former head of

public affairs’ at AID, and Francis D. Gomez, former public affairs
specialist at the State Department and USIA-—were then hired by S/LPD

'through a series of sole source, no—-bid contx

of activities on behalf of the Ade.m.s q 'E)ollmes in Central
America. . . Ay

During the same period thatpit h.ad been receivi;'xg payn;?nts -from the
State Departimént totalling in the hundreds of thousands of dolfars, 1BC
also served aé the conduit through which millions of dollars from the
-illega]‘. sales of weap;ms to Iran were diverted for use by the Contras as
well as other purposes. Also while under contract to the; Office of
Public Diplomacy, Millerl and Gomez participated in activities designed
to influence téxle media and public to support the President!s ILatin
American policies, including sophisticated televis?c;;x ad campaigns that
were targeted at Members of Congress who wereL not supportive:-of the
President's Central America policy. Many of these activitfes by design
were covert. Johnathan Miller, Ambassador Reich's Deputy at S/LPD (who
later resigned from the White House staff when it was revealed that he
had assisted Qliver North in cashlng travellers checks for the Contras),
for example described Gomez as a "cut-out" who once made a clandestine
trlé in Central Amerlca and promoted media J.nte_-rvmws and background
briefings w.1.th representatives of the Democratic Res:j.stance in Nicaragua
.on behalf of S/LPD, without acknowledgment of the State Department's
rolq. |

In the course of asegisting the Contras. with their public Jr'elations,

Miller and Gomez were introduced to Oliver North and Contra fundraiser

Carl “sSpitz" Channell. Under the direction of North and with the



financial assistance of Channell, IBC qulckly became a central player in
the so—cafied "enterprise," IBC's role, in fact, was so hlghly valued
that it was described by one White House folClal as "the White House

outside the White House."

THE GAD ADITS

Responding to a March 31, 1987, joint request issued by Chairmen
Fascell and Brooks, the GAO released two separate reports on the
activities of S/LPD. The first report issued by the Comptroller General
on 9/30/87 concluded that S/LPD had "engaged in prohibited, covert
activities designed to influence the media and the public to suppoﬁt th;
Mministration's Latin American policies."_ The use of appropriated
funds for these activities constituted "a violation of a restriction on
the"State Department, annual appropriations prohibiting the use of
federal funds for publicity or propaganda pufposes.“

GAO's conclusion centered on S/LPD's decision to use a university
professor, John F. Guilmartin, Jr., an adjuﬁct professor of history at
Rice University, to Qrite a newspaper arEicle in support of' the

v

Administration's Central America policy without alerting readers or,

appareritly, the newspaper that Guilmartin had been a paid COSZultant to

S/LED. 0

- The Guilmartin . article: was one of five 'white propaganda"
opefations described in a March 13, 1985, memorandum from S/LPD to the
Assistant to the President;,anq Director of Communications. The

confiéential memorandum stated the following about  the Guilmartin

- S



article: g o -
"attached is a copy of an op—ed piece that ran two days ago in

The Wall' Sfreet Journal. Professor Guilmartin has been a

consultan.t to our office and collaborated with our staff in the
writing of this piece. ' It is devastating in its analysis of
the Nicgraguaﬁ arms build-up. Officially, this office hé\d no *
role in its preparation.”

Another item sin the memorandum describes the use of a "cut-out" to
arrange visits to various news media by a Nicaraglan opposition leader.
Although the term is not defined, it appears to reflect an inte;ltion to
hide the fact that_ the Oppositig‘x leader's visits were being arranged by
the Gové.rnment. F .

Section 501 q{ the Deg:art:ments of Commerce, Justice, State, the
Judiciary, and Related Agencies Appropriations Act, 1985, states: "No
part Of.. an appropriation contained in the Act shalli‘be- used for
publicity or .propaganda purposes not authorized by the Congress.”
Although the legislative history of section 501 is silent as to the
intended effect of the resEr‘iction, GAO has had numercus opportlmities
to interpret language similar to section 501 as prohibiting covert
propaganda activities of an agency, which applies to the situation of
Professor Gullmartln and visits of various Nicaragu?n opposition leaders
arranged by S/LPD. - “

The GAD report concludes that "the described activities are beyond .
the "range of acceptable agency public information acf‘ivities because the
articles prepared in whole or part by S/LPD stlaj::f as, the ostensible
position of persons not associated with gOVernmeﬁt and the media visits

|
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arranged by S/LPD were misleading as dio their origin and reasonably



) cgﬁstituted 'propaganéa' within the common understanding. of that term.,"

On Ostober 30, 1987, GAO issued a second report on the State
Department'sn administration of certain public diplanacy contrac£s.
In _'i:tS evaiuation of LPD's use of contractors, GAD reviewed: 25 ;Jontracts
S/1LD ehtered znto since the office was established. The contracts w.ei:e
valued at approximately $263,000. - Most o% the contracts reviewed
involved the submission of written préduété by individuals and, in some
instances, clompanies. .

“The GAO audit found that S/LPD did not adhere to federal
reghlations governing contractual procedures. Spécifically, the audit
reached the following three conclusions:

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

2. Various ,Qtﬁer procurement requirements were not adglereé
to in awarding contracts, such as encoufaging competition,
obtaining required contract officer approvals before

engag‘i«Qg_j‘-ﬂ contractors, and, in one case, abiding by

limitations on the salary paid to a retired military

ofEicer.

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

With respect to the issue of sole source contracting, the GAO study 7.
concluded that all 25 contracts under review did not meet federal
requiréments for sole source justification. The contracts' contained no

. =desm:'i;_:atix.::sn of how- the wrs.ters selected v}ére unique and vfﬁy o one else ,

could pefform the desired requirements; nor did the contracts contain
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h an;r descriﬁ:‘qi‘on'of efforts madei-to ascertain. whether équally qualified
writers were d .availab.le. Under the reqqi;_e:_nenbs of The Competltlon in
cOntractifig‘ Act of 1984, both of these’ conditions must be fulfilled
before a sole source contract can' be awarded.

In general GAO found little evidence that S/LPD had made any
effort to loca;ce other sources to compete on S/LPD contracts; Even a
a __ solesource procurement requires such an effort to help support the solé
sourc‘é justlflcatlor;: ’ In the one instance where the Department's
Procur!éixent Office Iocated‘ a competitive source, S/IEb‘witfﬂrew its
requlreme—%t for these services before the potential contractor could be
1nterv1ewed. At the time, these services were being prov.xded by Mark
Richards Associates, Inc., who had performed SEWICES fo_r S/IPD under a
series of sole source contracts since July 1984, Later in ﬁ1e year,
however, S/L;o in an about—face, requested’ ‘the contlnuedv services of
Mark Rlchards Associates, whose pr1nc1pal Colone‘l Mark Rlchards, had
exten51ve experl_ence_ln military J,ntelllgence.- ‘In its request to renew
"Pii_chard's contract, S/LFD cited‘"unusual and compelling urgency" as the
- .basis to award; a\«SQJ.g;se!frce procuremont. S/LPD also added that “the
character and sensitivity of the services precluded disclosure of the
contractual arrangement tb».. the publ@b.“ .

. GAD also noted that Mark Richards, an S/LPD employee detailed from
DCD and a soorf—to-be-reti_red Air Force Colonel, would be subject to dual
compensation limita;:ions if {'employed as a consultant to‘S/LPD after his

L

retirement from federal service. This would reduce his rﬁilitary
e 1

retirement pay, which, accerding to Colonel Riohards, was unacceptable.
Accordingly, Colonel Richards J.ncorporated himself, and the Department

negotlated a sole—sourj:e contract w:.th Mark Richards Associates for
e

'
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.media. consultant services, -This pemitted him to ‘continue working'f,or
S/LEPD without a reduction in his retirenient pay. Be'tv.‘r’een- July 19'é4 and
. February 1986 Mark Richards Associates reaelved appronmtely $136 0.00

- This arrangement, however, c;.rcumvented two Offlce of Managenent and

- . L

Budget « (OMB) circulars that restrlct the usé of contracts to - av01d

salary limitations for former government emg].oyees. 1

Of the 25 contracts GAD rev:.ev.ed, 16 spec:.fled one .or more criginal ”

written products (41 in all). Most of the contractor products GAO
obtained, however, differed substantlally from the. contract scope of the

work. According to S/LPD personnel, few were :anorporated into S/LPD
. 'E"‘J . . - a. ) + .

publications.

' GaD's analysis was hampered by the lack of wock products in S/LPD’'s

files. Auditors were only able to dbtain 28 of. the 41 research papers.

Of the 28 work products obtained by GAO, only 13 adc'{res;sed the topic

.specified in the original scope of w_orl%. In the .other cases, the
product for which there was an "urgent need" was not produced; ratiff, a

substitute topic was addressed.
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mm'msmﬁmmm's’mmror INSPECTOR GENERAL .
In response. to a March 1987 request from the Secretary, the at;aff
" from ‘the Office of Inspector . General ’OIG) exammed*he Department s

contracts w1th Internatmnal&usmess Commu,xucat:.ons (IBC) and E‘rank

Gomez,' one of its pr1nc1pals. . The examination covered six purchase"

. ordets and contracts totall,mg approxlmately $436. 000 w:.th IBC or ]."rank

Gomez between™ ‘.E‘el:»ruar}r 1984 'and September 1986. . In UuLy 1987 the .OIG

‘.'.

* ¥eleased 1its report oontammg the followmg fmdmgs-
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.. Need for the Contracts——‘rhere was, justlflcatloh for th*é” ’ipitial-f‘
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