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MARY FRANCES DE LA PAVA, CHIZF CLERK

February 21, 1978

MEMORANDUM
TO: Members of the Senate Committee on Banking,
Housing and Urban Affairs
WA -
FROM: Kenneth A. McLean\ Staff Director
RE: Summary of Staff Investigation of $2.9 Million

Payment by Bell Helicopter

Attached is a summary of the staff's investigation of
the $2.9 million payment by Bell Helicopter to its sales
representative in Iran, Air Taxi. This investigation was
directed by the Committee in the course of its nomination
hearings on Mr. G. William Miller to be a member of the
Board of Governors of the Federal Reserve System.

The summary is an attempt to outline the evidence
gathered by the staff in the investigation. It is not
intended to draw and should not be interpreted as drawing .
any conclusions about the questions addressed during the
course of the investigation.

The exhibits referred to in this summary and in
the proceedings which follow are contained in Parts
2 and 3 of this publication.

Federal Reserve Bank of St. Louis
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SENATE COMMITTEE ON BANKING, HOUSING AND URBAN AFFAIRS

Summary of Staff Investigation of the $2.9 Miliion
Payment by Bell Helicopter

I. INTRODUCTION

On January 24, the Senate Committee on Banking, Hbusing
and Urban Affairs held hearings on the nomination of Mr.

G. William Miller to the Board of Governors of the Federal
Reserve System. During the course of these hearings, members
of the Committee questioned Mr. Miller about a payment of
*$2,950,000 which the Bell division of Textron agreed to

make to the Air Taxi Company of Iran in June of 1873 in
connection with the winding up of that company's services

to Bell as its sales agent for military sales to the Govern-
ment of Iran. During the same period of time, Bell was
awarded a contract valued at approximately $500 million for
the sale of helicopters to the Government of Iran.

On the basis of a verbal report received from an agency
of the U.S. government, the Chairman of the Committee,
Senator William Proxmire, asked Mr. Miller whether he was
aware that the real owner of Air Taxi was the late General
Mohammed Khatami, then Commandgr-in-Chief of the Imperial
Iranian Air Force. Mr. Miller replied that he had no
such knowledge and would not have approved the payment
had he known of such a relationship.

Following these discussions, a member of the Committee,
Senator John Heinz, asked for an investigation of this
payment by the Committee's staff. As Chairman of the

Committee, Senator Proxmire agreed to the investigationm.
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The following report is a summary of the investigation
by the Committee's staff into the $2.9 million payment by
Bell. The investigation has been conducted by Charles L.
‘Marinaccio and Bruce F. Freed of the Majority staff, John
Collins of the Minority staff, and David Doherty, Associate
Director of the Securities and Exchange Commission's
Enforcement Division who was temporarily assigned to the
Committee staff for the inquiry.

During the course of the investigation the staff took
depositions in Fort Worth, Texas, and Washington, D.C.
from Bell Helicopter and Textron officials, former Bell
Helicopter officials and from a former manufacturers
representative of Bell Helicopter in Iran and his lawyer.

Following are the individuals who testified before the

Committee staff:

James F. Atkins, President, Bell Helicopter Textron

Frank M. Sylvester, Vice President for International
Marketing, Bell Helicopter Textron

John E. Gallagher, Jr., director of operations, Bell
Helicopter International; formerly Bell Helicopter
sales official involved in Iranian helicopter sales

Charles R. Rudning, President, Bell Operations Corp.;
formerly vice president for program management,
Bell Helicopter Textron.

Edwin L. Farmer, Vice President for Finance, Bell
Helicopter Textron until early 1978.

Thomas Soutter, Vice President and General Counsel, Textron.

George Galerstein, Chief Legal Counsel, Bell Helicopter
Textron.
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Dwayne K. Jose, Vice President for Commercial Marketing,
Bell Helicopter Textron

E.J. Ducayet, President, Bell Helicopter Textron (1960 -
1972); Chairman (1972-1973); Member, Board of Directors,
Textron, 1973 -

James A. Feliton, Area Export Manager for Europe, Africa
and the Middle East, Bell Helicopter Textron (1965-
1967).

William H. French, former Bell Helicopter sales repre-
sentative in Iran, 1964-1967, through his firm,
International Helicopter Consultants.

C. Robert Bell, Wichita, Kansas, lawyer who has represented
Mr. French since the early 1960's.

The Committee staff also asked for affidavits from
members of Textron's Board of Directors and U.S. embassy and
military personnel in Iran between the mid-1960's and 1975
on their knowledge of General Khatami's interest in Air Taxi
and the $2.9 million payment by Bell Helicopter.

Furthermore, the Committee subpoenaed all documents
from Textron and its Bell Helicopter Division relating in any
way to Air Taxi, General Khatami and the $2.9 million payment
and has subpoenaed the records of the First National Bank
and Trust Company of Oklahoma City, Oklahoma, and Citibank
N.A. Paris, France,tnandf%elating to A.H. Zanganeh, managing
director of Air Taxi, and Air Taxi.

The Committee sent letters to the U.S. government

intelligence agencies seeking confirmation of any link that

General Khatami had with Air Taxi between 1959 and 1973.

*Citibank cited French law is the basis for not complying
with the subpoena.
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II. BACKGROUND AND CHRONOLOGY

Bell's Foreign Representative System: Bell Helicopter

relied on a network of manufacturers representatives to sell
its helicopters oversgas. The representatives, which num-
bered from 30 to 50 during the 1960's, were usually natives
of the countries in.which they operated. In some instances,
they would also represent manufacturers of fixed wing air-
craft.

Standard Agreements: Foreign agents signed standard

manufacturers foreign representative agreements with Bell

that established commission fee schedules that would be paid on
sales they made. (Ex. 60-62, 84J) The agreements signed

by Air Taxi in 1959 and International Helicopter Consul-

tants in 1965 included provisions prohibiting the payment

of commissions for sales arranged on a government-to-govern-
ment basis. (Ex. 60, 84J) However, Bell later changed

its policy on commissions on government-to-government

sales, allowing them in its 1968 agreement with Air Taxi.

Agency Representatives In Iran:

1960 To Present

Air Taxi--1959-1963: In 1959, Bell Helicopter hired

Air Taxi Company, a Tehran -- based air charter firm, as its
sales representative in Iran. Air Taxi, which also re-
presented other aircraft companies such as Aerocommander,

was dropped by Bell in 1963. In their testimony to
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Committee staff, Bell officials couldn't recall why Air
Taxi was hired in 1959 or terminated in late 1963. The
reason, they explained, was that helicopter sales in Iran
were negligible during those years.

According to the State Department, General Mohammed
Khatami, Commander-in-Chief of the Imperial Iranian Air
Force, was listed on public records in Iran as an owner
of Air Taxi between 1957 and 1965. (February 16, 1978
letter from Douglas J. Bennet, Jr., Assistant Secretary
of State for Congressional Relations, to Kenneth A.
Mclean, Senate Banking Committee Staff Director)

International Helicopter Consultants--1964-1967: Bell

Helicopter switched its sales franchise in Iran in early
1964 to International Helicopter Consultants, a firm that
had been Bell's sales agent in Kuwait since 1959 and was
representing Cessna Aircraft Company in Iran.

Mr. French said that within two years, he ran afoul
of General Khatami, whose influence over aviation matters
was growing, and the general had him expelled from Iran in
May 1966. C. Robert Bell, a Wichita, Kansas lawyer re-
tained by Mr. French in the early 1960's, said that he and
Mr. French asked the State Department for advice in Septem-
ber 1966 on how to deal with the problem and were advised
to negotiate 'directly with General Khatami." (Bell

966-72 and Ex. 85, 86)
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Mr. Bell said he traveled to Iran in October 1966 and
met with Dr. Hasaan Safavi, a close associate of General
Khatami. The two men agreed to create an Iranian company,
Skerkat Sahami Tayar Pars (also known as STP), which would
act as Mr. French's representative in Iran, Mr. Bell said.
STP's ownership was divided on a 51 percent-49 percent basis
between Dr. Safavi who acted as nominee for certain members
of the High Council of Civil Aviation, including General
Khatami, and Mr. French, Mr. Bell said. The lawyer said
that Dr. Safavi "identified himself as speaking for
General Khatami" during their discussions. Mr. Bell said
General Khatami subsequently gave his blessings to the
arrangement. (Bell 976-88)

Mr. Bell said he traveled to Bell Helicopter in Fort
Worth, Texas on November 2, 1966 to report on his trip to
Bell Helicopter officials. Mr. Bell said he met with E. J.
Ducayet, Bell Helicopter's president, and told him of
Mr. French's problems with General Khatami. Mr. Ducayet
and Dwayne Jose, Bell Helicopter's Vice President for
Commercial Marketing, couldn't recall the meeting in their
testimony to Committee staff. (Bell 993-1017; Jose 1198-
1214; Ducayet 1094-1104; Ex 88-90)

Mr. Bell and Mr. French corresponded with Bell Helicop-
ter officials in 1967 providing additional details'on the

business arrangement with STP. that Bell Helicopter would
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be working through In Iran. (Bell 1018-42; Ex. 82, 83,
91, 91A, 93, 95, 96, 97, 102)

Bell Helicopter dropped International Helicopter
Consultants as its Iranian agent in late 1967. (Ex. 102)

Air Taxi: 1968- : Mr. Orpen and two other Bell

Helicopter officials traveled to Iran in late November
1967 to find a new sales agent. They brought back the
name of Air Taxi. Mr. Orpen, who left Bell Helicopter in
1969, said in a telephone interview with the Committee
staff that he hcard from Mr. French earlier in 1967 that
General Khatami had an ownership interest in Air Taxi.

He also said he knew before his trip to Iran that there
were "some ownership interests in Air Taxi that went up
to the Shah's family."

Describing what Bell wanted in a new Iranian represen-
tative, Mr. Orpen said, '"We looked for someone who had
dealings with the royal family. We were looking for poten-
tial contacts since the sales of our helicopters are
heavily dependent on high-level contacts." Shortly after he
returned, Air Taxi was hired by Bell as its agent.

Asked about General Khatami's role, Mr. Orpen said,
"Khatami would be important for sales of helicopters to
the Army because he had a finger in all aviation except for

the Navy. We got that story from General Toufanian."

Federal Reserve Bank of St. Louis



In early February 1968, Bell asked Air Taxi to be-
come its Iranian agent '"based on the favorable recommenda-
tions we have received." (Ex. 7) Air Taxi accepted Bell's

offer at the end of the month.

Sale of the 489 Helicopters:

1968 - 1973

1968-1969: Air Taxi officials met on many occasions
with Generals Toufanian and Khatami to nurture Iranian
interest in Bell Helicopter rather than Agusta, Bell's
Italian licensee, as the chief provider of helicopters
to the Iranian armed forces. During this period, Agusta

was the main supplier of Bell helicopters to Iran.

December 1969: The Shah attended a dinner party
at the home of General Khatami at which time A. H. Zanganeh,
managing director of Air Taxi, showed a Bell Helicopter
film on Bell's Huey Cobra gunship. Mr. Zanganeh, accord-
ing to an Air Taxi internal memorandum, told the Shah
about the Cobra's 'great possibilities" for Iranian forces.

(Ex. 41)

June 15, 1970: Air Taxi renewed its manufacturers

foreign representative agreement with Bell Helicopter.
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It was this agreement that was amended three times in

1972 and 1973. (Ex. 62)

1971-1972: Bell Helicopter, ‘along with Air Taxi, under-
took a major sales effort to get the Shah to purchase
large numbers of Cobras and transport helicopters for the
Iranian Army's new air cavalry unit. Throughout that
period, Air Taxi received frequent advice from Generals
Khatami and Toufanian and H. Dehesh, General Toufanian's
assistant in the War Ministry, on the strategy and tactics
Bell Helicopter should pursue to get the helicopter

deal.

Early 1971: Bell Helicopter begins the use of code

words in its telex traffic with Air Taxi.

April 1971: Frank Sylvester, Bell's Vice President
for International Marketing, leads a Bell team to Iran
to formally propose the Huey Cobra for the Iranian mili-
tary. Mr. Sylvester met with Mr. Dehesh and Generals
Toufanian and Khatami. According to an Air Taxi internal
memorandum of April 24, 1971, "General Khatami gave very
important and useful guidance and advice (to Mr. Sylvester)

for the future sales of a Huey Cobra.' (Ex. 43)
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March 1971: Bell Helicopter was keeping U.S. military
officials in Iran advised of its sales efforts. Mr. Sylvester
wrote the following to General H. A. Twitchell, Chief of the
A}mish MAAG in Iran, in a March 31, 1971 letter:

"It seems appropriate to mention in this letter that the
timing of Cobra procurement is now the pivotal planning factor.

"In April 1971 a final U.S. Military FY70 production run
of approximiately 200 Cobras will begin. We have no indication
of any follecw-on U.S. procurement. Therefore, in order to take
advantage of the price of this production run, it is necessary
that customers place firm orders no later than 30 September 1971.
This is requisite to the procurement of long lead time components
to mesh with any extended production schedule.” (Ex. 14)

April 28, 1971: Mr. Sylvester wrote in an aide memoire
that Generals Toufanian and Khatami strongly favored Iranian
pqrchase of Cobras. (Ex. 34)

August 22, 1971: Air Taxi reported that the Iranian
government planned to buy 60 Cobras and 100 model 205s (Hueys).
The 205s will be purchased most likely from Augusta.

October 20, 1971: Mr. Sylvester, Bell Helicopter, wrote to

Major General Ellis W. Williamson, Chief, MAAG, Iran/Armish, on
the purpose of his upcoming trip to Iran: '"Our basic objective

remains unchanged. It is to steer both the (Iranian) government
and civil helicopter business into our Fort Worth and other

U.S. production facilities where, as you know, sustaining work

loads are increasingly needed...."
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Late October 1971: Air Taxi internal memorandum of

October 28, 1971: "We (Air Taxi officials) verbally informed

Mr. Horsley (a Bell sales official) that since very important
discussions are taking place and activities going on, to
discontinue Agusta's efforts in Iran and replace them with

BHC (Bell Helicopter) in this market, it is absolutely inadvisable
to send reports in writing. We stressed that all our communica-
tions from now on be either verbal, long distance telephone

calls or coded telex messages."

Late October 1971: Mr. Atkins, Bell's executive vice

president, Mr. Sylvester, and a Bell team traveled to Iran. This was
Mr. Atkins'first visit to Iran.

January 1972: Mr. Atkins takes over as President of Bell
Helicopter. E. J. Ducayet, Mr. Atkins' predecessor, becomes
chairman of the company.

April 18, 1972: Bell Helicopter received a letter of
intent from General Toufanian of the Iranian government's plan
to purchase AH-1J Cobras and Model 214 transport helicopters.
The decision is contingent on a demonstration of the helicopters.
(Ex. 13)

Mid-May 1972: Mr. Sylvester and a Bell team traveled tolranto
prepare for demonstration of Bell Helicopters.

June 16, 1972: Mr. Sylvester sent a copy of Amendment No. 1
to Bell-Air Taxi 1970 Agreement for Mr. Zanganeh to approve.

(Ex. 38)

23-553 O - 178 - 2
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August 16, 1972: Zanganch and Charles R. Rudning, a
Bell Vice President, signed Amendment No. 1 which was
effective as of April 1, 1972. Amendment No. 1 provided
for a 2.5 percent commission to Air Taxi on the sales of
the Cobras and Model 214s to thc Iranian government.
Mr. Atkins said in his testimony that the commission ex-
cluded spare parts and service provided for in the heli-
copter deal with the Iranian government. (Ex. 63A)

Late August 1972: Bell Helicopter demonstrated its

Cobra and Model 214 helicopters for Iranian military.
Mr. Atkins accompanied Mr. Sylvester and the Bell team
to Iran.

Shortly after that demonstration, Mr. Atkins was
advised that Iran intended to buy about 500 helicopters
from Bell. (Prior to the demonstration, Mr. Atkins
estimated that the potential sale was between 300 and 500

helicopters.)
September 20, 1972: Air Taxi telex to Mr. Sylvester:

"According to No. 1, Trout and Skate, the door is still open

for Bell to secure training program and even logistic support

direct. No. 1 referred to General Khatami. (Ex. 51)

October 14, 1972: Air Taxi signed Amendment No. 2

to its 1970 agreement with Bell Helicopter. Amendment No.

2,which

superceded amendment No. 1 signed two months before, provided

for a one percent commission to Air Taxi on the helicopter sale

along with spare parts and service. (Ex. 64)

October 30, 1972: The lranian government signed a letter

of offcer from the U.S. government lor the purchase of the

Cobras and Model 214s.
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November 1, 1972: Letter of offer sent by the U.S.

Government to Iran for the sale of 489 helicopters to the
Iranian government (202 Cobras and 287 Model 214s).

November 7, 1972: The Iranian government accepts the

letter of offer from the U.S. Government.

December 21, 1972: The U.S. Army sends Bell Helicopter

a letter contract for the 489 helicopters.

January 2, 1973: Mr. Zanganehﬁwas scheduled to arrive at
Bell Helicopter's Fort Worth headquarters to begin negotiating
his final settlement with Bell. Mr. Zanganeh brought Air
Taxi's file on its efforts on behalf of Bell Helicopter since
1968.

May 1973: U.S. Army Aviation Systems Command, (AVSCOM),
whichw§§ handling the sale of the 489 helicopters to Iran, and
Bell Helicopter were negotiating the amount of the commission
payment to Air Taxi to be allowed under the Foreign Military
Sales program.

June 16, 1973: AVSCOM concluded negotiations with Bell
Helicopter on the commission payment to Air Taxi and set
$1,000 per helicopter as a fair and reasonable payment.

June 26, 1973: The Shah issue@ an edict placing limits
on commission payments allowed on military sales to Iran.

June 28, 1973: Final agreement signed on the sale of
the helicopters. to Iran.

June 29, 1973: Bell Helicopter and Air Taxi signed

Amendment No. 3 to the 1970 Agreement in which Bell Helicopter
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said it would pay Air Taxi $2,950,000 in three installments
ending in 1975 in connection with its representation of
Bell, including its efforts on behalf of the sale of the

helicopters. (Ex. 65)
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ITI. SUMMARY OF THE EVIDENCE ON MAJOR QUESTIONS

The following is a summary of the evidence gathered by
the staff on the major questions arrising during the course
of the investigation. These questions deal with General
Khatami's ownership interest in Air Taxi; General Khatami's
role on the sale of Bell helicopters in Iran; the extent
to which Bell officials had knowledge of any ownership
interest in Air Taxi by General Khatami; the role played
by Mr. Miller in the sale of the 489 helicopters and the
$2.9 million payment to Air Taxi; and whether the facts
surrounding the $2.9 million payment were as described
in Mr. Miller's testimony before the Committee.

This summary is intended to make the Committee aware
of all of the relevant testimony and evidence gathered in
connection with these major questions. The summary is
not intended to draw any conclusions with respect to

these questions.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



16

-16-

A. Did General Khatami Have an Ownership Interest in Air Taxi?

Testimony By William French and Attorney Bell

William French, Bell Helicopter's agent in Iran during the
period 1964 to 1968, testified that General Khatami was an
owner of Air Taxi from its inception. (French 830, 836, Ex. 81)
In 1966, according to French and his attorney, General Khatami
had French thrown out of Iran on trumped up charges for failing
to comply with Khatami's demand that French turn over an interest
in his Bell Helicopter franchise in Iran. (French 858, 859.
Bell 966). The interest in the franchise was to be conveyed to
General Khatami either by French turning over 51 percent
owenrship in French's Company (International Helicopter Con-
sultants) to General Khatami or by French becoming a subcontractor
of Air Taxi and another company controlled by Khatami and paying
Khatami's companies 10 percent of French's gross earnings. (Ex 84A)
French's partner prepared a letter which he filed with
General Pakravan, Minister of Courts and an Iranian Intelligence
Official in 1966 complaining of the situation and the creation
of a monopoly for Iranian business in General Khatami's companies
(Air Taxi and Heli Taxi). (Ex. 84A) At this time, French's
partner had the public records searched to determine the ownership
of Air Taxi. Records of registered companies in Iran showed that
Air Taxi was first registered in 1958 and that from 1958 until
June bf 1965 General Khatapi was listed as a shareholder of 40
shares of 200 shares issued with Shafik and Jahambani holding
40 shares each and 80 shares unlisted. (Ex. 81) The search

further revealed that in 1965 a second registration by Air TAxi
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showed Zanganeh holding 50 shares of 100 shares issued with

Shafik and Eshoo holding the balance of 50 shares equally. (Ex. 81)
In 1966 French also filed a complaint to the Stéte Department. in
which he stated that General Khatami was still a major stockholder
in Air Taxi although in 1965 he and Jahambani had their names
removed as owners of Record. (Ex. 83A). He charged Zanganeh with
being Khatami's puppet in this letter.

General Khatami's associate and respresentatives openly
discussed Khatami's ownership in Air Taxi. Mr. French said he
talked with Shafik in 1959-1960 at which time Shafik told him
Khatami was a partner in Air Taxi. French's attorney, Robert
Bell talked briefly with General Khatami in person in Iran at
which time Khatami told R. Bell that Dr. Safavi would speak for
Khatami in respect to establishment of a corporation which would
in effect be the parent corporation (STP) of French's companies
in Iran. In October of 1966, Dr. Safavi told R. Bell that
General Khatami controlled Air Taxi (Bell 981). Dr. Safavi
further told R. Bell that STP (which was to be 51 percent owned
by Dr. Safavi as nominee for Khatami and others.and 49 percent
owned by French) and Khatami's two other companies (Air Taxi
and Heli Taxi) would be the only companies allowed to sell
aircraft in Iran (Bell 1018, 1021). General Rafet, another
Khatami representative in the take-over of the French Bell-
Helicopter franchise, also told French that Khatami owned Air

Taxi (French 858).
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Official Record Information Supplied by State Department

French's testimony respecting Khatami's ownership interest
in Air Taxi both before and after 1965 is corrpborated by
independent sources. By ietfer of 16 February 1978 the State
Department in response to the staff's request for information
stated that "General Mohammad Khatami was Chairman of Air Taxi
between 1957 and 1965, according to oral statement to the
(American) Embassy by Registration Office of Minister of Justice
(of Iran)." ‘French's testimony that Khatami retained a silent
interest in Air Taxi after 1965 is also corroborated by independent
sources in the form of affidavits supplied by State Department

officials in response to the staff's inquiry.

Affidavits from U.S. Military and Embassy Officials

1) The Political and Military Affairs Officer in
Tehran (Mr. Rouse) during the period 1968-1972 stated: "In con-
versations with personal and professional contacts, mention was
made that General Khatami was a part-owner of Air Taxi. I have
no personal knowledge of the accuracy of these reports. I believe
it was widely assumed among prominent Iranians and U.S. businessmen
with defense interests, that General Khatami did have an éwnership
interest in Air Taxi."

2) The Deputy Chief of Mission in Tehran (Mr. Miklos) stated

that from time to time since 1960 he heard undocumented second

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



19

~19-

or third-hand stories that General Khatami had a financial
interest in Air Taxi, generally from people associated with
Iranian civil aviation affairs including U. S. government
officials; and that such stories circulated widely among
upper levels of Tehran business and social circles.

3) The Counselor for Economic Affairs (Mr. Bewin) who
arrived in Tehran in 1974 heard from individuals in the Tehran
business community that General Khatami had a financial interest in
Air Taxi variously described as "silent partnership, minority
interest, and part ownership'; and that General Khatami's
interest in Air Taxi was fairly common knowledge in U. S.
and Iranian aviation circles in the late 1960's or early
1970's.

4) The Commercian Attache (Mr. Westley) heard that General
Khatami had a financial interest in Air Taxi soon after arriving in
Tehran in 1974 from an Iranian commercial assistant employee.

The Attache stated that General Khatami's ''connection with
Air Taxi was not common knowledge but appeared to be taken
as an accepted fact by those in the aerospace business,

especially those interested in doing business with Air Taxi."

5) The Deputy Director for Near Eastern and South
Asian Regional Affairs (Mr. Precht) stated that possibly
as early as 1974 and in 1975-1976, on several occasions
he heard "cocktail party" gossip that General Khatami had
a financial connection with Air Taxi which had been

terminated on an unspecified date. The financial interest
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was not common knowledge but was a "rumor that was only
rarely and rather discretely mentioned" by '"resident
American businessmen."

6) Ambassador Andrew Killgore stated that "while General
Khatami's financial interests may have been common knowledge
among certain categories of people, such as high-ranking
Iranian Air Force officers, it is doubtful that such informa-
tion was common knowledge among the general public in
Tehran."”

7) Former General Hamilton A. Twitchell (Chief of the
Military Advisory Group in Iran) stated that "sometime during
my stay in Tehran from June 1968 until October 1971,
probably in 1969 or 1970, I heard informally that General
Khatami was associated in some manner with Air Taxi. I
do not recall the circumstances under which I heard the

allegation, nor do I remember who told me."
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TABLE SUMMARIZING RESPONSES TO COMMITTEE AFFIDAVITS

STATE MILITARY  AUDIT TEXTRON
DEPT. OFFICERS AVSCOM

Knowledge of
Khatami's 7 3 0 0
ownership
interest

No Knowledge
of Khatami's
ownership
interest

No Reply 6 8 3 5

NOTE: Requests for information relating to knowledge of
whether General Khatami had an ownership interest
in Air Taxi were made to 63 individuals: former
State Department officials, former U. S. military
officers who served in Iran during the period,
Army auditing personnel and Textron's accountants
and Members of the Board of Directors of Textron.
These individuals were requested to reply by
affidavit. The Committee received 41 replies as
of February 22, 1978.

EVIDENCE FROM INTELLIGENCE
AGENCIES
General Khatami's ownership interest in Air Taxi during
the period 1960 to 1975, when he died in a glider accident, is
also corroborated by the following information in the files

of intelligence agencies of the U. S.:
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1) A CIA report dated 5 February 1960 states that Air
Taxi is being supported by prominent government personalities
such as Khatami, Shafik and Jahambani.

2) A DOD intelligence report dated 1 March 1960 states
that Khatami, Jahambani and Eshoo own Air Taxi, which is a
distributor of Bell Helicopters in Iran.

3) A DOD intelligence report dated 25 July 1960 states
that Air Taxi is owned by Khatami, Jahambani and Shafik.

4) A CIA biography on Khatami dated 26 March 1968
states that '"he owns Air Taxi, the only chartered air service
in Iran permitted to operate."

5) A DOD intelligence report dated 14 March 1970 states
that Air Taxi is owned by a group of private individuals
with General Xhatami controlling a majority of the stock
and Zanganeh the managing director.

6) A DOD biography (March 1971) on Khatami refers to
the General as the owner of Air Taxi.

7) A CIA document dated 25 January 1978 which is sourced
to World Trade Directories and other public sources states
that Air Taxi was formed in 1959 by Zanganeh, Shafik and
Eshoo and that Zanganeh sold his stock in 1975. However, other
sources mentioned in this document reported the 'rumored' Khatami
connection with Air Taxi and that shares in Air Taxi were owned by
various members of the Royal Family and possibly General
Khatami. According to the CIA document, Zangéneh sold

his shares in 1975 to this same group.
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Based upon the World Trade Report, the State Department
by letter dated 31 January 1978 informed this Committee that
its files contained contradictory information concerning the
ownership of Air Taxi by General Khatami since it also had
a DOD Intelligence Report of Marcy 1971 which referred to
Gener.. Khatami as the owner of Air Taxi. This State
Department letter, however, preceded its more specific reply
of 16 February 1978 and the affidavits of its Tehran
Embassy employees. Nevertheless, the World Trade Report
is consistent with the ownership of Air Taxi as set forth
in a document (Exhibit 57) supplied by Textron-Bell referred

to hereinafter in this memorandum.

Evidence from Bell Helicopter

The President of Bell Helicopter, Atkins, testified
that he spoke to Zanganeh directly in 1972 about the owner-
ship of Air Taxi because it then appeared Bell Helicopter
would be making a substantial sale to Iran and making a
major payment to its agent Air Taxi. (Atkins 248). Mr.
Atkins further stated that in coming to an agreement to pay
Air Taxi $2.9 million, Bell Helicopter asked Zanganeh to
furnish Bell Helicopter with authorization to accept
payment and complete the transaction by Air Taxi's Board of
Directors. Exhibit 57 is the document supplied to Bell
Helicopter. It states that such authority was given Zanganeh

by Air Taxi at a meeting of 100 percent of its shareholders:
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Zanganeh, Shafik and Eshoo. The information contained in
Exhibit 57 is the same as that set forth in a Dunn and
Bradstree report dated 4 October 1970 which was supplied

by Textron from its files showing Zanganeh, Shafik and

Eshoo to be 100 percent owners of Air Taxi. By letter

of 27 January 1978 Textron stated that 'no indication of

any ownership interest of General Khatami has been discovered

and Bell Helicopter remains unaware of any such interest."”
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Following the preparation of this memorandum, First
National Bank and Trust Company of Oklahoma City supplied
information * relating to payments out of the accounts of
FZanganeh and Air Taxi for the period 1973-1975 for
transactions of over $100,000. The documents and can-
celled checks supplied {and attached hereto) show that on
27 January 1973 Zanganeh wrote three checks out of his
account as follows: Mr. M. Khattami ($290,000); Mr. N.
Djahambani ($131,000); and Mr. A. Chafik ($131,000).
Khatami, Jahambani and Shafik were the three individuals
registered as stockholders of Air Taxi in its initial
registration in 1958. (Ex. 81) These payments by
Zanganeh were prior to the $2.9 million payment by Bell
Helicopter to Air Taxi.

Of the $2.95 million payment, $1.95 million was
deposited in Zanganeh's account at the Oklahoma Bank
(the other $1 million was deposited by Zanganeh in Citibank,
Paris). Substantially all of the $1.95 million was
withdrawn shortly after being deposited and invested in
a note for $870,000 and a time deposit of $950,000.
Therefore, the ultimate distribution of the $1.95 million

is not presently known.

*Citibank has advised the Committee that French law
prohibits it from complying with the Committee's subpoena
requesting information from its Paris branch. Citibank also
advises that a petition filed with the French courts by the
Committee may be honored by the French courts with an order
for compliance.
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B. What Role Did General Khatami Play in the

Sale of Bell Helicopters to Iran?

From the documents we have received and the testimony
we have heard, it is clear that General Khatami did have an
input into the Government of Iran's decision to purchase 489
helicopters from Bell Helicopter. Some Bell officials stated
that General Khatami's involvement related primarily to the
technical advice he rendered as the aviation expert in the
Iranian armed services. However, at least two Bell officials
indicated that Khatami's tacit approval would be required
before the sale could be concluded (Gallagher 624-8 and
Rudning 659-660).

Through his military office and his marriage to the
Shah's sister, General Khatami did have the opportunity to
influence matters affecting aviation in Iran. As the Commander-
in-Chief of the Iranian Air Force, Khatami controlled all
types of Iranian military aviation. Moreover, since the
Iranian Army did not have any aviation experts when the
helicopter purchase was being considered prior to 1973,
Khatami, as a helicopter pilot and Iranian authority on
aviation, became the Iranian Government's expert advisor on
helicopters. However, testimony also indicates that the Shah
himself makes the final decisions on all major procurement
actions.

As viewed by Bell helicopter officials, the major
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decision maker, other than the Shah, in the Iranian Government's
purchase of helicopters was General Toufanian, Peputy Minister
of War for Armaments, and the head of the Military Industrial
Organization (MIQ),theIranian military procurement agency. In a2
letter dated January 27, 1978 from Thomas Soutter, Textron's
General Counsel, to Ken McLean, transmitting Bell Helicopter
documents to the Committee Staff, Mr. Soutter indicated that
"Bell's primary and successful sales effort" was made to
General Toufanian {(Ex. 4). This statement indicating
Toufanian's importance was echoed by James Atkins, President
of Bell Helicopter, (Atkins 10z, 145) and by other
Bell officials in testimony before the Committee staff.
General Toufanian was described as the person who compiled
all of the contract proposals and official recommendations
and took the final program recommendations to the Shah for
his approval (Gallagher 603). Thus, as head of military
procurement, Toufanian was the official 1ink between the
Shah and a manufacturer such as Bell.
While Toufanian and MIO were described as the decision

points just below the Shah, the Bell Helicopter officials
did indicate that General Khatami played a significant,

. although not the major, role in the helicopter sale. In his
testimony, Mr. Atkins described Khatami as being an outstanding
Iranian Air Force officer and someone whose aviation judgment

was very well respected at all levels of the Iranian government
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(Atkins 192). Moreover, Mr. Atkins indicated that as an
expert pilot, General Khatami would have an opinion as to the
capability of the Bell aircraft and that his views would
certainly be valued by those involved in the decision making
process (Atkins 231). When asked to characterize General
Khatami’s role in the sale of the helicopters, Frank Sylvester,
Bell Helicopter Vice President” for International Sales, stated
that it would be ''the most natural thing in the world when
the Shah decided to create an Army aviation unit ..., that
he would go to (General Khatami for) the best and most trusted
helicopter expertise and advice" (Sylvester 539).

When asked about Khatami's role in the helicopter sale,
John Gallagher, a Bell international sales agent, indicated
that General Khatami would have to give his "vote of approval"
before the sale was consummated. Mr. Gallagher also indicated
that he discussed Khatami's role with Messrs. Atkins and
Sylvester and that they agreed that Khatami's approval was
crucial to the success of Bell's sales effort (Gallagher
624-628). Charles Rudning, presently President of Bell
Operations Corporation and formerly Vice President of Program
Management, testified that Khatami would have had a vote
or a recommendation on the prospective Iranian Army helicopter
program (Rudning 659-660).

Recognizing that General Khatami would have some

influence in the helicopter purchase decision, Bell Helicopter

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



29

-28-

officials personally briefed him on the various Bell proposals
submitted to the Iranian government during 1971-1972. Both
Atkins and Sylvester met with Khataﬁi during trips to Iran,
Atkins recalling the purpose of his visit in November 1971
as a discussion of the advantages of Bell's product line
(Atkins 101). From these and additional contacts that Bell
officials and sales agents made with Khatami, it appears that
he was fully informed of the Bell sales proposals.

That General Khatami was actively interested and
involved in advising the Shah about Bell helicopters is
evident from two widely separated events. The first was the
December 1969 showing by Khatami of a Bell promotional film
about Bell Huey Cobra helicopters. The showing was in Khatami's
home, after a dinner party attended by Princess Fatemeh, the
Shah, the Iranian Prime Minister, and Mr. Zanganeh, manager of
Air Taxi, Bell's Iranian agent. As recounted by Mr. Zanganeh
in a memorandum to files, the Shah was very impressed with the
Huey Cobra capabilities and indicated that he would consider
using such aircraft in the Iranian Armed Forces (Ex. 41).

The second occurrencé was General Khatami's flight in
the Bell Helicopter models proposed to be sold to Iran, at
the same time in August 1972 as the Shah flew such aircraft.
In describing Khatami's favorable attitude toward the helicopters,
Mr. Iranzad, Air Taxi's sales manager, stated in a memorandum

to files dated August 28, 1972 that Khatami strongly recommended
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the purchase of these helicopters to the Shah (Ex. 50).

General Khatami's interest in having Bell Helicopter

products purchased by Iran during.1971-1972 is evident from

many of the

Helicopter.

documents submitted to the Committee by Bell

From the following documents, Khatami appears

to be influential in favoring Bell products and, in some

instances, advising Bell as to sales strategy.

a.
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In an internal memorandum, dated April 10,
1971, written by Mr. Zanganeh of Air Taxi,
regarding the arrival in Iran of a Bell Helicopter
sales briefing team, Mr. Zanganeh reports that
contrary to Bell's decision to make a maximum
public sales effort,.Generals Khatami and
Toufanian agreed with Zanganeh that the Bell
people should be very low key and only "adhere
to further guidance instructions which would be
given to them" (Ex. 33).

In Mr. Iranzad's memorandum to files of April
24, 1971, describing the visit of the Bell sales
team to Iran the previous week, he stated that
Khatami met with the group and ''gave very
important and useful guidance and advice for

the future sales' of Bell Huey Cobras (Ex. 43).

In an internal memorandum, dated April 28,

1971, Mr. Sylvester of Bell Helicopter stated
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that Khatami had told the Shah that he is in
favor of the Huey Cobra for the Iranian Army
(Ex. 44).

d. In July 1971, General Howze, retired from the
U.S. Army and then employed by Bell, travelled
to Iran to promote the sale of Bell products.
Mr. Iranzad prepared a memorandum dated July 6,
1971 about General Howze's trip, indicating,
among other things, that Khatami gave General
Howze very useful guidance and advice which
would assist Bell Helicopter's future programs
in Iran. Iranzad also reported that Khatami stated
that he would definitely recommend the purchase
of Bell Helicopters for the Iranian armed
forces (Ex. 46).

During 1971, Bell was competing with, among other
helicopter manufactuers, its own Italian licensee, Agusta.
While Agusta had sold and continued to be interested in
selling its transport helicopters to Iran, Mr. Atkins and
other Bell officials have testified that Iranian military
leaders, while satisfied with Bell helicopters produced by
Augsta, had become dissatisfied with Agusta's spare parts
and service operation (Atkins 149). Iranian officials had
apparently expressed a preliminary interest in having Bell

Helicopter replace Agusta and, as such, the Iranians did not
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want Bell Helicopter to be publicly discussing such prelimi-
nary interest. Thus, in the minds of Bell officials, references
in the documents to such matters as General Khatami's recom-
mendation to maintain a low profile are merely indicative of
the fact that Iranian officials recognized the high quality

of Bell products and services, but that the Iranians intended
to take their time in reaching a decision on any prospective
purchase.

Due to what has been described as poor communications
privacy and security by Bell Helicopter officials, cable
messages between Iran and the U.S. sent by Bell or its agent,
Air Taxi, were encoded during 1971-1972. Individuals, products,
and companies were given such names as "Trout", ''Skate",
and "Grooper". One cable sent on September 20, 1972 by
Mr. Zanganeh of Air Taxi to Mr. Sylvester of Bell Helicopter,
indicated that "according to No. 1, Trout,and Skate, the door
is still open for Bell to secure training program and even
logistic support direct "™ (Ex. 51). The code words, as
translated from Bell's code 1list, indicate that General
Khatami was No. 1, Mr. Dehesh, from the Military Industrial
Organization, was Trout, and General Khosrodad, Chief of Army
Aviation was Skate. Thus, Mr. Zanganeh's message to Bell
was that the support program that would be awarded in conjunc- -
tion with the government to government helicopter purchase from

Bell might be awarded by Iran to Bell on a direct basis without
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the U.S. government acting as an intermediary. When asked
about the significance of the reference in the cable to
Khatami as No. 1, Messrs. Sylvester and Atkins indicated that
they do not know why Khatami was referréd to in such a manner
and that, in any event, the only No. 1 they have had knowledge

of in Iran has been the Shah (Atkins 208, Sylvester 471).
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C. What knowledge Did Bell Helicopter Officials Have Of

Any Ownership Interest Of General Khatami In Air Taxi?

The following is a summary of the testimony gathered
during the staff's investigation which bears directly upon
whether officials of Bell Helicopter had knowiedge of
General Khatami's ownership interest in their Iranian sales
representative, Air Taxi.

The staff took testimony under oath from a number of
Bell officials including James F. Atkins, Frank M. Sylvester,
John E. Gallagher, Charles R. Rudning, and Edwin L. Farmer.l
Each of these individuals testified in substance that
he did not know that General Khatami had an ownership inter-
est in Air Taxi; he had no knowledge that Air Taxi ever made
any payments to Iranian Government officials; he had no
knowledge that any part of the $2.9 million paid Air Taxi
inured to the benefit of any Government official; he knew of
no payments to any Iranian Government official in connection
with this sale to Iran; and he had no knowledge of any fund
of Bell monies or other assets not recorded on Bell's books

and records.

IThe testimony of other Bell officials is set forth in
more detail, infra.
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Each of these persons in turn testified in substance
that he did not discuss the above matters with Mr. Miller
and had no knowledge that Mr. Miller was aware of any of
the above matters.

During the negotiations of the settlement payment,
Mr. Atkins said he was told by Mr. Zanganeh that the owners

. of Air Taxi were Mr. Zanganeh, Chafik and Eshoo. Zanganeh gave

no indication that Khatami had any kind of ownership interest in Air
Taxi. (Atkins 248) He further testified that in connection
with the final negotiation, Zanganeh was requested to furnish
a board resolution to Air Taxi indicating his authority to
agree to the settlement. (Atkins 248) Such a resolution was
furnished to Bell in and around May 1973. This resolution
stated that the above three parties were 100 percent owners
of Air Taxi. (Atkins 257, Exhibit 57).

Mr. Sylvester testified that he may have heard rumors of
ownership of Air Taxi by Khatami as follows (page 532):
"Were there rumors in Iran that you know of that Khatami had
an ownership interest in Air Taxi, have you ever heard such
rumors?" (answer) "Well I think I probably did but I am just
at a complete loss to carry it any further than that. You
know, I just, you know --." Later on in his testimony at
page 550 he stated: "I don't remember, I don't remember hear-
ing a rumor to the effect that Khatami had an involvement

in Air Taxi."
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William H. French, Volume VI, Pages 806-945

A. Position

During the period of 1964 to 1868, Mr. French,
through his company, Internatioﬁal Helicopter Cbnsultants,
was the sales representative for Bell Helicopter in Iran
(French 814). He was also a sales representative for
Cessna in Iran, and he represented Bell Helicopter in
Kuwait as well (French 846).

B. Knowledge of Bell Officials

Mr. French testified that during the period of 1964
through 1967 he discussed Khatami's ownership of Air Taxi
with Messrs. Orpen, Feliton, Jose, Pierrot, Harry Miller,
and, he believes, Mr. Kling (French 896, 817, 822, 827, 828,
843).

Mr. French testified that it was general knowledge in
and around the 1960's that Khatami was an owner of Air
Taxi (French 842, 843). He testified that Khatami would not
let him do business in Iran unless he gave 50 percent of
his franchises to Khatami (French 858, 861, 876, 877).

Mr. French formed a new company called STP. STP would be

51 percent owned in name by Dr. Safavi, which interest in
part would be held for General Khatami (French 880, 890, 892).
Mr. French’s other companies, including International Heli-
copter Consultants, would own the other 49 percent.

Mr. French testified that on January 14, 1967, he wrote

a letter to Feliton in which he refers to the establishment
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of STP and states that 'now that we have General Khatami
as partner silently along with Dr. Safavi' it should open
many doors (Exhibit 82). No one at Bell Helicopter,
including Mr. Kling, raised any problem with respect to his
having Khatami as a silent partner in STP (French 902, 903,
942). (His letter of January 14, referring to the STP
arrangement and General Khatami's silent partnership, was
distributed within Bell to Messrs. Kling, Jose, Orpen,
Feliton, Spirtas, Baden, Shields and Pierrot (French 203,
Exhibit 82).) That letter was acknowledged by Mr. Kling's
letter of January 30 (French 902, Exhibit 83).

French had rno discussions with Mr. Miller concerning
Khatami's ownership of Air Taxi. He has no information that
Bell representatives told Mr. Miller about Air Taxi (French

919, 922).

Charles Robert Bell, Jr., Volume VII, Pages 949-1083

A. Position

Mr. Bell is an attorney who represented Mr. French during
the relevant period (Bell 952-955).

B. Knowledge of Bell Officials

Mr. Bell testified that he set up the arrangement with
Dr. Safavi in October of 1966 whereby STP would be created.
Safavi would hold 51 percent for "certain members of the high

council of civil aviation" and Mr. French's companies would

org/
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own the other 49 percent (Bell 971-980). Safavi said he
was speaking for General Khatami (Bell 981). General
Khatami confirmed to Mr. Bell that Safavi was speaking for
him (Bell 981, 985).

Mr. Bell testified that after his trip to Iran to set
up the above arrangement, he went to Fort Worth and met
on November 2, 1966, with Mr. Feliton and Mr. Jose in Jose's
office (Bell 992-994). At that meeting, Mr. Bell testified
that he told them the entire story, including the fact that
Khatami owned and controlled Air Taxi, that Khatami had
demanded 50 percent of Mr. French's business and when French
initially refused, he was thrown out of the country. Mr.
Bell told Feliton and Jose that he had just returned from
negotiating a solution to Mr., French's problem and he
explained the entire STP arrangement to them (Bell 997-
1008), including the fact that General Khatami would own a
substantial interest in STP. At the end of that meeting,
Jose said, "I want you to repeat this to our president” (Bell
1000). Mr. Jose and Bell then proceeded to Mr. Ducayet's
office, then president of Bell Helicopter, where Mr. Bell
testified he repeated the entire story for approximately 45
minutes (Bell 1000). Mr. Ducayet, at the end of the meeting,
thanked him for telling him that information (Bell 1009).

Mr. Bell testified that no one at Bell indicéted to him
it was contrary to Bell's policy to do business with govern-

ment officials; in fact, they indicated the opposite -- "they
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were concerned to be certain that they were going to be

doing business with General Khatami"k(Bell 1009). On

January 5, 1967, Mr. Bell wrote a letter to Mr. Feliton in
which he advised that STP had been formed and it was the only
company besides General Khatami's two companies that were
authorized to do certain kinds of business in Iran (Bell 1014,
1021, Exhibit 91). Mr. Orpen acknowledged the January 5
letter by a letter of January 17 and gave him temporary
authority to continue as Bell's representative (Bell 1025,
Exhibit 93).

Mr. Bell testified that in June of 1967, he travelled
again to Iran and spoke with Dr. Safavi, who indicated that
General Khatami was displeased and wanted the Bell franchise
directly with STP rather than through French's International
Helicopter Consultants (Bell 1032). Upon his return from
Iran, Mr. Bell reported on his trip both by telephone and
by a lengthy letter of July 7, 1967, to Mr. Jose (Bell 1035,

Exhibit 96)°

1 None of the documentation supplied by Mr. French and Mr.
Bell, including correspondence to Bell Helicopter indicating

a Khatami ownership interest in STP, as well as a connection
between Khatami and Air Taxi, was supplied to the Committee
staff by Textron in its first documentary submission in
response to the Committee subpoena. (Exhibits 82, 83, 89, 90,
91, 93, 94, 96). When the documents from Mr. French and

Mr. Bell were brought to Textron's attention, Textron made

a further submission which included much of the above-referenced
correspondence. Textron explained that it had not con-
centrated its initial search prior to 1968 and had not

thought to look into the French, International Helicopter
Consultant file.
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In this six page letter, Mr. Bell went over in detail the
past and current problems of Mr. French and specifically
mentioned that General Khatami was one of the owners of STP
and that General Khatami had decided to handle transactions
of STP in "much the fashion he had set up for Air Taxi
and Helitaxi

Mr. Bell testified that he has never met or corresponded
with Mr. Miller and never heard Mr. Miller's name mentioned

in his conversations with Bell personnel (Bell 1065, 1067).

Edwin J. Ducayet, Volume VIII, Pages 1086-1192

A. Position

President of Bell Helicopter from 1862 through 1972.
Chairman of the Board during 1972. A member of Textron's
board of directors since April 1973. He reported directly
to Mr. Miller (Ducayet 1090).

B. Role

Mr. Ducayet testified he did not participate in Air Taxi
negotiations. Mr. Atkins did and generally kept him
informed (Ducayet 1137). He, in turn, generally kept Mr.
Miller informed (Ducayet 1138).

C. His Knowledge

Mr. Ducayet testified he has no recollection of ever
having met Robert Bell (Ducayet 1092). "I have no

recollection of the gentleman or ever meeting him or not
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meeting him. He just means nothing to me' (Ducayet 1093}.
He does not deny that Bell told him about Khatami and the
other matters as read to him from Mr. Bell's testimony.
He testified he just does not recall one way or the other
(Ducayet 1151).

Mr. Ducayet testified that Mr. Jose reported directly to
him or through Mr. Atkins (Ducayet 1093). He met practically
daily with his marketing department (Ducayet 1155). He
believes that his people would have brought it to his
attention if a sales representative was owned in substantial
part by a government official in a country where that
representative would be doing business (Ducayet 1105). He,
however, does not remember that happening (Ducayet 1105. If
a significant deviation from Bell Helicopter's policy was
brought to his attention, it was his practice to correct
it. It was also his practice to report a serious breach
of policy to Mr. Miller (Ducayet 1174, 1161).

Mr. Ducayet testified he has no recollection of ever
hearing that General Khatami had an ownership interest in
Air Taxi (Ducayet 1097-1103, 1179, 1190). If he had known
of Khatami's interest in STP, he would not have continued
Bell Helicopter's relationship with French and STP (Ducayet
1119, 1124). He knows of no payments by Bell Helicopter
to government officials in connection with this sale (Ducayet
1164). He knows of no fund of corporate monies which are

not recorded on the company's books and records (Ducayet 1165).
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Mr. Ducaycet testified he talked to Mr. Miller upproximately
once a week (Ducayet 1163). He does not recall ever
discussing Air Taxi or Khatami with Mr. Miller or the $2.9 million
payment to Air Taxi (Ducayet 1135, 1138). He recalls no
discussion of the $2.9 million payment with the board of
directors (Ducayet 1132) or with the audit committee (Ducayet

1174).

Dwayne K. Jose, Volume IX, Pages 1193-1290

A. Position

Jose is vice-president of commercial marketing (Jose
1195). He reported to Mr. Ducayet (Jose 1197).

B. Role

He was in charge of international marketing for Bell
until 1969 at which time his responsibilities with respect
to Iran ceased (Jose 1227).

C. His Knowledge

Mr. Jose testified that he recalls having a meeting with
Mr. Bell. He does not recall the date nor who was present
(Jose 1198, 1200). He recalls that Mr. Bell said to him
then or later that Khatami was to have an interest in the new
company, STP. He testified that 'the whole story was so
preposterous that I didn't pay much attention to it" (Jose
1202-1206). Mr. Jose testified that Mr. Bell was proposing

a "scheme that involved pay-offs to officials within the
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government" (Jose 1209). .Mr. Bell told him then or at a
later time that Khatami had an ownership interest in Air
Taxi (Jose 1210). He was told on three occasions by Mr. French
or Mr. Bell that Khatami had an ownership interest in Air
Tdxi. Once was at the meeting he had with Mr. Bell, once
was in a July, 1967 letter written to him by Mr. Bell
reporting on his recent trip to Iran (Exhibit 96), and
finally Mr. French so stated to him at the Paris air show in
1967 (Jose 1215). He testified that he did not believe

what they said and determined that French was not the "kind
of person Bell Helicopter wanted to deal with'" (Jose 1216).

Mr. Jose testified he made the allegation of Khatami's
ownership of Air Taxi known to Mr. Orpen, Kling and Pierrot
in connection with a trip they made to Iran for the purpose
of hiring a new manufacturer's representative (Jose 1220,
1222). They reported back no conflict of interest. He
does not know how they made this determination (Jose 1224,
1262).

Mr. Jose testified he does not recall one way or the
other whether his meeting with Mr. Bell was followed by another
meeting between him, Mr. Bell and Mr. Ducayet (Jose 1213).
He has no recollection of ever discussing the ownership of
Air Taxi with Mr. Ducayet (Jose 1214, 1225). He testified

he does not recall if he discussed the Air Taxi-Khatami
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ownership with Mr. Atkins (Jose 1226)1 In the normal
course of his management responsibilities, he could have
mentioned such a matter to his superior, Mr. Atkins, because
it was so unusual (Jose 1226).

On December 11, 1967, a letter was sent to Mr. French
terminating his representation of Bell in Iran but providing
for the continuance of his representation of Bell in Kuwait

(Jose, 1230, Exhibit 101).

He has no recollection of discussing the Iranian program
or discussing the Air Taxi matter with Mr. Miller (Jose

1227).

er. Jose said the company had informal procedures that were
subsequently published in late 1968, for investigating the
reputation of firms hired as Bell agents and whether any
goverrment officials had ownership interests in them. (Jose
1236-1237). Bell officials differed in their testimony

over company policy on investigations into the background
and reputation of potential manufacturers representatives
when Air Taxi was rehired as Bell's agent in early 1968.
James F. Atkins, Bell's executive vice president at that
time, who became president in 1972, said, "There was no
specific method of retaining an agent.'" The company, he
said, investigated the ownership of a firm with which it
contracted only if it would owe Bell money. 'And, of course,
in this case, Air Taxi was not ever going to owe Bell

money' (Atkins 27-31, 251).
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*
James August Peliton Vol X Page 1307-1372

Position

Mr. Feliton was employed by Bell from mid 1965 to
the end of January 1967 as an area expert manager which
included Iran. He reported to Mr. Orpen. (Felitomn 1310,
1355)

Knowledge of Bell official

He testified he had a vague recollection of a meet-
ing with Mr. Bell, but does not recall who else attended.
(Feliton 1320, 1321), or whether a meeting took place
between Mr. Bell and Ducayet (Feliton 1327), although it
would have been a normal procedure for a sales representative
or his representative to meet with management. (Feliton 1329)
He does recall that Mr. French or Mr. Bell proposed the
STP arrangement in which Khatami would have an ownership
interest. (Feliton 1331) He does not recall discussing
this matter with people at Bell. (Feliton 1332, 1333)
Feliton testified that he has no recollection that Jose told
him the STP arrangement was preposterous, or any words to
that effect, or that Jose told him not to pursue the STP

proposal. (Feliton 1334)

. ]
Mr. Feliton's employment at Bell was terminated, but
not, according to his testimony, for any of his activities

relating to the STP-Khatami relationship. (Feliton 1314, 1316)
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He is unaware that he violated any Bell policy in
connection with STP and he received no instructions from
Jose or Orpen not to pursue the proposal. (Feliton 1335)

Feliton testified that he has no recollection that
the STP proposal received a negative reaction within Bell.
He has no recollection that Jose told him French sluld be
terminated and he believes he would have remembered it if
he had received such an instruction. (Feliton 1359-1361)
He testified his incoming letters from French or Mr. Bell,
as well as his outgoing letters to French or Mr. Bell,
were copied to both Mr. Jose and Mr. Orpen. (Feliton 1302,
1335)

He testified that he had never met Mr. Miller.
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D. What role did Miller play in the sale of the 489

helicopters to Iran and the $2.9 million payment to Air

Taxi?

Miller became President of Textron in 1960 and became
Chairman of the Board in 1974. Bell Helicopter is a divi-
sion of Textron. Textron is the parent of thirty separate
divisions or companies. Each division or company operates
autonomously with overall coordination for matters such as
financing handled at the Textron level. In order to manage
this large enterprise, the thirty divisions and companies
are divided into five product areas with a group vice
president of Textron for each product area. The group vice
president functions as a supervisor of the division and
companies falling within the product area.

Bell Helicopter falls within the Textron aerospace
group. From 1960 to about 1974 Miller functioned in the
capacity of group vice president of Textron for aerospace.
Miller did not hold the title group vice president because
he was President of Textron during that period. Miller
had a particular interest in aerospace and guided Bell
Helicopter (Atkins 26). Ducayet was President of Bell
Helicopter to 1972 when Atkins became President. Both were
supervised by Miller. Both stated they brought matters to
Miller's attention on a regular basis in the form of recom-
mended solutions they had worked out to problems that arose.

(Atkins 17 and Ducayet 1163).
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Atkins did not have a direct relationship with the
Textron Board of Directors. As supervisor of Bell Heli-
copter, Miller was responsible for handling Bell Helicopter
matters at the Board of Directors level. Atkins wrote no
memos on conversation he had with Miller of other meﬁos
to Miller about foreign sales except on matters which went
to the Board of Directors for resolution. (Atkins 23).

Miller was informed of the possibilities of the
Iranian program before October 1972 because it was a large
program in the process of development. (Atkins 40) Miller
was informed of the progress of the sale in 1972. Ducayet
stated that "it was a big sale'" so he discussed it with
Miller many times. (Ducayet 1135) Ducayet also said that
since the contract was so large the Board of Directors of
Textron was kept informed. (Ducayet 1130)

Miller indicated some detailed knowledge of the sale
which was the single largest in dollar volume in Bell
Helicopter history ($500 million short term for the sale
of helicopters and $1 billion long term including co-
production -- Miller 121). Miller stated that the sale
of the 489 helicopters required his personal attention in
"being knowledgable that it was being pursued." (Miller 132).
On the other hand, Atkins stated that Miller was not kept
informed of Air Taxi's contacts in Iran on behalf of Bell

Helicopter. At his confirmation hearing, Miller appeared
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to have some detail knowledge of the Iran agency during the
1960-1972 period being familiar with Air Taxi as the agent
in 1959-1964. Air Taxi's replacement, and subsequent re-
establishment in 1968 by Bell Helicopter. Miller.aiso was
familiar with the terms of agency agreements relating to
commissions (Miller 46) but he did not negotiate the agency
agreement. (Miller 46)

Miller testified that he did not know General Khatami
had an ownership interest in Air Taxi and the ﬁame did not
"ring a bell". Miller assumed Zanganeh to be the owner or
part owner of Air Taxi (Miller 108). Miller made no per-
sonal effort to find out the ownership of an agent with
whom Bell Helicopter had had a long relationship with no
significant activity {(Miller 119). Miller stated he had
no reason to believe Air Taxi had a relationship with a
member of the government (Miller 116) and he would have
been surprised to learn that General Khatami owned Air Taxi
(Miller 122). Miller stated that he did not believe it to
be true that Khatami owned Air Taxi; if he had known it
he would not have permitted the agency relationship.
(Miller 431, 133) Miller said as far as he knew if Khatami
had anything to do with Air Taxi it was undisclosed.
(Miller 142)

Miller stated that he was familiar with the negotia-
tions leading to the §2.9 million payment by Bell Helicopter

to Air Taxi.
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Atkins testified that it was his responsibility to
negotiate a payment to Air Taxi and that he was responsible
for the $2.9 million figure. (Atkins 281) Atkins said he
reported to Miller—-discuss;d the final amount with Miller,
but Atkins said he "probably solely'" made the decision on
the $2.9 million within guidelines set by Miller. (Atkins 289)
Atkins considered the handling of the compensation to Air
Taxi to be a "major problem'" so he kept Miller informed.
Nevertheless, thére were no memoranda written to Miller or
otherwise on the $2.9 million payment. The only document
written was the amendment to the contract itself obligating
Bell Helicopter to pay Air Taxi $2.9 million. (Atkins 415)
Atkins did not write a memo to the Textron Board of Direc-
tors nor did he appear personally before them on the $2.9
million payment. Ducayet stated that the $2.9 million pay-
ment was not considered by the Textron Board of Directors -
and he did not discuss the payment with Miller. (Ducayet
1132, 1135)

Ducayet stated that Atkins handled the $2.9 million
payment. By letter dated 15 February 1978 Textron stated
that the Board of Direcfors was made generally aware of
the settlement with Air Taxi. But the settlement was not
before the Board for action and it is not reflected in the
minutes. Arthur Young, Textron's accountant, brought the
matter to the attention of the Audit Committee of the

Board in February 1977. The matter was discussed and no
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action taken. Arthur Young's report states: "I was
satisfied that it had been brought to the Committee's
attention and that they would not be surprised if the
amount was disclosed in the future."

Miller testified that regular Textron procedures
found no circumstances to indicate that the payment to
Air Taxi went to influence government officials. In 1975,
in the light of public revelations of foreign corporate
bribery, consideration of sales of securities to the
public and the SEC examinations of the 25 top defense
contractors--including Textron--Textron 'reduce (d) to
writing the results of its internal "investigation as to
whether or not there have been any illegal or improper
payments made by Textron to its overseas representatives."
(Ex. 66) According to Ex. 66, Miller advised that he
knew of no such illegal or improper payments; agents fees
or commissions were not a significant factor in the business
of a Textron unit other then Bell Helicopter; Miller and
Ames (successor to Miller in 1974 as group vice president
of Textron for aerospace) indicated that the only signifi-
cant commission paid by Bell Helicopter was the $2.§
million payment to Air Taxi. Thus the internal inquiry
focused solely on the $2.9 million payment.

The inquiry was conducted by Textron's General Counsel.
It took the form of a meeting lasting a day or two at which

the General Counsel, Mr. Ames, Atkins, Farmer and Rudning
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were present for the discussion. Following this meeting
the General Counsel drafted a memo which stated in part
that '"'no one could remember" why International Helicopter
Consultants (French's firm) was substituted for Air Taxi
in 1964 and that in 1968 Air Taxi was reappointed Bell
Helicopters reprsentative.

A conclusion stated in the memo is that ''mone of the
principals of Air Taxi are known or believed to be Iranian
Government officials."” Counsel did not discuss the matter
of the ownership of Air Taxi with any of the individuals
in Bell Helicopter who had been told that General Khatami
had an ownership interest in Air Taxi: Orpen, Kling,
Feliton, and Jose. Nor did he review the documents re-
lating to International Helicopter Consultants nor talk
to Mr. French or Mr. Bell. The General Counsel did not
request Bell Helicopter to gather all documents from its
files relating to Air Taxi for his review. Mr. Jose
testified that if he had been asked about the ownership
of Air Taxi he would have informed the inquirer that he
had been told on two or three occasions that General Khatami
owned Air Taxi. (Jose 1254)

Following his investigation, the General Counsel re-
ported back to Miller that he had traveled to Bell Helicopter;
that he had seen the documentation and heard the explanations;

and was satisfied that the $2.9 million payment to Air Taxi
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did not fall in the questionable payment category (no part
of the funds went to an Iranian Government Official).

(Soutter 798-799)
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E. Are the facts surrounding the $2.9 million payment con-

sistent with the explanations given by Mr. Miller at the Committee's

hearing?

During the Committee's nomination hearing, Mr. Miller was asked
about the size of the $2.9 million payment, which to at least one
member of the Committee appeared to be an "exorbitant" amount. The
relevant excerpts from Mr. Miller's testimony on this issue are as
follows:

"The fee, Senator, was a large amount of money. But as
you probably know, once there is a contract with a dealer and
suddenly a big order comes along,there's no way contractually to
disavow the dealer's role. In most foreign countries if one tries
to terminate a dealer, the cost of doing so is quite expensive,
because foreign countries usually protect their nationals from
being cut off at a time when sales are developing....So we just
did the best we could. I'm sure our officers tried as conscientiously
as they could to minimize the payment....It was something we just
had to pay to settle a dealership, such as might be paid to
terminate a Chevrolet dealership or a Westinghouse dealership or
any other dealership. (Hearings - p. 25.)

"] didn't arrive at that figure. That was a matter dele-

gated to officers of Bell Helicopter. I had faith that they did
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their best to get the lowest figure they could under the cir-
cumstances. The alternative would be litigation which could be
expensive and could have resulted in higher claims. (Hearings -
p. 52.)

"I wouldn't consider the settlement of a contract of that
type in the face of the level of the market that was developing
as exorbitant. (Hearings - p. 53.)

" ...as I knew the circumstances, I knew and I now know
of no impropriety. We had an agent of long standing; we had a
sales contract that turned out to involve originally $500 mil-
lion, and later over $1 billion; we had an agent who had worked
on it and would have a claim to some compensation. I believe
the Bell officials who worked on it did their best to minimize
the settlement payment, hecause it was a cost and the less we paid,

the better." (Hearings - p. 55.)

A review of the contract between Bell and Air Taxi reveals
that at the time of the $2.9 million settlement on June 29, 1973,
Bell was, in fact, potentially liable for a greater amount.
Under the terms of amendment No. 2 (exhibit 64) to the standard
manufacturer's foreign representative agreement (exhibit 62) then
in effect between Bell and Air Taxi, Bell was obligated to pay a
commission of 1% to Air Taxi on any sale of certain Bell heli-

copters including spare parts and related services and training
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to the government of Iran through the Foreign Military Sales Pro-
gram. The final contract price on the 489 helicopters sold to
Iran was approximately $436.2 million, hence, Bell's potential
liability to Air Taxi under amendment no. 2 was $4.362 million.
In addition, Bell had a potential liability for a commission pay-
ment of at least $375,000 against a $15 million training con-
tract executed directly with the government of Iran on February 21,1973.
(This training contract eventually grew to $114 million on

July 1, 1974 when it was converted to an FMS contract.) The
final settlement with Air Taxi in the amount of $2.950 million
thus represented a reduction of at least $1.787 million in po-
tential commission payments on the part of Bell and possibly

more due to future sales. This settlement became amendment no. 3

(exhibit 65) to the basic contract.

The final agreement reached under amendment no. 3 is con-
sistent with Mr. Miller's testimony. The Company did, in fact,
have a binding contract and it successfully negotiated to minimize
its liability. However, in order to gain a fuller understanding
of the situation, it is necessary to examine how Bell's liability
under the contract evolved.

Prior to the inception of the Iranian sale, Bell entered into
its standard representative agreement with Air Taxi in 1968. This
agreement was updated on June 15, 1970 and provided that Air Taxi
would be entitled to certain specified commissions on the sale of
specified Bell products in Iran. The agreement further specified
that the commission would be subject to negotiation on all sales in

excess of five helicopters.
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Amendment no. 1 (exhibit 63-A) to the basic agreement was
signed on or about August 16, 1972 (exhibit 72) with an effective
date of April 1. This amendment described the potential sale
that was then developing and established a commission of 2-1/2%
payable to Air Taxi if the sale were concluded. Amendment no. 2
was signed the following October 14 and reduced the commission
rate to 1% in the event the sale were made through the U.S. govern-
ment under the Foreign Military Sales Program. A 2.5% commission
would continue on direct sales from Bell to Iran. Amendment no.

2 was, in turn, superseded by amendment no. 3 on June 29, 1973
which provided for the final settlement of $2.9 million.

The negotiations culminating in amendment no. 1 were the
most crucial because they established an upper limit to Bell's
liability under the contract with Air Taxi. At the same time, they
also entitled Air Taxi to receive a specific percentage commission
on the forthcoming sale in Iran, whereas prior to the amendment
the commission was subject to negotiation. So while the percentage
commission agreed to in amendment no. 1 established a ceiling on
the amount that Bell would be legally required to pay, it also
established a floor on the amount that Air Taxi would be legally
entitled to collect. Therefore, the reasonableness of the final
payment of $2.9 million agreed to on June 29, 1973 can only be
assessed against the reasonableness of amendment no.l which was

agreed to the preceding August.
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Measured against the ultimate sale of 489 helicopters,

Bell would have been liable for a commission payment to Air Taxi
in the amount of $9.77 million under amendment no. 1 (Tr. 308-10).
However, at the time amendment no. 1 was agreed to, Bell officials
were still uncertain over the exact size of the program. The
President of Bell, Mr. Atkins, testified that during August of
1972 the anticipated size of the sale ranged from a low of 300

to a high of 500 ships. Thus the potential commission anticipated
by Bell at the time amendment no. 1 was signed ranged from a low
of $6 million to a high of $10 million. (Atkins:370)

The staff attempted to find out from the Bell officials it
interviewed what Air Taxi did that from Bell's viewpoint warranted
a potential payment of $6 to $10 million doilars under amendment
no. 1. This testimony is summarized as follows:

(1) Compensation for cost of services. There is no

evidence from Bell records to substantiate that the actual costs
incurred by Air Taxi in representing Bell from 1968 to 1973 any-
where approached the $2.9 million payment agreed to under amend-
ment no. 3 or the $6 to $10 million potential liability under amend-
no. 1. The records of Air Taxi-Bell correspondence furnished to

the Committee and the testimony of Bell officials indicate that

Air Taxi's role over the period primarily involved setting up
meetings with Iranian officials, obtaining information about po-
tential contract awards, and furnishing secretarial,transportation

and related support services to visiting Bell officials. (Atkins

84, 112,116; Rudnig: 673-74) Moreover, Mr. Atkins
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testified that he assumed statements made by Air Taxi were
"over-exaggerations of their efforts to assist us in the sale.”
(Atkins: 243) Also, the Bell official principally in charge
of negotiating the three contract amendments testified that Air
Taxi was unable or umnwilling to produce documentary evidence to
substantiate its expenses. (Rudnig: 727)

The record also indicates that U.S. Army Procurement of-
ficials regarded the proposed commission payment as excessive.
On its original submission to the Army under the Foreign Military
Sales Contract, Bell officials had claimed a commission payment
of $5.0 million to Air Taxi. After negotiations between Bell and
Army officials at the Aviation Systems Command, Bell agreed to
reduce the commission claimed under the contract to $1,000 per
ship for a total of $489,000. At that time, the Armed Services
Procurement Regulations permitted the inclusion of dealer com-
missions on Foreign Military Sales Contracts provided they were
"reasonable"”. Eventually, the $489,000 was removed from the
contract following the Shah's edict against commission payments
being included on FMS contracts with Iran.

The President of Bell, Mr. Atkins, testified that he, Rudnig
and Sylvester felt that $500,000 was a reasonable estimate of
the amount Air Taxi might have spent in supporting Bell. <(Atkins:

323) Mr. Rudnig testified: "I'm really reaching mnow, but
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I'd put him (Air Taxi) in the zone of onec to two million dol-
lars of probable costs that he could have incurred."” (Rudnig:
730)

(2) Legal liability under the basic contract. What-

ever the actual expenses of Air Taxi, Bell officials testified
they negotiated amendment no. 1 partly in an effort to contain
their legal liability under the basic contract. (Atkins: 313,
Rudnie: 653) Mr. Atkins also testified that
commissions were running much higher than two and one-half per-
cent in Iran at the time. (Atkins: 300) Thhs, Bell
apparently concluded that Air Taxi might have been able to ob-
tain a commission through litigation in excess of the $6 to $10
million liability agreed to under amendment no. 1.

In responding to the Committee's subpoena, Bell did not
produce any internal memos or opinions from outside counsel
analyzing Bell's legal exposure under the basic contract or
assessing the probability of an award in the $6 to $10 million
range in the event of litigation. Moreover, Mr. Atkins testified
that neither Bell's chief legal counsel nor Textron's general
counsel participated in the drafting of or negotiations on the
three amendments. (Atkins: 285, 288) Mr. Atkins further
testified that he recalled discussing the amendments with these
officials. However, subsequent testimony indicated the discussion-
with Textron's general counsel occurred in 1975, well after the

three amendments had been agreed to. (Atkins: 290)
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Also, Bell's chief legal counsel testified that he had no
recollection of being consulted on the amendments although he
could not deny that he had not been consulted. (Galerstein:
435) ,

Had Bell decided not to agree to amendment no. 1, thus
forcing Air Taxi to sue to claim its commission, Bell might have
been able to use a legal technicality in the basic contract to
help limit its liability. The basic contract signed on June 15, 1970
entitled Air Taxi to commissions only on certain listed products
specified on a Schedule A which was attached to the contract. These
listed products did not include the two models eventually sold to
the government of Iran -- the Model 209 AH-1J and the Model 214,
Air Taxi was not expressly entitled to receive a commission on
these two models until amendment no. 1 was signed. Bell's chief
legal counsel minimizes the legal effect of this omission, arguing
that the two models were essentially second generation versions
of models listed under the basic contract and therefore within
the scope of the basic contract.

Bell's only record of litigation concerning dealer termin-
ation rights involved its former representative in Turkey. This
representative claimed a commission of $1.4 million or 5% on a
$28 million sale of 150 helicopters to the government of Turkey.

The suit was filed in the U.S. Federal Court, Southern District
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of New York. Bell reached an out of court settlement on
October 22, 1974 in the amount of $90,000 or less than one-third

of one percent of the sale price.

(3) Continuing incentive to perform. Another reason

given by Bell officials to explain the agreements reached with
Air Taxi was that Bell wanted to give its representative a con-
tinuing incentive to perform. Textron conducted its own internal
investigation of the final $2.9 million payment in 1975 and

in a memo prepared by Textron's general ¢ounsel, Tom Soutter,

it was reported that the reason for the amendments were partly
"to serve as a 'carrot' for improved performance by Air Taxi."

(Exhibit 66)%

Footnote

1. The existence of this internal investigation seems to
contradict a statement by Mr. Miller in response to Senator Proxmire's
request for copies of any internal investigation of overseas pay-
ments during the hearings. Mr. Miller replied that "tﬁere was not
a one-time investigation" although it is possible Mr. Miller
thought the question referred solely to an investigation by Textron's
audit committee as opposed to its general counsel. (Hearings,
p. 76)‘ A copy of Mr. Soutter's memo was produced following the
Committee's subpoena but was not furnished voluntarily in response
to the staff's request for all documents bearing on the $2.9 mil-

lion payment.
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The incentive or "carrot'" function of Bell's agree-

ment was confirmed by Mr.Atkins, who testified that "I think we
wanted the representative to feel that he was going to receive a
fair commission for his services to encourage him to give us as
muéh assistance as he couid in obtaining the final contract.
I think we're talking amendment 1 here. (Atkins:312)l

Amendment no. 1 was finally signed on August 16 , 1972 at
a time when Bell already had many of its officials in Iran for a
demonstration of the two models it eventually sold to the govern-
ment of Iran. Mr. Atkins had elsewhere testified that Air Taxi
was primarily engaged in a logistics or support type of role and
had been helpful in introducing Bell to the right officials, but
that all of the subsequent selling efforts were undertaken by
Bell officials. (Atkins: 84, 112, 116) Given this description

of Air Taxi's role by Bell's president, the record is not clear

Footnote
1. This incentive or''carrot" function was also intended

to apply to amendment no. 3 which resulted in the final payment
of $2.9 million to Air Taxi. Amendment no. 3 provided that this
amount would be reduced by $3,000 for each helicopter less than
the 489 heiicopters expected to be sold to Iran. Mr. Atkins
agreed that at that time, Bell Helicopter felt that Air Taxi con-
tinued to have an incentive to continue to see to it that all of
the ships would be sold and delivered to the government of Iran.

(Atkins: p. 305) This continuing financial incentive on the part
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as to why Bell felt it was necessary to provide Air Taxi-with
substantial financial incentives to continue its support assist-
ance, especially since a final decision from the Shah was only
two weeks away.

The need to provide Air Taxi with a substantial fi-
nancial incentive to continue its services also seems to be in
contradiction with advice received from General Toufanian in
late 1971 and early 1972 that Bell should begin to phase out its
agent and deal directly with General Toufanian's department.
(Sylvester:503-4)

(4) Allowability of commission payment in contract.

Another fact that might explain Bell's willingness to expose it-
self to a potential commission payment of as much as $10 million
under amendment no. 1 was the belief of Bell officials at the time

that the commission payment could be included as a cost in the

Footnote continued
of Air Taxi to see that the sale was not reduced does not
strictly conform to the characterization of the $2.9 million
payment given by Mr. Miller during the Committee's hearings when
he described the payment as follows: "It settled in a universal
way this particular contract. It settled past services and

current services, and it discontinued services for the future.
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contract for the sale of helicopters to Iran. (Atkins:
397) As long as it was possible to pass the cost on to the
customer, Bell had no direct financial incentive to minimize its
liability to Air Taxi for commission payments.

At the same time, Bell officials received signals through-
out 1972 from General Toufanian that he was upset about large
commission fees. Mr. Sylvester, Bell's Vice President for Inter-

national Marketing, testified on this point as follows:

",...General Toufanian made that position known re-
peatedly, and in the 1970's--late 1970's--well let's say the 1972
time frame, it was a regular item on his agenda for discussion
when you came into his office, you know. He was....kind of an
obsession with him. And he took greatpride in being able to say
that he had procured for his government large quantities of defense
equipment without any agent's fees. He was very vocal on the
subject.” (Sylvester: 510)

{3} _Value to Bell. A final explanation of Bell's willing-
ness to enter into amendment no. 1 was given by Mr. Sylvester,,
who was asked whether he regarded the potential commission of
between $6 to $10 million under amendment no. 1 as a fair and
equitable compensation for the services rendered by Air Taxi.

Mr. Sylvester replied that he did and continued with the following

observation:
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M. I couldn't put a value on his (Air Taxi)
services. All I know is that we made the sale. I can't tell
you that we wouldn't have made it without him. I can't tell
you that we did make it because of him. But, in our view ---
in my view --- and I was the one that kicked this thing off,
we would have been at a very serious disadvantage without him.
Now, one more time, how do you put a finite value on something
like that? It was worth that to us to make the sale. Certainly,

that was a pretty modest thing." (Sylvester: 577-78)
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PARTICIPANTS

G. WILLIAM MILLER President, Textron 1960-1974; de facto
group Vice President of Aerospace (and
Bell Helicopter) 1960-1974; Chairman of
Board of Directors, Textron, 1974-

EDWIN J. DUCAYET President, Bell Helicopfer-Textron, 1960-
1972; Chairman 1972-1973; Member, Textron
Board of Directors 1973«

JAMES F, ATKINS Executive Vice President, Bell Helicopter-
Textron, 1960-1972; President, Bell
Helicopter-Textron, 1972-

ROBERT AMES Textron Group Vice President for
Aerospace, 1974-

C. ROBERT BELL Wichita, Kansas, lawyer for William
French

WILLIAM FRENCH Bell Helicopter's sales representative

Iran, 1964-1967, through his firm
International Helicopter Consultants

JAMES FELITON Bell Helicopter's sales official 1965-
1967; responsible for Iran

E.J. FARMER Bell Helicopter-Textron Vice President
for Finance, until early 1978.

DWAYNE JOSE Bell Helicopter-Textron Vice President
for Commercial Marketing

JOHN E. GALLAGHER Bell sales official involved in Iran

FRANK M. SYLVESTER Bell Helicopter-Textron Vice President
for International Marketing since late
1969.

J. H. (BUD) ORPEN Bell Helicopter-Textron International
Marketing Manager until Nov. 1969

GEORGE KLING Bell Helicopter-Textron Sales Manager
for International sales, 1965-1968.

RICHARD PIERROT Bell Helicopter-Textron official located
in Washington, D. C. with State Dept.
connections.

A. H. ZANGANEH Managing Director, Air Taxi
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AIR TAXI

DR. HASSAN SAFAVI

STP (SHERKAT SAHAMI

TAYAR PARS)

GENERAL KHATAMI

PRINCESS FATEMAH

PRINCE SHAHRJAR CHAFIK

AHMED CHAFIX

FREDERICK ESHOO

THOMAS SOUTTER

GEORGE GALERSTEIN

GENERAL RAFAAT

GENERAL H. TOUFANIAN

ENG. TOUFANIAN
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Sales Manager, Air Taxi

Tehran based air charter firm which was
Bell's sales representative in Iran from
1959-63 and from 1968 on.

Legal adviser, High Council of Civil
Aviation? Close associate of General
Khatami. Nominee for Khatami and others
as owner of STP.

Persian corporation formed in 1966 to
act as the representative of International
Helicopter Consultants in Iran

Commander in.Chief, Imperial Iranian Air
Force; an owner of Air Taxi and STP; close
to Shah whom he flew from Iran at time

of Mossadegh uprising in 1953.

General Khatami's wife,; Shah's younger
sister

Son of A. Chafik; nephew of the Shah;
an Iranian Naval commander.

An owner of record of Air Taxi along
with Mr. Zanganeh in 1973; married at
one time to Princess Ashraf, Shah's
sister.

An owner of record of Air Taxi along with
Mr. Zanganeh in 1973

Textron Vice President and General Counsel;
Bell Helicopter-Textron Chief Legal
Counsel

Close associate of General Khatami in
Imperial Iranian Air Force

Vice Minister of War, Chief of Military
Procurement

Chief, Iranian Helicopter Industries;
brother of General Toufanian
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MR. H. DEHESH Deputy Minister of War for Armament;
Assistant to General Toufanian

GENERAL HAMILTON HOWZE Bell Helicopter consultant; involved
in early 1960s in formulation of U. S.
Army air mobile doctrine

GEN. MINBASHIAN Commander in Chief; Imperial Iranian
Army

MAJ. GEN. TWITCHELL Commanding General, MAAG in Iran

GENERAL KHOSRODAD Commander in Chief, Imperial Iranian
Army Aviation

MEHRABAD AIRPORT Tehran's main airport

CHARLES R. RUDNING Bell Helicopter-Textron Vice President

for program management; involved
in negotiations in 1972-73 on
commission payment to Air Taxi

COL. JAHAMBANI Listed as an owner of rccord of Air
Taxi from 1958 to 1965; an associate
of General Khatami.
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GLOSSARY OF CODE WORDS

(Used in Bell Helicopter cables involving
sales program in Iran)

No. 1

Turtles

Sail, Lizards
Sandfly
Dragonfly
Bluefly

IFN

RLS

Girls, Fish, Reptiles

Grooper, Grace
Jane, Pike
Shark

Swordy

Sea, School
Trout, Alice
Betty, Bass
Joe, Snapper
Babs, Coddler
FIN

Dotty

Skate

Martha, COD

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

General Khatami

206 Jet'Ranger

205 Huey

Army

Navy

Air Force

Imperial Flight Hanger

Red Lion and Sun Society
Helicopters

Augusta

Shah

AH-1G (Hueycobra-single engine version)
AH-1J (Hueycobra-twin engine version)
Iran

Dehesh

Bell Helicpoter

Air Taxi

General Twitchell

Iran Helicpoter Industries
Model 212

General Khosrodad

MAAG
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US Shad U. S. Army

Suzy, Salmon General Toufanian

Shad, NEL Army

Bones Spares

GFE Government furnished equipment

Fishtail Armed Helicopter

EJD E. J. Ducayet, Bell Helicopter Pres.

KIS Sikorsky Helicopter

King Snake Bell Helicopter's King Cobra Helicopter

Karen Imperial Iranian Air Force

Blackhawk A Sikorsky prototype attack helicopter

Kay General Minbashian

JFA James F. Atkins

CRR Charles R. Rudning

HHH General Howze, Bell Helicopter
Consultant

Mr. H. Christopher Horsely, Bell Helicopter

Sales Representative

Sail Bell's Huey Model 205
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EXHIBIT INDEX

NUMBER IDENTIFIED

1 ' Letter, 2/1/78 6

2 Subpoena 8

3 Letter, 1/25/78 10

4 Letter, 1/27/78 10

5 Standards of conduct 35

6 Letter, 11/28/67 53

7 Letter, 2/16/68 53

10 8 Cable, 2/27/68 62
1 g Cable, 2/28/68 62
21 10 Memo, 3/1/68 62
13 11 Memo, 4/11/68 62
1 12 Cable, 4/30/68 62
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21| 19 Memo, 9/21/71 95
22 90 Cable, 3/2/68 108
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%1 23 cable, 10/14/71 y 108
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STAFF INVESTIGATION RELATING TO
THE NOMINATION OF
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9:20 o'clock a.m.
Thursday, February 2, 1978
Textron Main Plant

P. O. Box 482

Highway 183

Fort Worth, Texas 76101

APPEARANCES

FOR STAFF OF COMMITTEE ON BANKING, HOUSING
AND URBAN AFFAIRS:

Charles L. Marinaccio
Bruce F. Freed

John T. Collins

David P. Doherty

FOR TEXTRON:

Thomas D. Soutter
George Galerstein
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PROCEEDINGS

MR. MARINACCIO: The President has
nominated G. William Miller to be a member of the Board of
Governors of the Federal Reserve System. And I believe
it's envisioned that he will be the Chairman of the
Board of Governors.

The nomination of G. William Miller is
pending before the United States Senate pursuant to its
advise and consent, responsibilities, and with the
Constitution.

The Committee on Banking, Housing and Urban
Affairs of the United States Senate has jurisdiction over
that nomination, and pursuant thereto commenced a hearing
on the nomination of G. William Miller.

G. William Miller appeared before the Committe
at a hearing, and during the course of that hearing the
Committee determined t07conduct‘a staff fnquiry
into the circumstances surrounding the payment of
$2.9 million to Air Taxi relating to the sale of
approximately $500 million in helicopters to the
government of Iran during the period approximately 1973,
1974 and 1975.

This proceeding is held pursuant to the

direction of the Senate Banking Committee and is a part of
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thé hearing of the nomination of G. William Miller to be
a member of the Federal Reserve Board.

This is a fact-finding inquiry. No negative
inference should be drawn by virtue of the fact that this
proceeding is being held, nor should any negative
inference be drawn by virtue of the fact that any
question will be asked of the witness. We recognize that
the witness is appearing here voluntarily. I should
say the witnesses, plural, will be appearing here
voluntarily, witnesses from Textron.

Nonetheless, the witnesses will be under oath.
And since the witnesses will be under oath, they will be
subject to all of the laws reléting to perjury and false
statements that are applicable in proceedings by the
United States Senate under oath and, of course, the
witnesses would be entitled to be represented by counsel.
And I note for the record that two Textrom counsels are
here at these proceedings today, and I will identify
them later for the record.

At this time I would like to introduce into
the record a letter from the Chairman of the Senate
Banking Committee, Senator William Proxmire, addressed
to Messrs. Marinaccio, Freed, Collins and Doherty. The

letter states:

"Gentlemen: As Chairman of the Senate
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% committee on Banking, Housing and Urban Affairs,
having jurisdiction over the nomination of G.
William Miller to be a member of the Board of
Governors of the Federal Reserve System, I
hereby authorize you to administer oaths and
take testimony under oath from various Textron
officials pertaining to the subject matter of
the inquiry."

I would like to have that put into the

| record and marked as Exhibit Number 1.

(The letter referred to
was marked "Exhibit No. 1"
for identification.)

It is possible that the information elicited
during the course of these proceedings could be used in
enforcement proceedings by the‘televant agencies of the
United States Executive Department.

I would like to introduce the-representatives
of the Staff of the Senate Banking Committee who are
conducting this inquiry today.

My name is Charles L. Marinaccio. I'm Special
Counsel to the Senate Banking Committee.

This is Bruce F. Freed. He's a Professional
Staff Member-of the Senate Banking Committee.

This is John T.-Collins. He's the Counsel to

the Minority of the Senate Banking Committee.
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1 ¥ And this gentleman is David Doherty, Associate
2 || Direttor of the Division of Enforcement at the Securities
3| and Exchange Commission. Mr. Doherty has been detailed
4] to the Senate Banking Committee at the request of the
5| Chairman of the Senate Banking Committee. Mr, Doherty
6| will not reveal any information to the SEC that is
7 || elicited during the course of these proceedings which
8 || the Committee considers and determines to.be confidential,
9|l That is to say that Mr. Doherty would be free to make
10 (| such information available to the SEC, unless the
11 Committee determined that the information was confidentiall
12 All of the materials gathered during the courspe
13 || of this investigation will be made available first to the
14 || Senate Banking Committee, and the Senate Banking Committee
15 [| would them have the opportunity to make the determimation
16 || of whether the information is confidential or not.
17 If I may, I would like to ask counsel for
18 || Textron to identify themselves for the record.
19 MR. SOUTTER: I'm Thomas D. Soutter,
20 || Vice President and General Counsel of Textron.
21 This is George Galerstein, Chief Legal Counsel
22) for the Bell Helicopter Division of Textron.
23 MR. MARINACCIO: Now, there are four
24| staff members of the Senate Banking Committee here
2 conducting this investigation. And they may all have
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questions of the witness from time to time.

It is customary procedure in proceedings by
Congressional committees to have each of the members of
the inquiry have the opportunity to question the witness.
We want to be completely fair to the witness. And if at
any time the witness or his counsel feels that the
rotation of questioning is a burden uponvfhe witness,
counsel should raise that for the record, and we will
endeavor to érrange our coordination so that it will not
be a burden on the witness.

Before I administer the oath to Mr. Atkims,

I would like to, for the record, introduce this document,
Exhibit Number 2, which is a copy of the subpoena
which the Committee on Banking, Housing and Urban Affairs
served upon Mr. Thomas D, Soutter, counsel for Textron,
yesterday, and ask Mr. Soutter to state for the record in
summary the examination which he conducted or had comnducte
on behalf of Textron and its Board of Directors and G.
William Miller, to comply with the subpoena and ask him
whether or not all documents have been given to the
Committee in compliance with the subpoena. Mr., Soutter,
could you state that for the record? )

MR. SOUTTER: i requested of George
Galerstein, Bell Helicopter's counsel, that an investiga-

tion of the records and documents of Bell Helicopter and
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itg affiliated companies should be conducted in response

to the Senate Committee's—Senate staff letter, I think, of

January-»
MR. MARINACCIO: 3lst?
MR. SOUTTER: No, the-—
MR. GALERSTEIN: The 25th.

MR. SOUTTER: No, the letter first,
which is not substantially different from the subpoena
that was served on me yesterday.

I participated with Mr, Galerstein in part of
that search, and Mr. Galerstein has advised me that in
fact he has made a search of those files and records,

In addition, at the corporate office of
Textron, I have directed that those files be searched for
documents relevant to both the imitial letter and to the
subpoena.

To the best of my knowledge, the staff current
has all documents which are relevant to the subpoena.

MR. MARINACCIO: If I may, Mr. Soutter,
just for the recorxrd, you referred to the letter, I
believe the letter is dated January 25, 1978, and it's
from Kenneth McQueen, Staff Director of the Senate
Banking Committee to you, requesting—

MR. SOUTTER{ That is-correct. In my

reply to him of January 27th, we supplied virtually all

Ly
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of“the documents at that time. Additional submission
was made by hand delivery this morning.

MR, MARINACCIO: And I will, for the
record, mark the letter of January 25th from the
Committee to Mr. Soutter as Exhibit Number 3 and mark
for the record as Exhibit Number 4 the letter from Mr,
Soutter to Mr. McQueen dated January 28th, 1978——January
27th, 1978, excuse me---—mark those for the record, and
state my understanding from what Mr. Soutter has said
that the documents that he submitted pursuant to the
letter of January 25, 1978, together with the documents
which he submitted this morning, to myself, represent a
complete compliance with the subpoena issued by the
Senate Banking Committee and served upon Mr. Soutter
yesterday.

MR. SOUTTER: To the best of my
knowledge, that's correct.

(The letters referred to were
marked "Exhibit 3" and
"Exhibit 4" for identifi-
cation.)

MR. GALERSTEIN: Excuse me. Did you mak|
that letter Exhibit 3?

MR. MARINACCIO: Yes, the letter of
January 25 was Exhibit 3, and Mr. Soutter's letter of

January 27 is Exhibic 4.
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MR. GALERSTEIN: Okay.,

MR. MARINACCIO: Mr, Atkins, at this
time, I wish you would rise and raise your right hand
so I can administer the oath to you,

Do you solemnly swear that during these
proceedings you will tell the whole truth.and-nothing but
the truth, so help you, God?

MR, ATKINS: I do,
MR, MARINACCIO: Please~be.seated.

Thank you.

JAMES F. ATKINS,
having been first duly sworn to tell the truth, the
whole truth and nothing but the truth, testified as
follows, to-wit:
EXAMINATION
BY MR. MARINACCIO
Q Mr, Atkins, would you please state your full
name and your title here at Textron?
A James F. Atkins, Presidént, Beli Helicopter
Textron, a Division of Textron, Inc.
Q And would you state for the record a brief
description of the responsibilities of that position
and how long you have held this position?

A I've been President since January 1, '72, and
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I have the responsibility for the management of Bell
Helicopter Textron and our associated companies, Bell
Helicopter International and Bell Operations Corporation.

Q How long have you been employed by Textron?

A Well, Textron purchased Bell in 1960, and I
was with Bell at the time it was purchased.

Q What positions did you occupy with Bell
during the 1960's and up to 1972 when you became
President at Bell Helicopter? A brief description.

A Yes. Basically, when Textron purchased Bell
in 1960, I became the Executive Vice President of the
Bell Helicopter Company, a Division of Bell Aerospace,
which was a separately owned corporation, a hundred

per cent owned by Textron.

Q And you—s

A And I held that position up to January of '72.
Q When you became President?

A Right.

Q And as President, are you the chief executive

officer of the Bell Division?

A Yes, I am.

Q Now, 1is it correct that as President of Bell
Helicopter, you would have personal knowledge and be
familiar with and have had responsibility for the sale

of approximately $500 million in helicopters to the
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1 government of Iran?
2 A Yes, it is,
3 Q And that you would have responsibility for
4 || matters relating to the payments to agents in connection
5| with that sale and such sales by Bell Helicopter?
6 A Yes. I have total responsibility for the
7 || company.
8 Q And specifically you had responsibility—did
g || you have responsibility in that connection for the $2.9
10|l million payment that was made to Air Taxi in connection
11 || with the sale of those helicopters to the Government of
121l Iran?
13 A Yes, 1 did.
14 Q And would you have had responsibility, also,
15 || in that connection for the hiring of agents that Bell
16 || Helicopter may be dealing with on a worldwide basis?
17 A Well, Bell established a dealer organization
18 || to represent it around the world back in the;, I assume
19 {| probably during the fifties. And I had no particular
20 {| responsibility for the direct hiring of agents, but it
21 || comes under my overall responsibility for the operation
22 |l of the company.
23 Q Can you describe that dealer structure for
24 [{me for the record?
25 A Okay.
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1 Q Who was a member of it, is it a part of
2| Textron?
3 A No. Each Textron Division is autonomous, and
4 || each Textron Division has its own sales programs,
5 Bell, as part of its sales programs,
6 || established, I think we called them manufacturing
7|l representatives, around the world, and that organization
8|l has been developed over a period of perhaps 25 years. And
9|l these representatives cover the major portion of the
10 (| world and carry on sales activities in behalf of our
11 }| company. Many of them have maintenance facilities, spare
12 }| parts facilities, to support our product line.
13 Q And I take it from what you're saying that
14 || they do so as individual agents, they are not an
15 || organization with a formal structure, in other words
16 || your various agents in parts of the world don't meet as
17 || an organization?
18 A They are individual—
19 Q They are individual—
20 MR. SOUTTER: Individual or independent?
21 A —independent corporations or partnerships
2| or entrepreneurs, as it may be.
3 Q Mr. Atkins, can you describe generally how
2 you function as a chief executive officer of Bell in
25

relation to the Textron parent in Providence, can you

23-553 0 - 78 -7
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describe what the parent is, for the record, what its
functions are and how you interface with that structure

on a daily and monthly and yearly basis?

A Uh huh. Well—
Q In a management sense?
A Yeah, yeah. Well, Textron, of course, is

the corporate entity that owns and manages some thirty
independent companies. Textron itself is broken down
into five major product areas. We happen to be a part
of the Aerospace group., Textron has group vice
presidents for each of these major areas., And we would
fall under the purview of the group vice president for
Aerospace.

Textron, of course, furnishes capital to
each of its divisions. It has basic responsibility for
the supervision of the operations of those divisions
which it assigns to its various presidemts. Textron,
of course, maintainsall the financial—=corporate financial
records and, of course, are active "in legal areas, so
forth, to protect the corporation.

We as a division operate under that structure.

Q Now, who is the group vice president for
Aerospace?

A At this time?

Q At this time, and if you will for the record,
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1|[ name each group vice president for Aerospace, going back
21 to 1968.

3 A I believe that when I— I know that when I

4 || took over as President, Mr. Miller acted as the

5| supervisor of the Bell Helicopter Division,

6 At some point in time, which I'm guessing,
7|[ but about 1974, Robert S. Ames took over as Group Vice
8

President of Aerospace, and we in turn report up through

9) Mr. Ames at this time.

104y Q Do you know whether Mr. G. William Miller

1Y functioned in that capacity prior to 1972 when you became
12|l president of Bell Helicopter?

13 A Yes, he did.

14 Q Do you know how far back he would have

151 functioned in that capacity? Would he have functioned in
16|l that capacity back as far as 1967, '68?

17 A Yes, I believe he did.

18 Q Further back, maybe 1964 or-

19 A I think he— I think he served from 1960

D | through the '73-'74 time frame.

2 Q And Mr. Miller in that capacity and you in

2 the capacity as the chief executive officer at Bell,

= would you have contact with Mr. Miller as your supervisor—r
% A Yes.

% Q ——on a daily, weekly basis, on an intensive
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11| basis, on major projects that Bell is undertaking?
2 A Not probably on a daily or maybe not even on
3] a weekly basis. Textron assigned considerable autonomy
4 to their divisions. And I would report to Miller and
§1i| bring to his attention anything that I thought was
6]l worthy of his attention. But I would say a weekly or
7|l semi-weekly basis.
8 Q And it is clear that—
9 A Semi-monthly basis.
10 Q ——-that in that capacity he was your super-
11 || visor?
12 A Yes, sir.
13 Q And what was your relationship with the
14 }| Board of Directors of Textron, or what is your relation-
15 || ship with the Board of Directors of Textron as the
16 || President of Bell Helicopter?
17 A I would have no direct relationship with the
18 || Board. I, of course, would know the members of the Board
18 || and would see them at various Textrom functions. But I
20 || have no direct relationship with the Board. I'm a
21} division, not a corporation.
22 Q To your knowledge on matters that would
23 || need the Board of Directors' attention having to do with
24| Bell Helicopter, would that be the function of—would
25 || that have been the function of Mr. G. William Miller as
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yodr supervisor to deal with the Board of Directors of
Textron on matters of business dealing with Bell
Helicopter?

A That's correct.,

Q Mr. Atkins, if I may, as I said at the
outset, each of us are going to have some questions, and
I'm going to ask Mr. Freed in a moment to ask you some
questions about the general area of organizatiom,structure
and how you relate to your superiors and so on. But
before I do that, I think in fairness to you as the
witness, I should point out that in order to be fair to
you as a witness, because of this procedure and more
than one person questioning the witness, we have an
outline of areas that we want to cover with you., And
our intent is to cover each area with each of the
participants making an inquiry. And then we'll finish
an area and move on to the next area, and then each of
the participants would have the further opportunity to get
into that area.

A Fine.

Q Some of these areas may overlap, but we hope
to keep the overlap to a minimum so that anybody coming
along and reading the record would see the development
of it. And I'd be very happy to in a shorthand way

tell you what the areas are that we're going to cover.
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1 A Fine.
2 Q The first area that we've just gotten into
3] is your position and background and the organizational
4| structure.
5 We would intend next to go into the area of
6| the company policy with respect to the hiring of agents.
7 Following that, we would intend to go into
8 || the matter of the rehiring of Air Taxi in 1968.
9 Following that we would intend to cover the
10} area of the sale of the helicopters to the government of
11 i Iran, including such things as the participation of Air
12 || Taxi in that sale.
13 We would then intend to cover the area of
14 || the participation of General Khatami—that's K-h-a-t-a-m-if
15|| I believe—~and the matter of the ownership of Air Taxi.
16 Following that we would expect to develop
17 || the facts relating to the payment of the $2.9 million.
18 And following that there may be some general
19 )| wrap-up questions at the end. But those are the major
20 || areas that we would want to cover with you.
21 A Fine.
22 (Short break.)
23
24
25
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(Short break.)

MR. MARINACCIO: For the record, may
1 state that we’ve just had a short break to accommodate
the Court Reporter in making a short change of the
paper in his machine, And that during that short
break, it.occurred to Mr. Soutter that he had one more
matter concerning the submission of documents pursuant
to the subpoena that I thought should be stated for the
record,

And at this point, I'1l1l ask Mr, Soutter to
make a statement for the record.

MR, SOUTTER: Arthur Young, Textron's
accountants, at the request of the Staff of the Senate
Banking Committee had also made a submission in
connection with this proceeding.

I consider the materials that Arthur Young
submitted to the Staff to, in effect, have been sub-
mitted also on behalf of Textron under the subpoena.

MR. MARINACCIO: That's fine. Mr. Soutter
may I ask you one clarifying question on that: Are the
Arthur Young documents which have been tendered to the
Committee, are they in your files also? 1In other words,
if Arthur Young had not submitted them, would they have
turned up in your files to be submitted, or are you

saying that—
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MR. SOUTTER: In the main, those docu-
ments were not in our files, but they had arrived prior
to the time that the subpoena was issued to me on the
first of February, and I am just simply turning around
and saying that you may also consider those now to have
been resubmitted to the Staff.

MR, MARINACCIO: So they would have been
documents in your possession relating to this matter at
that time?

MR. SOUTTER: Only as of their submissio
to us from Arthur Young, with some very minor exceptions

MR. MARINACCIO: Thank you very much,
Mr. Soutter.

And a further qualifying matter on the sub-
poena is one that Mr, Collins wishes to raise, so I will
ask Mr. Collins to discuss that matter directly with
Mr. Soutter at this point.

MR, COLLINS: The submission of docu-
ments pursuant to the subpoena, as we understand it,
includes those documents that you submitted prior to
the issuance of the subpoena, as well as those that you
have submitted today.

MR. SOUTTER: Correct.

MR. COLLINS: And the ones submitted

prior also include materials that you submitted

it
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informally to the Staff prior to the hearing conducted
with respect to Mr. Miller's nomination?

MR. SOUTTER: That would be correct.

MR. COLLINS: I believe that you sub-
mitted some copies of the contracts?

MR. SOUTTER: That would be correct,

MR, COLLINS: All right. That's fine.

MR, MARINACCIO: Mr, Atkins, I'm going
to turn the questioning over to Mr, Freed in a moment,
but I might just say that, of cowse, there may be
variation from time to time from the outline which
I've mentioned to you a moment ago that will depend on
the nature and primacy of the questions and so on and
so forth.

We will now ask Mr, Freed to go into this

matter,

EXAMINATION
BY MR, FREED
Q Mr, Atkins, I just have just a very few
questions, I just want to clarify with you the method
of your communication with Textron Corporate headquarte
A Much of the communication is by telephone.
Some are in the form of an annual or a semiannual

business review where several of the Textron officers
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will come to our company and spend perhaps two days
here. And, others, of course, I may visit Textron from
time to time. And, of course, there will be certain
written memorandums.

Q Now, in connection with the phone conversa-

tions, would you have written memoranda—

A No, sir.

Q —as to those?

A No, sir.

Q In discussion of important matters with

Mr. Miller or with other top Textron officials involv-
ing overseas sales or anything in relation to agents,

would there be memoranda of phone conversations?

A No, sir,

Q Was most of the communication orally by
phone?

A Yes, well—is "most of it," did you say?

Q Yes.

A Yes, I would say most of our business con-

versations are orally.

Q With no record of the substance of the con-
versation?

A No, sir, The only thing that would be re-
corded is anything that would go to the Board for the

form of a resolution,
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1 Q When decisions were reached, were they spelleg
2 out in memoranda or any other form or any other documentg?
3 A Now, you are limiting yourself to this—
4 Q To the various—
5 A —to these inquiries on overseas sales?
6 Q Any other matters, any matters in general, as
7 a general policy,
8 A Well, there will be exchange of correspondencd
9 from time to time, sure.
10 MR. FREED: Okay. <That's all I had.
11 MR. MARINACCIO: I believe Mr. Collins
12 has some questions in this area also.
13
14 EXAMINATION
15 BY MR. COLLINS
16 Q Mr, Atkins, what was the ;hain of command
17 above Mr, Miller during the time in which he acted as
18 group vice president over Bell? Was he also the presi-
19 dent of the corporation of Textroﬁ, Inc,.?
20 A From 1960, at the time of our acquisition,
21 Mr., Little was chairman of the corporation. I believe
22 Mr. Thompson was president of the corporation. At some
23 point in the 1960's, Mr. Miller became president of the
24 corporation; Mr. Little retired. So, I would say that
25

the majority of the time, he was also president of the
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1 dbrporation.
2 Q And were there, during this time, were there
3 other officers of Textron, possibly a vice chairman of
4 the board, executive vice president, who also acted as
5 group vice presidents?
6 A There—there may be some occasions where an
7 officer has also acted as a group vice president,
8 Q And do you know if Mr., Miller acted as a
9 group vice president with respect to any other divisions—
10 A I do not—
1 Q —~~during this time——during that time?
12 A He probably also acted ‘as group vice presi-
13 dent of Bell Aerospace.
14 Q A separate division?
15 A Yes, sir,
16 MR. COLLINS: All right, That's fine.
17
18 EXAMINATION
19 BY MR, MARINACCIO
20 Q I have one final question in this area of
21 background and organizational structure, and we may
22 have gone into this slightly before, but I would just
23 like to ask the question directly:
2 To your knowledge, what was Mr, Miller's
% specific responsibility during the period in which he
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was a group vice president for Aerospace with respect
to not only Bell, but other components of whatever
Aerospace business Textron was in?
Would you explain Mr., Miller's role a little

bit in that precise position?

A I don't believe that Mr, Miller ever held a
group vice president title, I believe that because of
the fact that Aerospace was large and he had a particula

interest in Aerospace that he served to guide Bell

Helicopter and Bell Aerospace. And, most of that time, I

believe he held the title of president.
Q I see, Mr. Atkins, we are about to move on
to your policy on agents here,

Is there any statement that you would like to
make with respect to the matters we have just covered
that you would feel would clarify the record or anything
that occurs to you that would be in any way with respect

to those particular matters helpful to the inquiry?

A I don't believe so.
Q Mr, Atkins, we'll now cover the policy on
agents,

Does Bell Helicopter or Textron have, or did
they have during the period 1968 to the present date,
any palicy written, formal or informal, relating to the

hiring of agents overseas for the sale of helicopters?
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2-8 1 ‘ . And if there is such a policy, formal or

2 informal, can you state for the record what it is; how

3 it operates; how it functions? This is just your genera

4 policy on the hiring of agents.

5 A Well, I know that there is no written pro-

6 cedure covering the retention of representatives or

7 agents, whatever you wish to call them,

8 Basically, we are looking for reliable people

9 who can represent our company around the world and can

10 add to our total sales growth and support of our product

n in the field,

12 Q Can you describe the process by which Bell

13 Helicopter goes about the business of hiring agents? I

14 take it from what you've said that it's on an individua ]

15 basis?

16 A That's right,

17 Q Yes. All right, Can you describe the process,

18 and, specifically, within that, please direct yourself

19 to what inquiries that Bell Helicopter or Textron makes

2 concerning the reputation of the agents?

21 A Well, you have to look back to the fact that

22 in the 50's, and perhaps midway through the 60's, our

3 sales overseas were very small,

2 The responsibility for selecting repre-

% sentatives in various parts of the world fell under the
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jurisdiction of our International Sales Department.

I would say that there was no specific
method of retaining an agent, We would quite often look
at representatives who represented some of the general
aviation companies like Beech or Cessna or Piper. And
they tended to be candidates for representing Bell,

Normally, I believe that the representatives
would be a matter that was discussed within the Inter-
national Sales Department, and they would make a
selection and they would assign this particular repre-
sentative based upon our standard Representative Agree-
ment, our legal agreement, prepared by our Legal ‘
Department that each representative was required to
sign and become a part of. And that was, generally, thg
procedure that was followed.

Q Is there any procedure for any written
report, what the reputation of the agent is that's
under consideration as a prospective agent?

A Well, I think it somewhat depends upon the
country of the world you are talking about and a— For
example, a representative in Germany or England would
probably get different consideration than a representa-
tive in some small island out in the Caribbean or some-
thing of that type.

And I know that I have participated in
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selection of some representatives. I know that there's
a lot more that I have not participated {n.

Q For example, when a company wishes to hire
a representative in another state, the company might
get a Dunn and Bradstreet report on that company or it
might have his business background or review of annual
reports and so on,

My question is: 1Is there any procedure in
Bell Helicopter for going through that kind of a
management exercise with respect to the hiring of
agents overseas?

A I would say that we sometimes do it, but
not always,

Q To what extent in the hiring of a agent do
you consider the ability of the agent to influence
foreign government officials with respect to the pur-
chase and sale of goods?

A Well—

Q "Influence" being defined as very broadly
knowledgeable about the government, having personal
relationships with various government officials and so
on?

A Well, certainly, we are looking for capable,
qualified people who can sell our produéts abroad. And,

certainly, foreign governments of the world have been
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2/11 1 some of our main customers,
2 Q What is the organizational structure below
3 you which deals with the hiring of foreign agents?
4 What I'm asking is: How do you maintain
5 management control over your people in the field that
6 negotiates over the hiring of agents?
7 A Well, our organizational structure has
8 changed over the years, but our present structure is
9 that I have a Senior Vice President of Marketing and
10 Programs,
1 Q And who would that be, sir?
12 A His name would be Horner,
13 And under him would be a Vice President of
14 International Sales, who would be Sylvester,
15 Q And who, in the organization, would have the
16 authority to approve the entering into a contract with
17 a foregin agent?
18 Would that be a matter that would have to
19 come to you, personally?
20 A Let's say that the Sales Department probably
21 understands the countries I wWould be interested in and
2 they would bring those to me at the time that they were
23 ready to make their selection,
24 Q Can you tell us what countries you are
25 interested in? Is Iran one of the countries you are

23-553 O - 178 - 8
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2/12 1 interested in?

2 A I am today. I wasn't in 1968.
3 Q Were you in 1972 and '3?
4 A I became interested in the Iranian situation
5 actually in 1971,
6 Q I am going to ask at this point Mr. Doherty
7 to ask you some questions, I know he has some questiong
8 about the general policy of foreign payments and some
9 more specifics on this area that I've covered, So at
10 this point, I'd like Mr, Doherty to ask you some
11 questions,
12 A Sure,
13
14 EXAMINATION
15 BY MR, DOHERTY
16 Q Mr, Atkins, you indicated that perhaps the
17 structure had changed recently., There is a particular
18 focus here in terms of the time periods surrounding
19 the negotations for and consummation of a large contract
20 in Iran with respect to approximately 500 helicopters.
21 Could you describe to us the procedures that
22 were operative at that time with respect to the general
23 procedures now with respeét to the letting of contracts
24 and controls in that area?
25 A We are—in thinking about the— Let's pick a
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time frame, Shall we pick '72 or '71 or—

Q Why don't we start with—

A See, January 1, '72, I became president.

Q I think we ought to start with '71.

A Okay. In 1971, I was Executive Vice Presi-

dent of Bell Helicopter Company, and we had three
separate marketing departments, a U, S. Government Mar-
keting Department, a Commercial Marketing Department,
and an International Marketing Department,
Sylvester was the International man. He
worked for me as Executive Vice President.
Q What was the structure below him?

A Well, basically, at that point, I believe

that there would be salesmen covering areas of the worlq,

and they would be, I think, reporting directly to him

at that point,

Q And during the period of time from '71 throu%h

'74, was there any substantial change in that structure?

A 1 believe that there was not, because the
basic sales role was Atkins, Sylvester, and that way.

Q Now, did Bell or Textron have a particular
procedure that was operative at that time with respect
to who had authority to negotiate agent contracts?

A Well, Textron did not put any specific

limitations on us, and I'm sure I had total responsibili

ty
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2/14 .
£or the negotiations of the contracts.
2 Q When you say "total responsibility" you mean
3 ultimate responsibility, the contract would have to be
4 approved by you?
5 A Yes, that's right.
6 Q Were there ever occasions during this period
7 of time when a contract would be approved by the Board?
8 A I know of no approvals by the Board,
9 Q Were there ever occasions during this period
10 of time where such a contract would be approved by
u someone above you or where you would secure someone's
12 concurrence above you?
13 A I believe that most of the contracts were
14 not of great importance to the corporation, and probably
15 the only one that I discussed with Textron officials
16 would be the Iranian situation,
17 Q During the period of time we are discussing
18 right now——Ilet me restate that:
19 Does Textron have any different procedure
T2 that is applicable to a letting of agent contracts at
2 this time, other than what you've described to me?
2 A Well, Bill Miller as the Chairman of Textron
A issued a memorandum on Standards of Conduct back in
% the '76 time frame. And that memorandum requires
% certifications from individuals involved in sales work
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‘to make certain stipulations and we all do that.

MR. SOUTTER: Plus the provisions to
be put into the Agreement.

THE WITNESS: Yes, In addition to that
Bill issued a memorandum suggesting that—or requiring
that all foreign agreements have certain specified
language with regard to the conduct of our agents,
themselves, And those—that language requirement has
been put into our agreements and is now effective, I
believe, in all our agreements overseas,

MR. SOUTTER: That last document that
Mr. Atkins was referring to is a memorandum from Textrof
of August 16, 1976, a copy of which has previously
been delivered to the Staff,

MR. DOHERTY: Yes, we have it here
as part of a group of larger documents. I think it
would be appropriate to mark that document for the
record at this time.

Do you have anocher‘copy or shall we pull
out—

MR. SOUTTER: We can provide you with
a copy.

MR. DOHERTY: Fine. Let's have that
document marked as Exhibit No. 5 as an August 16, 1976

two-page document entitled "Standards of Conduct Policy
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a% to Representatives, Agents, Consultants, Dealers or
Distributors.”

(The document referred to was
marked "Exhibit No. 5" for
identification.)

MR. DOHERTY: We just had marked as
Exhibit No. 5 the August 16, 1976 Policy Statement whic]l
sets forth in writing a policy which—well, it speaks
for itself, 1I'll just paraphrase it for the clarity
of the record; It seems to indicate that Bell is
setting forth the policy that all of its contracts
should be acquired through merit of the product; that
no improper or illegal payment ‘should be made to
government officials or those affiliated in order to
secure those contracts,

Would that be a correct statement, Mr., Atkin

A Yes, it would be.

MR, SOUTTER: May I interject that
while you said it's applicable to Bell and that is
correct, it is a Textron companywide memorandum,

MR. DOHERTY: Thank you.

Q It also sets forth the requirement that in
all future agent contracts, that there will be a pro-
vision that the agent represents that it will not use
its efforts to secure the contract through improper

payments as well,
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Mr. Atkins, was prior to this time a policy

in effect at Bell or at Textron with respect to these

matters?
A Was there a policy?
Q Yes, sir,
A I think it was-— I think it was our policy

that we never desired to participate in transactions
where illegal payments would be made,

Q Was this policy ever communicated to you by
any of your superiors?

A I am sure that that kind of guidance has
always been guidance out of Textron.

Q Did you ever communicate that policy to any
of your subordinates? And, if so, was it in writing, or
orally or, specifically, what can you tell us about
that, prior, again, to this memo of October 16, 19767

A Well, it's— It's always been my policy that
we had no desire to participate in that kind of business
And I'm sure I've communicated that on many occasions
to our total sales team. We do want to sell our product
on its merits. We are quite successful in the world.
And, basically, our position in the world helps us sell
our products, And I think the fact that our integrity
has been unquestioned in these areas is one of the reaso

for our success,

ns
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1 Q Do you know, sir, whether that policy was
2 conveyed to Bell's sales agents?
3 A I've made speeches at conventions on these
4 very subjects.
5 Q And could you describe to me generally
6
what they were and—
7
A Well, quite often—
8 Q —-generally, what was said and who were the
9 participants at those meetings?
10 A On an annual or a semi-—or on an every two
11 . ;
year basis, we have international sales meetings. And
12 ; ; s et
quite often we have talked to the question of commissiong
1 .
3 and we have always encouraged our representatives to
14 . .
represent us in the right way, because even though they
15 . : ;
are independent and are separate companies, their
16
actions reflect on us, And so we do have great interest
17 . .
in doing that.
18 . .
Q And it's your testimony then that generally
19
at these meetings which would be attended by you said
20
sales reps or would that include your foreign commission
21
agents?
22
A It would be— An International Sales Meeting
23
here at Bell would be a meeting of our representatives
24
from around the world, plus our sales team that are
25
directly employed by Bell,
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1 Q And by "representatives," you include sales
2 agents or commission agents; is that correct?
3 A We only have manufacturing representatives.
4 Q But it's your testimony that at theée meetingy
5 you would convey to them the message that they should
6 represent Bell in a manner consistent with the policies
7 you indicated are set forth in your October—
8 A That's right,
9 Q —16, 1976 written policy statement; is that
10 correct?

- n A That's right.

12 MR, MARINACCIO: Mr. Freed would now
13 like to ask some question in the same area Mr. Doherty
1440 aid,
15 THE WITNESS: Sure,
16
17 EXAMINATION
18 BY MR, FREED
18 Q Mr. Atkins, I just want to check with you:
20 You had said that the only contract you had discussed
2 with Textron officials would be the Iranian situation,.
2 I just wanted to check on the series of con-
3 tracts you discussed and what the time frame was, just
u in general terms, the time frame of those discussions.
25

And, again, what were the contracts that you
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1 ®iiscussed with them?
2 A On the Iranian situation?
3 Q Yes. You made that statement.
4 A Yes,
5 Q 1 want the time frame and the—
6 A Yes, I would say that I had discussions in
7 the 1972-1973 time frame about the Iranian program, be-
8 cause I recognized the importance of the Iranian pro-
9 gram, and because I recognized that the representative
10 situation could be difficult on such a large proposed
11 program.
12 I should also probahbly correct myself., I
13 think at various times, I think we also talked about a
14 Turkey contract where we had terminated a.representative
15 and we became involved in a lawsuit because of that
16 termination.
17 And it was eventually, the lawsuit was
18 eventually handled by the Textron Legal Department,
19 and they assigned attorneys to handle the settlement
20 or that particular case, So that's another ome that
2 we talked about,
22 Q Now, what, specifically, were the contracts
23 that you talked about?. This, again, are these your
e conversations with Mr, Miller?
2 A Well, here we were talking about a large
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;rogram. And we probably didn't know the size of the
program until October of '72, but it was a large pro-
gram, and it was in the process of development.

And I'm sure that all through that time frame, when we we
involved in the marketing effort, that we had talked
about the possibilities of this program. And, here,

I am talking about the contract, itself, that we re-

ceived,

Q This is the contract?

A Bell received.

Q From whom?

A It ended up to be a U. S. Government con-
tract.

Q For the helicopters?

A Yes, sir,

Q For the sale of helicopters to the Government
of Iran?

A That's correct.

Q And so to recapitulate, you had the

diséussions in '72-'73 time frame with Mr. Miller on
this contract?

A On the total sales program for the helicoptet
spare parts, training, logistics, the whole package that

we were involved in discussions with the Government of

Iran and with the United States Government.

re
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1 * Q Could you be more specific when you talk
2 about '72-'73 time frame; about when in '72 did you
3 Begin the discussions? Or did the discussions become
4 more frequent?
5 A Well, my first trip to Iram was in late '71.
6 That was followed by—and, at the same time—}
7 I'm not the "sales program.,”" We have a whole team
8 working this program, So there were many people from
9 Bell who were involved in the marketing programs., But my
10 first discussions, really, was in late '71,
1 Then in the spring of '72, we had further
12 discussions. And out of these discussions we agreed
13 to bring our products to Iran to demonstrate their
14 performance in certain difficult, hot and high areas
15 of Iran, That was in the spring of '72;
16 So the demonstrations were earried out
17 basically in the montl"x of August and early September
18 of '72.
19 At that point, the Iranian Government made
20 the decision to purchase; at the same time made the
21 decision that the sale would be am FNS sale.
22 Q A question you raised: MNow these discussiong
23 that we're talking about, are these discussions with
2 Mr, Miller? Were you reporting all of this to Mr, Millgr?
% A Well, I'm sure I've talked to Mr. Miller,
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1 but I'm sure I've talked to other officials in Textron,
2 too.
3 Q In Providence?
4 A Yes, sir.
5 Q But how much of the discussions were with
s Mr. Miller? ‘
7 A Mr. Miller had knowledge of the total progranq
8 that we were—that we were formulating.
9 Q And who were the other officials you spoke
1o with in Providence?
i A Well, I'm sure that we probably had dis-
12 cussions with the Legal Department. I feel sure that
13 the Financial Department was probably also involved
14 in some discussions regarding the tramsaction. It was
15 a big transaction,
16 Q Would you be talking to the General Counsel,
7 the Legal Department?
18 A Sure.
19 Q The Vice President for Finance?
2 A Sure,
2 Q It would be with the top Textron officials?
2 A Yes, Yes, it would be,
B Q And do you know whether they would then have
2 subsequent conversations with Mr, Miller also?
25

A I have no knowledge.
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MR. FREED: Thank you,
MR, MARINACCIO: Mr, Collins has some
questions,

THE WITNESS: Sure,

EXAMINATION

BY MR. COLLINS

Q Let's go back to the general area of agency
relationships.

A Right.

Q We are talking here about manufacturer's
representatives—

A Right.

Q —in this discussion,

You also had other types of arrangements
whereby people would manufacture and sell Bell Helicoptet
or Bell Helicopter products and services in foreign
countries; is that correct?

Would you just explain your distribution

network—
A Yes,
Q —to include manufacturer's agents, but also

what other arrangements did you have?
A I would say that the manufacturing repre-

sentatives, together with our own international sales
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force, represented 99 and 1/2 per cent of our sales
effort overseas.

I would say from time to time, there might
have been a special consultant of some kind retained,
never resulting in any magnitude as far as sales were

concerned,

Q But would you have other, like a licensee?
A Oh, yes.
Q For that area, you would gain income from

sales by licensee; is that correct?

A Yes,
Q And they would be foreign sales?
A Yes, sir, It would not be included in our

foreign sales, We would earn royalties which we would

record on our—

Q Bell Helicopter would?
A Yes, sir,
Q Now, how significant would that be compared

to your manufacturer's representatives' business?

A Well, the royalties—well, over the years,
we have had probably seven or eight licensees, and/or
co-production programs, . The two major programs have
been Agusta of Italy and Mitsui of Japan.

Q Licensees to produce?

A To produce Bell products and sell in certain
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fspecified market places, And, in addition to that,
we've had co-production plans in various coumtries of
the world: Germany, England, Australia,

And, yes, we would earn royalties on those
programs,

Q Now, with respect to the manufacturer's
representatives, would they be given or is it ordinary
policy to give them an exclusive territory? You know,
an exclusive agency contract in a specific territory?

A I think we considered it to be an exclusive
agency contract, yes,

Q And with respect to licensees, would that
be the same type of an arrangement?

A No. 1In the case of a licensee, we sometimes
would give them an exclusive arrangement in certain
territories and non-exclusive in other territories,

Q Now, would you define for the record a "manuj
facturer's representative licensee' and "co-production"

A Okay. A "licensee,"

first off, would be a
rather large corporation which would have full facility
capabilities to produce our product, and who would
establish an independent sales force of their own to
market their product in the licensed territory.

A co-production program would result when

a major government decided to make a procurement of a
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Ysubstantial quantity of aircraft and probably required
that we join with an aerospace company of their
nation in a co-production effort in order to retain
labor in their own country, content in their own country.
Manufacturer's representatives would be a

separate company or a separate individual who would act
independently of Bell and for whom we took no responsi-
bility for their commitments, And their function would
be to market and product support our price in a
specified area,

Q Would Bell have a licensee with the authority
to sell in a territory a specific product that an
agent or a manufacturer's représentative would also havg

the right to try to sell?

A Could you give me that again?

Q Okay, if you have a licensee—

A Right.

Q —who has the right to manufacture a product4—

I assume the product is defined,
A Right.
Q A specific type of helicopter, perhaps. Theq,

the licensee also has the authority to sell that producf—

A Yes.
Q —in a territory?
A (The witness nodded his head up and down,)

23-553 0-78 -9
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1 ¢ Q. What would Bell's relationship be with the
2 manufacturer's representative in that same territory?
3 A Well, if we granted an exclusive right to
4 sell to a licensee, then we would not grant & manu-
5 facturer's representative contract in the same country,
6 Q So that would be part of your contract with
7 the manufacturer's representative?
8 A That's right, sir,
9 Q That you cannot sell these products. We have
10 a licensee?
1 A Right,
12 Q Fine. In choosing a manufacturer's repre-
13 sentative in a specific territory or country, you
14 mentioned that you would try to get someone who was
15 familiar with . aviation, who may have handled other
. 16 accounts, manufacturers of aircraft.
7 Would it happen that you would try to engage
18 an agent who may also be an agent or may have been an
19 agent for a competitor?
20 A We probably would not select a manufacturer’s
2 representative who represented another helicopter
2 manufacturer,
23 Q So—
24 A He might be.
25
Q —might be an agent for a fixed wing
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1 manufacturer?
2 A Yes, sir,
3 Q So it would be company policy then, you don'q
4 go with an agent for one of your competitors?
5 A Right,
s MR, COLLINS: That's fine. Thank you.
¢ MR, MARINACCIO: Mr, Atkins, before we
8 move on to the next area which is going.to be the hiring
° of Air Taxi or the rehiring of Air Taxi in 1968, 1'd
10 like to give you the same opportunity, if you wish, to
n make any statement for the record, for clarification,
12 any statement that you feel might be helpful to the
13 Committee or anything that comes to your mind in any
1 way with respect to these matters that we've just covergd
15 under the last area?
16 THE WITNESS: 1 think your questioniﬁg
7 is quite complete. It covers the areas real well.
18 MR. MARINACCIO: I will say for the
2 record, "Thank you."
20

Q Now, with respect to the rehiring of the
2 Air Taxi as an agent in 1968: It is true, is it not,
2 that there was a previous agreement between Bell and Aip
s Taxi that ran from roughly 1959 until 19647
24

A Yes, sir,
25

Q Is that correct?
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1 A Yes, sir.
2 Q Then there was a period, I believe, from
3 about 1964 until about 1968 when you had no relationship
4 with Air Taxi; is that not correct?
5 A That's correct,
6 Q And then Bell Helicopter picked Air Taxi up
7 again in 1968 as an agent; is that not correct?
8 A Yes, sir.
9 Q Could you explain for the Committee's benefit|,
10 the agreement during the period 1959 to 1964 between
1 Bell and Air Taxi? Tell us a little bit about it,
12 including the kind of sales that were made under that
13 agreement, the volume for Bell, the sales commissions,
14 and, finally, for the record, discuss the circumstances
15 under which the agreement was terminated, if that's a
16 proper word, in 19647
17 A Okay. T have reviewed the agreeﬁent that
18 was signed with Air Taxi in 1959. That agreement was
19 signed on our standard legal form for manufacturer's
20 representatives,
21 As to the best of my recollection, I don't
22 remember knowing about Air Taxi in '59 or in '68. And,
23 really, my knowledge is based upon strictly reading
B the agreements which we have made available to you.
s I understand that we paid them a small amount
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of commission, something less than $20,000 in this
ten or twelve year period.

You have to recognize that commercial
aviation is very limited in Iran. And it certainly was
much more limited back in those early days.

And so the representative's ability to sell
was very limited.

I really don't have any information on why
there was that four-year lapse in agreements, and why
we signed with Air Taxi again in 1968,

Q Did you approve the 1968 agreement? I be-
lieve you previously testified that you approved that
1968 agreement?

A No, sir, I don't think I said that. I don'
believe I approved the agreement in 1968, I negotiated

the settlement of that agreement, finally, in 1972 or 'j

Q 19727
A Yes, sir,
Q May 1 ask you, who, to your knowledge, would

know about the circumstances relating to the terminatiop
of the contract in 1964, and all the circumstances
relating to the entering into the agreement with Air
Taxi in 19687

A It's a difficult question for me to answer

from the standpoint: I do not believe that Mr.
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%ylvester was employed by us in 1968. So it was someone
prior to his time, And it was probably a manager of
International Sales who probably does not work for us
any longer,

Q Would you know his name?

A It probably was— I would think that it was
probably a man by the name of Orpen.

Q Who is Mr. Ducayet,

A Ed Ducayet was my predecessor as president
of Bell Helicopter. D-u-c-a-y-e-t.

Q And he was president of Bell Helicopter
during the period 1959 up to 1972, when you became

president?

A 1960 to 1972,

Q 1960 to 19727

A Yes,

Q So, as president at Bell Helicopter during

that period, would he appear to be the ﬁerson who had
the final responsibility for the terminafion and enter-
ing into these agreements with Air Taxi at those times?
A I really feel that the volume of our inter-
national business at that time was so small, that these
kind of matters would be handled down in the~— We didn'y
even have a separate International Department at that

time, but down in our Sales Department.
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1 i Q Well, have you since come to learn or have yoy
2 heard from information within the Textron Corporation
3 in discussions with anybody in Textron, about the circum-
4 stances of the termination of the agreement with Air
5 Taxi in 1964? And if you have heard, would you please
6 state for the record whatever you have heard?
7 A I have not heard,
8 Q You have not heard?
9 A (The witness nodded his head.)
10 Q Have you heard anything relating to the
n circumstances of the re-entering of the agreement—
12 A No, sir,
13 Q —with Air Taxi in 19687
14 A No, sir,
15 Q Do you know, have .you any knowledge, from
16 any discussions with anyone, and if so, state, what
170 Air Taxi's reputation was in 19687
18 A I have no discussions on that particular
19 matter,
20 Q And you haven't heard of anything on that
2 particular matter?
2 A No, sir,
3 Q Do you know whether or not Textron or Bell—
“ and please, whenever I say "Textron," I include Bell—
% ever made an inquiry into the ownership or reputation of
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Air Taxi back in 1968, when they entered into agreement
with them?

A I have no knowledge that they did in 1968,

Q If I may, Mr. Atkins, I'd like to mark for
the record Exhibits No. 6 and 7. Exhibit No. 6 is a
letter from Mr, Zanganeh of Air Taxi to Mr. Orpen,
Export Sales Manager of Bell Helicopter, again dated
November 28, 1967,
And Exhibit No. 7 would be a letter from
Mr. Orpen to Mr, Zanganeh, dated February 16, 1968,
(The two letters referred to werd
marked "Exhibit No. 6" and "Exhi
No., 7" for identification,)
Q I'd like to, if I may, show you this documenf
No. 7, which document was received from Textron pursuang
to the subpoena, and read from it and ask you to review
it and ask you a question about it.
The document states in part to Mr. Zanganeh:
"Dear Jose: We would like to discuss
with you the possibility that the firm of Air
Taxi represent Bell for the sale of its heli-
copter products in Iran, based on the favorable
recommendations we have received."

I would like you to please take a look at

that document and ask you if you have any knowledge as
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to who Mr. Orpen may be referring to concerning the
recommendations, '"the favorable recommendations," I
believe, that he's referring to with respect to the
firm of Air Taxi and Mr., Zanganeh?

A I have no knowledge with regard to the
recommendations that he's speaking of. I'm amazed
that his name is 'Jose," I didn't know that.

MR. SOUTTER: Have you ever seen that
be fore?
THE WITNESS: No, sir,
BY MR. MARINACCIO
Q During that period of time, you were

functioning as the Vice President of Bell Helicopter

Company?
A Yes,
MR. SOUTTER: What is the date of the
letter?
MR. MARINACCIO: '1968.
A Yes. Executive vice president,
Q Yes, Executive vice president?
A Right.
Q I'd like to discuss with you Exhibit No. 6

which is an exhibit from Mr. Zanganeh to Mr, Orpen, in
which he states in part, and, again, I'll read the

pertinent portion and I'll show you the document and
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then I'11 ask you a question for the record.
A Sure,
Q In which he states:

"1 have given a great deal of thought to
the subject of our discussion —"

Referring to the discussion apparently be-

tween Orpen and Zanganeh:

"—and feel that in the event I am
appointed as your representative in Iran, it
would be a good idea to employ a qualified
helicopter engineer on your recommendation
and from your organization, for a period of one
to two years to advise our Iranian staff on
the special problems involved in the helicopter
sales and after sales services."

1'11l ask you to look at that document and
the question that I would have to you is: If that
statement would appear to you to be an accurate one,
and if it does not—if it reflects that Air Taxi had
no special knowledge about the Bell Helicopter products
and that if Air Taxi was taken on as an agent, why
they would need technical assistance from Bell Heli-
copter to manage that agency contract.

A Uh huh., Well, Air Taxi had a fixed base

operation at Mehrabad Airport during this time.
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1 * I believe that they represented Aero-Commandelr
2 at that time. And they, certainly, in order to sell our
3 product would need technical assistance from us. And
4 it's not unusual for us to furnish technical assistance
5 to many of our manufacturer's representatives around
6 the world.
7 We have engineers in our Sales Departments,
8 We have service people across the world, And sometimes
9 we detail just engineers out of our basic Engineering
10 Department to assist a manufacturer's rep in properly
11 . representing our product.
12 Q Do you have any knowledge at that time that
13 Air Taxi had any special relationship with any govern-
14 ment officials of Iran—
15 A 1 have no knowledge,
16 Q —including, but not limited to military
17 personnel, individuals that might be related or friendly
18 with the Shah of Iran or other government officials?
19 A I have no knowledge of the status of Air
2 Taxi in 1968. I have no knowledge of it,
2 Q Could I ask you once again, please, if you
2 could point us to any individuals in the organization
s that might have direct knowledge at that time of Air
% Taxi's reputation and background and so on and why they
25

were chosen, other than Mr.— I would pronounce it
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1 "Ducayet” because there's a "t" at the end, but I
2 realize you pronounce it "Ducayet.”
3 ' A Well, Mr., Ducayet served as the president of
4 the company, and basically was very involved in the
5 total operation of the company.
6 He and I worked very closely as a team, 1
7 would say that I would be more likely to have knowledge
8 of the International situation on a situation like this
9 than he would have, because he was my boss and, actually,
10 the International thing worked for me; the sales effort
1 worked for me,
12 And 1 really believe that Mr, Orpen was
13 probably our Export Manager at that time, And, probably
14 we had a very small department, four or five people,
15 maybe, ’
16 Q So Mr. Orpen was working for you at that timq?
7 A No, I think he didn't work for me. I think
18 there was somebody in between me.
1s Q And do you recall who that individual would
% be?
a A 1 don't, but I certainly can find out.
2 Q We would appreciate it, if you would,
z A Sure,
% Q But, is it not correct then from what you arg
25

stating in your testimony, that this would have been an
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drea that fell within your responsibility at that time?

A Sure, yes,
Q So that your testimony is—
A I had to assign responsibility for a function

I would be involved in the big policy matters that the
corporation was involved in. For example, at that time,
we were heavily involved in Vietnam and I was up to my
ears in Vietnam and I wasn't worrying about appointing
a representative out in Iran at that time,

Q So that for whatever management reason there
was for your testimony that you are not knowledgeable—

A That's right.

Q -—it arises either because you didn't ask
somebody down below or they didn't report it up to you?
A Because it wasn't that important to the

company., It was a small matter,

Q Now, may I ask you if you know whether or not
there is a difference in the contract with Air Taxi
during the period of 1959 to 1974 and the contract
entered into with Air Taxi in 1968 with respect to the
ability or the requirement of the payment of commissions
to Air Taxi as a representative on direct sales from
government to government? That is to say that: 1Is it
correct that under the 1959 to 1964 agreement, there was

a prohibition in that agreement on commission payments
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to Air Taxi for any sales that arose on a government to
government basis; and that the agreement entered into

in 1968 with Air Taxi and Bell provided that on sales

of items, including helicopters, made on a government to
government basis, the commission to Air Taxi would be
negotiated or subject to negotiation?

A I believe what you are speaking of is the
normal evolution in the basic manufacturer's-representa-
tive agreement which we used across the world, And it
was just the most recent addition of that agreement
form that we signed with Air Taxi.

Q I recognize that, I'm asking a precise
question about the terms of the contract, and whether
or not that between the period 1959 to '64, there was
a prohibition on commissions to Air Taxi for government
to government sales; and in the 1968 agreement, there
was no more prohibition, but it was a matter subject to
negotiation? Albeit, it was part of the normal evo-
lutionary process, but is it not ‘a fact that what you
characterize as the "normal evolutionary process,"
there was a substantive change?

A I would have to read the print of the agree-
ment, but I believe that's correct.

MR, MARINACCIO: At this point, with re-

spect to the hiring of Air Taxi in these matters, I woul
like to turn the questioning over to Mr, Freed.
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(Brief break.)
EXAMINATION
BY MR. MARINACCIO
Q Mr. Atkins, before I turn the questioning
over to Mr. Freed, I have one clarifying question,
There have been times when I referred to agents and sales
agents and others have, too. I think we all meant to
say manufacturer's representative, but we've been using
the terms interchangeably.

Have you understood the questions when we've
talked about agents to also refer to manufacturer's
representatives?

A Yes, sir.
Q We'll try to keep referring to manufacturer's
representatives, but—

MR. SOUTTER: Before we go on to the
questions from Mr. Freed, the last series of questions to
Mr. Atkins before the break related to the evolution of
the agreement with Air Taxi. And basically I think it
was sort of stated in terms of the 1959 agreement and the
1968 agreement.

For the record, I'd just like to state that
we've provided the Staff with a copy of the '59 agreement,
the standard form of agreement as it existed imn 1968, and

also the standard form of agreement in 1970. I don't

Digitized for FRASER
http://fraser.stlouisfed.org/

Federal Reserve Bank of St. Louis




138

6L

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

believe Mr. Atkins reviewed these in preparation for
these proceedings, but I submit that the evolution of
tﬁose is stated within the confines of each agreement.

MR. MARINACCIO: 1 appreciate that
comment, and think the agreements do speak for themselves.
I was only—sthe only point I was making at this stage
with respect to the agreements is, there appears to be a
change in the ability of the manufacturer's representative
to get a commission on government-to-government sales,

And I wanted to know if Mr. Atkins, or his counsel at
this stage, had anything contrary to that to put into the
record, or is my understanding correct?

MR. SOUTTER: There wer; changes in the
course of those agreements. I'm not prepared to say right
now whether they were done in 1968 or the 1970 amendment.,
I just point out--for the change in form there.

MR. MARINACCIO: I see. With that,

we'll go ahead with Mr. Freed.

EXAMINATION
BY MR. FREED
Q I have several documents here which I want
to have marked as exhibits. I think as we go along I'll
put the numbers on them because there are quite a few.

We can do one exhibit 8, 9, 10, 11, 12, 13, l4.
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(The instruments referred to
were marked "Exhibit 8"
through "Exhibit 12" for
identification.)
Q Mr. Atkins, did Bell Helicopter rehire Air
Taxi in 1968 because it knew that some large helicopter
deals were in the offing in Iran?
A Not . to my knowledge.
Q I want to read you a copy of a cable. This
cable will be marked Exhibit 8. TIt's a cable from
Mr. Zanganeh. That's Z-a-n-g-a-n-e-h—of Air Taxi, and
it's to Bell Helicoper, Attention Mr, Orpen. And in it
Mr. Zanganeh thanks him for the letter of February 1l6th,
says he accepts the offer to become the manufacturer's
representative for Air Taxi, for Bell Helicopter. And
he says:
"Offer accepted but have important
information necessitating discussion.
Departing Tehran for Europe. Request you
cable suggestion re possible meeting."
Then Exhibit Number 9 is a cable from Mr.
Orpen at Bell to Air Taxi, and it says:
"Zanganeh, advise possibility your coming
here from Europe for visit which would be
desirable many standpoints."

Did Mr.-—do you know whether Mr. Zanganeh

23-553 O ~ 78 - 10
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did come to‘Bell Helicopter in Fort Worth then to
discuss~—~to have these discussions, and do you know what
he was referring to when he saidw

A What date was this, again?

Q These were cables on February 27th, 1968,
and then the second cable was on——the first one is
February 27th. The Air Taxi cable is February 27. The
Orpen cable was on February 28th.

A I have no information.

Q Let me just mark these,

Then there is an Air Taxi internal memo dated
March lst, which I am calling Exhibit Number 10—it's
from Mr. Zanganeh—in which he talks about:

"The continuous visits of Agusta Brothers

to Teheran and also the meeting of Prince Emanuel

with the highest authority as well as rumors

regarding the sale of a large number of heli-
copters in Iran, was reported to Mr., Orpen by

long distance telephone in Fort Worth, Because

of the confidential nature of the reports, it

was agreed that communication with Bell Helicopter

Company be made either through telephone or to

Bell's representative in Teheran or by my visit

to Fort Worth.,"

Were you aware of these rumors? Didn't Orpen
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4/05 1| report to you on the possibility of these?

2 MR. SOUTTER: Can we have the date of

3 that again?

4 MR. FREED: That was on March lst.

5 MR, SOUTTER: What yeax?

6 MR, FREED: 1968.

7 MR. SOUTTER: Okay,

8 A I recollect that Agusta made a sale in Iran.

9l In fact, I encouraged that sale,

10)) BY MR. FREED

11 Q How large was the sale and what was it?

12 A I guess I—— I shouldn't speculate but it was—
13 Q To the best of your recollection?

14 A Fifty ships.

15 Q Now-——

16 A The history of that was that Bell was very

17§} busy in that time frame working the best it could to

18 support the United States Army. And I felt that we were
191l not desirous of starting another program in Iran.

20 Q Now, I want to quote from a cable which I

21|l will—an Air Taxi internal memo which we will mark as

22| Exhibie 11, This is again from Mr. Zanganeh. And the
21l nemo reads as follows:

24 "During repeated meetings with General

25

Khatami, K-h-a-t-a-m-i, and a General Toufapian,
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spelled T-o-u-f-a-n-i-~a-n, as well as other

interested authorities concerning the Agusta

contract, we did our best to pursuade Ehe

Government to conclude the contract with Bell

Helicopter Company rather than Agusta,"

The question is: What was Bell at that point
working—- Do you have any knowledge about this internal
memo and about that situation with Bell moving into——

A No, I have no information about that memo.

But I do know that our sales department made
some efforts at this time, and I personally didn't push
the sale because I felt it was not a commitment that
we should make at that point.

Q Did you recognize the possibility of
increased sales to Iran, though, at that point?

A I did not recognize the great program that
might be in the future, no.

Q What about the meetings, were you aware of
the meetings or of any relationship or any contact
between Air Taxi and Generals Toufanian and Khatami?

A At that time I hadn't even been to Iran. I
didn't even know what those names meant,

Q What did Mr. Orpen report to you?

A Oh, T recollect some discussions about the

fact that there was a possible Iranian program, that they
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wamted help not only in helicopters but they wanted
training help. And I recollect some discussions that we
would have to find financing for the sale. And to me it
was not a program that Bell should undertake at that
time under those circumstances, considering all the
other things that we were doing.

Q Was Bell then possibly moving into Iran

over your better judgment at that point?

A I cut it off, I didn't permit it to happen.
Q Who was pushing it?

A Probably the sales department.

Q Were you aware then at that point of Mr.

Chafik, that's Mr. A, Chafik, C-h-a-f-i-k, who was a
partner in Air Taxi, and the fact that Mr. Chafik's son,
Prince Shahrirar, that's S-h-a-h-r-i-r-a-r, Chafik was
commander of an Imperial Iranian Naval base and also a
nephew of the Shah?

A I don't know that I knew of Mr. Chafik at
that point.

Q So at that point you knew little about who
the owners of Air Taxi were, what their relationships were

with the Shah or—

A I really—
Q —~—wor with the Iranian military?
A I really had had so little involvement with
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Iran at that point that my knowledge was very limited.

Q ' Then let me ask you about this. We'll mark
this cable as Exhibit 12, It's a cable from Mr. Kling
at Bell to Air Taxi, and it's dated April 30th, 1968.
And it reads as follows:

"Zanganeh, we want UHlH sale and you must

sell our proposal STOP Financing can be

made STOP Representation agreement airmailed

April 25,"

Now, how would this cable square with your
statement that you wanted to stop this, these were
against your better judgment?

A Because I just took a position——dates, I
can't tell you. I can't tell you where it came to me and
I made a decision that we would not do the program,

Q Who is Mr. Kling?

A He was a sales rep at that time.

MR. FREED: Kling is spelled K-l-i-n-g.
MR. GALERSTEIN: What's the date of the

cable?

5

. FREED: That's April 30, '68.
MR. GALERSTEIN: Okay.

BY MR. FREED
Q Let me ask you this: Was the international

sales staff working independently? How much freedom did
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theéy have?

A They would have considerable freedom.

Q But they were reporting to you?

A That's right,

Q And were you aware then of their at least

what appeared to be strong efforts, from these cables,
to get that sale, to move into Iran and to get this salé
to head off Agusta?

A Well, Agusta was our representative, They
had the right to sell in Iran.

Q All right.

A As 1 remember the transaction, our internation:
people reported to me the status of the sale, And at
some point-——what the date was, I don't know--I took the
position that we would not pursue the sale, we would not
attempt to get the financing, we would not commit our-
selves to that program at that time. And we didn't.

Q Let me ask you then: 1Is it reasonable,
then, that you at that point, in 1968, or early '68, you
felt that because of Vietnam, at least your commitment to
produce helicopters to Vietnam, that it was not adyisable
to get into Iran or to get into any other large contracts?

A That's correct.

MR. SOUTTER: Can we go off the record

for a second?
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MR. MARINACCIO: I would prefer to stay
on the record.

MR, SOUTTER: All right. I find your
whispering to Mr. Freed disconcerting at this end of the
table.

MR, MARINACCIO: Do you hear me
whispering?

MR. GALERSTEIN: Oh, yes.

MR. SOUTTER: Absolutely. And I don't
know whether the witness is being distracted through
your passing on questions to Mr. Freed.

MR. GALERSTEIN: If I may make a
suggestion, what is even more disconcerting to me is
that you're not listening to the witness.

MR. SOUTTER: Yes.

MR. MARINACCIO: I am listening to the
witness.

MR. SOUTTER: I don't believe Mr. Freed
can listen to you and the witness,

MR, MARINACCIO: I heard what the
witness said, And hereafter, instead of orally
communicating to Mr. Freed, I will write him written notes
And if I whisper something in his ear, I will do so, so
that it will not be audible. I didn't realize that my

whispering to Mr, Freed was audible,
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MR. SOUTTER: Thank you.

MR. MARINACCIO: Mr. Atkins, may I
ask you for the record, has my whispering in Mr. Freed's
ear been disturbing to you in any way?

THE WITNESS: No. The only thing that
I felt was that it was kind of difficult to understand
what I was saying while you two guys were talking.
That's all.

MR. MARINACCIO: Fine. 1 appreciate
your bringing that up for the record. And if it happens
again, I wish you'd bring it to our attention again.

BY MR. FREED
Q I'm going to give you these exhibits.

MR. MARINACCIO: I might say for the
record, to put that matter to rest, that on occasion I
had noted that Mr. Atkins' astute counsel had been
conferring in a low voice at the other end of the table.

A Touché.

MR. SOUTTER: We hope it was not
disconcerting to you, counsel.

MR. MARINACCIO: Mr. Collins, do you
have any questions?

MR. COLLINS: No.

MR. MARINACCIO: Mr. Doherty?

MR. DOHERTY: I have just one question,
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4/12 1 EXAMINATION

2 || BY MR. DOHERTY
3 . Q Mr. Atkins, it was my understanding of your
4| earlier testimony that at least as of 1971, the
5|l applicable procedure at Bell was that in connection .with
6|l the letting or the granting of a manufacturer's rep’s
7| contract, you would approve that, is that correct?
8 A I would ‘approve some of the contracts,
91| Basically, the important contracts as we looked at
10|l them at that time.
11 Q 1 see. So that was not an across-the-board—
12 A No, sir.
13 Q —=policy?
14 A No, sir.
15 Q Could you define for us the breakdown in terms
16 | of—ogive us some idea of what would fall under an
17 ]| important category as opposed to the unimportant which I
18 Il would gather you would not approve?
19 A I would say, basically the ones that I was
20l interested in were the European contracts, because that
21 || yas where the market was the most developed. The Middle
22 || East had not been developed at that time.
2 Q Is it then—are you defining important then
2 in terms of size or potential size of the market?
25

A Yes., And also my area of knowledge at that
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time and my area of knowledge of people at that time,
because I had some knowledge of the European people.

Q And on the contracts, again, terms of the
procedures applicable at the time of the start, '68
now through the relevant time period, with respect to the
contracts which you did not yourself approve, at what
level would the authority be delegated to approve?

A The manager of the export effort,

Q And was, in your opinion, the letting of
the 1968 contract to Air Taxi consistent with the procedurg
applicable at that time as you described them?

A Yes, I believe it was.

Q Is there any different—or do those same
procedures apply to amendments to the contracts? And I
would say amendments that would deal with compensation,
the amount of compensation that could potentially flow to
the agent.

A Well, at some point in this period of time—
and I think it was later than what we're talking about— I
delegated the responsibility for setting compensation to
the Vice President of Finance., And it was his
responsibility. I wrote an official memorandum establish-
ing his responsibility, that any compensation which was
not in accordance with our standard agreement on the form,

would be established by him.
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Q Now, I'm not sure whether we have that
memorandum to the extent it would help us place the date
on when that policy was set.

A Yes.

Q I think it would be helpful toc the record if

that could be supplied to us.

A I would guess it was '75, '76, offhand.

Q So it's subsequent—

A Yes, sir.

Q —at least to the time we've been discussing?
A Yes, sir,

Until that time, what was the appropriate

o

or the applicable procedure followed with respect to any
amendments that would deal with changes in compensation?

MR. SOUTTER: May I interject, are you
talking, as we were earlier, about the evolution of the
standard form, or are you talking a specific amendment
to a specific contract?

MR. DOHERTY: That's correct.

MR, SOQUITER: I mean, that's both.

MR. DOHERTY: Yes, I'm discussing now
what happens once a contract has been granted, and then—

MR, SOUTTER: For Representative "X"?

MR. DOHERTY: That's right. And then

as time comes where there's an amendment to that contract
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wifh respect to compensation or some other significant
aspect of that contract, what procedures in the 1968 to—
the memo you've described to us were applicable with
respect to those kinds of amendments?

A Well, I would say that in an amendment to an
agreement to specify compensation that was not specificall
called for in the agreement, for example, if they sold
more than five ships and therefore it was a negotiation
thing, that probably somebody in the Finance Department
or in the Contracts Department would participate. It
would not be a decision just made by the international
people.

And in the important ones I probably was
involved.

Q Thank you.

Mr., Atkins, we are about to move on to the
matter of the sale of the helicopters. As previously,
you'll have the opportunity to make any clarifying
statement or any other statement you wish to make that
you feel might be helpful with respect to the matters
we've just been discussing, namely the hiring of Air
Taxi in 1968 and so on.

A Thank you, but I think it's been well covered.

y
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4/16 1 EXAMINAT ION
2 (| BY MR. MARINACCIO
3 Q Now, Mr. Atkins, there did come a time, did
4|l there not, im April of 1972, when you received a letter
5| from Lieutenant General Toufanian which I would describe
6ll as a letter of intent—
7 A Yes, sir.
8 Q —setting forth his intent to purchase a
9| substantial number of helicopters from the Bell Company,
104l 15 that not correct?
n MR, SOUTTER: Do you intend to introduce
12|l that for the record?
13 MR. MARINACCIO: I will indeed, right
M now.
15 A Okay. Well, I don't think the letter specified
16 any number of helicopters. It merely specified that they
17 woutd procure, provided the ships met certain performance.
18 MR. MARINACCIO: Okay. If I may, I woulfl
19 like to mark this as Exhibit Number 14.
20 MR. FREED: 13.
a MR. MARINACCIO: 13.
22 (The letter referred to was
marked "Exhibit 13" for
23 identification.)
24 Q And I show you the document and ask you if
25

this isn't the document that you received, the one I'm
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4/17 1)| referring to, and I'll read the document into the record
2 || and ask you some questions about it.
3 A I worked very hard to obtain that document.
4 Q So it is the document that you received?
5 A Yes, sir.
6 MR. GALERSTEIN: What's the date,

7| please?

8 MR. MARINACCIO: The date of the

9|l document is April 18, 1972, and it's from Lieutenant

10 || General Toufanian, Deputy Minister of War for Armament of

11| the Government of Iran to Mr. Atkins, and it reads:

12 "Dear Mr. Atkins:

13 Further to our conversations during my

14 visit to Fort Worth I am pleased to inform you

15 of the firm intent of the Imperial Government

16 of Iran to acquire the AH-1J and 214 helicopters
17 for the Imperial Iranian Ground Forces.

18 2. This decision is contingent upon satisfactory
19 performance of subject aircrafts per applicable
20

specifications and satisfactory coproduction

2 arrangements,

2 3. We shall provide two C-130 aircrafts to

23 airtransports—(sic., his error)—these helicopters
B to Iran and return; you shall, however, bear the

25

cost of the evaluation.
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Very truly, Lieutenant General H.
Toufanian," »

Mr. Atkins, I'll ask you if at that time you
thought that this letter of intent indicated that the
Iranian Government would be purchasing a substantial
number of helicopters from Bell, and if so, state the
approximate amount that you thought that Bell was going
to be supplying?

A Well, the letter of intent to me was no
authority to proceed with the contract. It did mean to
me that the Iranian Government was serious about pro-
curement of our aircraft, and that if we were successful
in our demonstrations in the country that they would
subsequently procure aircraft,

I didn't, as far as quantity, I guess I
thought maybe 200 aircraft total, at that point,

Q What was the dollar value of the 200 aircraft
at that point, approximately?

A Five hundred-was five hundred milliom, two
hundred would be—

Two hundred million?

A Yes.
Also roughly they were a million dollars each?

A Yes, sir.

Q I see. But the letter of intent did indicate
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thdt Iran had made an initial selection of Bell as the
supplier?

A Yes, that's correct.

Q Now, for the record, did Bell subsequently
enter into a contract with the Government of Iranm for the
sale of a number of helicopters pursuant to this letter of
intent, and if so, when was the contract entered into,
when were the helicopters delivered, over what period of
time, how many were there and what were the approximate
dollar amounts of the helicopters delivered?

A The Government of Iran signed a letter of
offer from the United States Government in approximately
September or October, 1972 for the procurement of the
202 AH-1J's and 287 Model 214's.

That letter of offer was followed up by a
letter contract from the U. S. Government to Bell in
probably November of '72., And then the letter contract
was confirmed into a fully executed definitive contract
in June of '73.

MR. SOUTTER: Between?

A Between, of course, the U. S. Government and

Bell.
BY MR. MARINACCIO
Q And how many helicopters did the agreement in

1973 provide for?

23-553 O - 78 - 11
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79
A 489.
Q 4897
A Pardon me. May I correct?

Q Please do.

A There were two separate—stwo separate
contracts, one for 202, one for 287.

Q Just in order to clarify the record, when
you've been speaking of an arrangement with the
Government of the United States, are you referring to the
FMS contract, and if so, could you tell us for the record
what an FMS contract is?

A Well, the contract with Bell was between the
Army Aviation Systems Command in St. Louis and Bell
Helicopter. In other words, the U, S. Government had
accepted an Iranian request to purchase and had agreed
to sell to the Iranians, and then the U. 8. Government
in turn contracted with Bell.

Q Is it fair to say, from your testimony, that
in your mind, at or about the time of April 18th, 1972
when you received a letter of intent, that you thought
that approximately 200 helicopters were going to be
delivered, and sometime over the course of the next year
that this amount was increased up to 4897

A That is correct., The Iranians were forming

an aviation program. And they were in the preliminary
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4/21 1|| stdges of their thinking in April of '72. And in the
2 || next four or five months they consolidated their thinking,
3|| they determined the number of operating units they were
4| going to have, and they made their equipment selections.
5| And, of course, the U. S. Government was acting as
6 || advisers to the country.
7 Q Now, can you tell us what role or part
8 || Mr. Zanganeh and Air Taxi played, what their performance
91l was with respect to obtaining your initial letter of
10|l intent from General Toufanian on behalf of the Iranian
11|l Government, and then subsequently for the increase from
12| 200 helicopters to 489? How far back do the Zanganeh-

13| Air Taxi efforts go, what were they, how important

14 |} were they and describe with specificity, what is your

15 || understanding of what they were?

16 A Well, Air Taxi, in my mind, performed the

17 || sales representative function that is normally furnished
181 in a country. We had no people that were stationed in
19 Iran., They represented our product with various people
20l in the Iranian Government.

21 When the sale began to develop, our people
2 would move in and they would introduce our people to the
3 Iranian people, and our people would take over the sales
2 effort and become the leaders in the sales effort.

25

They supported us in various ways. And, for
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example, I used their airplanes to fly down to Esfahan
when we were told that we were going to train at Esfahan.
Theyvcarried me down to Esfahan and took me to the
locations in Esfahan where we would probably operate.

So they furnished the—during the demoanstration
period they furnished a lot of support for the people
we were bringing to the country and for the equipment
we were bringing to the country.

I would say that they did not obtain the
letter of intent, I would say we obtained it.

Q Were you aware of any contacts made by Air

Taxi or Mr. Zanganeh or any other officials of Air Taxi

with various high government officials—

A I knew that—
Q —of the Government of Iran?
A I certainly knew that they knew some of the

high government officials.

Q Were you aware that they were making contact
on this sale with the Shah of Iran and people—important
people that had direct contact with the Shah of Iran?

A I don't think they— I don't know that they
ever had any contact with the Shah of Iran, no.

Q How about with people who had direct access

to the Shah of Iran?

A Well, I assume that they had high level

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



159

82

4/23 1

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

cortacts in the government and they knew people who had
contacts with the Shah, yes.

Q And at or about this time when this contract—
and I believe you referred to it as an important contract—
were you discussing the development of the contract with
Mr. Miller at that time, who was functioning as your
supervisor?

A I'm sure I was reporting to him on the progres{

that we were making in formulating the contract.

Q Did you ever—
A The program.
Q Did you ever discuss with Mr. Miller the high

level contacts that Air Taxi and Mr. Zanganeh had in Iran,
that they were making on behalf of the sales effort in
Iran?

A Well, you know, I guess I don't consider
Generals in the Army to be real high level people. To me,
in my contacts, I talk to Generals in the United States
Army all the time. And I think that's a normal contact
to be made by any company selling its product. And I
don't think I would report that as something that was
outstanding.

Q Would you report it as something that was
taking place by Air Taxi and its officials, that they

were discussing this sale with various Generals?
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< A I don't know that I would, because I just
don't consider that unusual. T was reporting my own
contacts. I was talking to people,

Q Did you ever discuss Air Taxi with Mr.

Miller in the context of contacts that Air Taxi or any of
its officials might have with the Shah of Iran or-—

A No, sir.

Q How would you characterize Air Taxi's sales
efforts relating to this major contract, if you will?
Would you—

A I would say that Air Taxi, certainly they
had people they knew. However, the real thing that sold
the program was the Bell products. It was not contacts
that sold the Bell products. The Iranian Government
desired to form an aviation program, and they knew what
the Bell products were doing in other parts of the world,
And it was the Bell products and, I like to think, some of
my own efforts and perhaps some of the advice they receive
from the U. S. Government that made the sale happen.

To me it wasn't Air Taxi that made the sale happen. They
contributed to it, they introduced it, they brought us

at the right time. But it was the total Bell thing, the
product, the people, the use of the product in other

parts of the world, the U. S. Advisary Service, those were

the things that made the sale happen.

f
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4/25 1 - Q Would it be fair to characterize Air Taxi and

2 || Mr, Zanganeh's efforts in this with respect to the sale as

3|} having played a leadership role with respect to the

4|| granting of the contract, vis-a-vis, themselves and

5| Bell Helicopter Company?

6 A No, sir.

7 Q Would it be fair to characterize their

8| efforts as being substantial and significant?

9 A It was certainly supportive.

10 Q Would it be fair to characterize it as

Nl crucial?

12 A No, sir.

13 Q Do you think you would have made the sale

14|l without Air Taxi?

15 A It depends upon whether we made the initial

16 | contacts at the proper time, and recognized the potential

171 of the program.

18 Q Can you describe the contacts that were made

19 by Air Taxi at the proper time to which you refer?

20 A I believe that they brought the program to us

21l 4t the right time, to our attention.

2 ' Q Can you describe the program that they brought

3 to your attention and the time they brought it to your

2 attention?

25

A Well, in my mind, Air Taxi was working with
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ou? sales department in the time frame of 1970 and 1971.

In 1971 there was a Paris Air Show. Many of
the high level people from Iran visited us‘at the Paris
Air Show and showed considerable interest in our products.

Our international marketing department
convinced me that I needed to go to Iran in the latter
part of 197L.

That trip was a very significant trip because
of the fact that the Iranians were operating the Agusta
ships and were having problems because of their hot and
high conditions.

For the first time, I introduced them to the
fact that Bell had a-—in development, had a Super Huey,
and they begame very interested in this Super Huey. For
example, a Huey would take off from Mehrabad Airport on
a hot day with three or four people aboard. It had a
capacity of ten or twelve., But because of the hot and
high situation, it would not perform. I saw that, and
I encouraged them to think about the Super Huey that Bell
was developing back home. That led to their decisions
to come to the States and look at what we had., And they
came to the States and looked at our facilities.

They talked to us about the capability of
both our Huey and our Super Huey—at the time we called it

the Tug, and it became the 214. And they talked to us
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abdut the Cobras, and should they buy the same Cobra that
the U. S. Army was buying? Or should they buy the Cobra
that the U, S. Marines were buying? And these discussions
were between Bell and the Iranian Government, they weren't
between Air Taxi and the Iranian Government,

And out of those discussions, the Government
of Iran suggested that we bring these two prototypes to
the country and take them out in the desert and take them
out in the high and hot places and do a formal test and

evaluation plan for them.

Q Who in the Government of Iran suggested that
to you?
‘ A General Toufanian.
Q Suggested that to you?
A Yes, sir.
Q When, can you fix the date?
A April of '72.

Q April of 19727

A Yes, sir. And that's why he wrote the letter
of intent the way he did, to indicate, okay, you prove
to me that your aircraft will do what you say it will do
and I will buy them.

Q When you say that you stated you had direct

contact yourself with officials of the Iranian Government,

including Generals——
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4/28 1 A Uh huh,
2 o] —you had personal contact with General
3| Toufanian?
4 A Yes.
5 Q Mr. Dehesh?
6 A Yes, sir.
7 Q General Khatami?
8 A I'd met him once.
9 Q Could you, for the record at this point, just
10|l describe the time and the place where you met General
) Rhatami?
12 A I had an appointment with him in his office
B and it was, I would guess it was the summer of '72,
14 Q And just tell us the purpose of your visit
B to General Khatami?
16 A Well, General Khatami, that's how you really
17 pronounce his name, General Khatami—
18 Q And how do you spell it?
19 A K-h-a-t-a-m-i. —-was the Chief of the Iranian
20 Air Force. And he was a very respected person Country,
2 And the Iranian Army was moving into aviation. And so it
2 was natural as part of our sales program that we would
s stop and talk with General Khatami and explain to him the
24 advantages of our helicopters. And we did that in that
25
discussion.
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4/29 1 (Exhibits Nos., 14 and 15
were marked for
2 identification.)
3 Q Mr. Atkins, I've marked for the record Exhibit|
4]l Number 14, a letter from Mr. Frank Sylvester who I
51| believe is on your staff and reports to you, to Major
6|l General H. A. Twitchell concerning the sale of helicopters
7|l to Iran. And the pertinent part that I want to bring to
8| your attention is as follows:
9 "In April 1971 a final U, S. Military
10 FY 70 production run of approximately 200 Cobras
R will begin. We have no indication of any
12 follow-on U.S. procurement, Therefore, in order
13 to take advantage of the price of this production
14 run, it is necessary that customers place firm
15 orders not later than 30 September 1971, This
16 is requisite to the procurement of long lead
17 time components to mesh with any extended
18 production schedule,?
19 I'd like to show you this document and have
20 you have a look at it.
2 MR. GALERSTEIN: What's the date of
2 that?
23 MR. FREED: March 31, 1971.
2 A March 31, '71L.
25
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BY MR, MARINACCIO

Q Okay, The matter I would like to discuss
with you that this document raises is the matter of the
production line for Bell helicopters and the need for
production, and so on. And you had mentioned previously
that during the Vietnam War and, particularly in 1968,

you were——

A Uh huh,

Q ~——producing—

A Large quantities.

Q ——large quantities of helicopters and

presumably your production line was operating at
capacity. And does this document reflect the situation
that your production had begun to scale off after the
Vietnam War and there was a time at or about this time
that you were looking for substantial replacement
production for the Bell helicopter line and Iran was one
of your good prospects?

A Without looking at production schedulés, I
can't remember the exact situation, but certainly as
Vietnam phased out, certainly we were looking for other
possible customers for our products,

Q And would it be fair to say that Iran was

a good prospect for replacement in this regard?

A I would say at the time that that letter was
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written, we saw a small program in Iran, not a large

program.
And you'll notice that letter only refers to
Cobras,
Q Can you discuss that and tell us what the

significance of that statement is?

A Well, the significance of that was that
Agusta had sold Hueys into Iran, and therefore we were
not going up against those Hueys in a sales effort. We
were suggesting that they buy armed helicopters only.
And T think at the time that we wrote that letter we were
thinking of a program of fifty or a hundred ships.

Q Now, the next document I wanted to bring to
your attention was Number 15, which precisely I think
raises the Agusta situation that you referred to—

A Uh huh.

Q ——in your answer to that question. And I'd
like to discuss with you for the record the matter of
Agusta as your licensee in Iran and so on,

A Right,

Q And in order to lead us into that, I would
like to read from the document marked Exhibit Number 15.
It's a cable from Kenworthy, who's an individual that
apparently works for you?

A Uh huh.
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£oQ At Bellcraft, to Iran, dated 2 June 1971,
stating:

"By virtue of our licensing agreement

with Agusta which provides Agusta exclusive
sales rights for 212 in Iran, we are unable to
quote availability or delivery of the UH'IN STOP
However, this does not preclude Iranian
Government requesting U. S. Government for this
information on government-to-government basis

as provided in license agreement.

Regards. Kenworthy."

Now, with the use of this document as a
lead-in, I would like to ask you to begin discussing the
Agusta situation. They were, were they not, your sales
agent in Iran for the sale of helicopters?

A That's correct.
Q And does that——
MR. SOUTTER: Was that just a model,
Mr. Atkins?
MR. MARINACCIO: Pardon me, could
you—because I missed that, please?
MR. SOUTTER: I don't know myself as to
what Agusta sales rights were, whether it was by model
or——

A Agusta had exclusive rights to sell Model 212'

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis




169

92
4/33 1]l at Iran, and therefore we did not have the right to

2l| quote them directly to the Government of Iran.
3 If the U. S. Government should decide to
4|l accept a letter of offer for an FMS sale from the
5| Government of Iranm, then the U. S. Government could
6| deliver 212's in Iran. That's the way our license
7| agreements are written,
8| BY MR. MARINACCIO
9 Q Well, I want to discuss this Agusta—
10 A Yes, sir.
1 Q —matter with you at some length and go over
12 | many of the documents, and then I'm sure some of the
131l others are going to have some questions on this, too,
14 But my lead-in questiom is this, and I'Q
15| 1ike to get your testimony on it: The documents appear
16 || to indicate that Agusta had the right to sell cextain
17 || helicopters to Iran, and that in order to allow Bell to
181 sell direct and bring the production to Texas, that the
19 || sale of helicopters had to be made on a government-to-
20 government basis. And, further, if I may, that throughout
21 this transation at that time—and I think the documents
21 will fairly show this-—that in order to move Bell in and
23 Agusta out, there was a need for what I would characterize
2 as, and you may disagree with this, extreme secrecy about
25

the Bell discussions and negotiations in order that Agusta
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4/34 1| nor anyone else became aware that Bell was about to take

2t a substantially large position in Iran.

3 I'd ask you to comment on that.

4 A Yes.

5 Q And then I'm going to develop that through

6!l the use of these documents which we've gotten pursuant

7 to the subpoena,

8 A First of all, we went there to sell Cobras

91 in *71. Agusta had no rights to sell Cobras. It didn't

10} have at that time, they don't have today. We never

|l 1icensed the armed helicopter to Agusta.

12 So we were in there on the basis of selling
13 Cobras, not transports. Okay?

14 Now, as I remember the license agreement,

15 talking off the cuff, I believe that the only model on
16 which they had an exclusive right in Iran was on the Model|
17 212, They had non-exclusive rights to sell the Jet

18 Ranger and Huey series, but not exclusive rights.

19 So, the 212 was the only territory granted
0 on an exclusive basis. And then, of course, an FMS

a sale could be made, but was never made; we never sold a
z 212 in Iran.

B MR. GALERSTEIN: It's a quarter after
2 12:00. Do you wish to break or continue or what?

25

MR. MARINACCIO: Let's break for
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lunch now and we'll come back in 45 minutes.
A Okay. So we're at Agusta.
MR. MARINACCIO: We are indeed.
A Okay.
(Whereupon, the luncheon recess was

taken, to reconvene at 1:00 o'clock p.m.)

23-553 O - 78 - 12
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THURSDAY, FEBRUARY 2, 1978
AFTERNOON SESSION
(Whereupon, the hearing was reconvened at
1:00 o'clock p.m., pursuant to thé luncheon recess,)
(Exhibits Nos. 16, 17, 18

and 19 were marked for
identification.)

JAMES F. ATKINS
resumed the witness stand and testified further as
follows, to-wit:
EXAMINATION (Continued.)
BY MR. MARINACCIO
Q Mr. Atkins, before we took the break, we
were discussing the Agusta situation. And I'd like to
show you a series of documents and get your comments
on them.
I'd like to show you Exhibit Number 16,
Exhibit Number 17 and Exhibit Number 18. These are all
documents that appear to have originated from Air Taxi
and communicated to Bell Helicopter. And Exhibit Number
16 says in pertinent part with respect to prospective
helicopter sales, and this is dated August 24, 1971,
MR. FREED: Let me get—what number is
that?

MR, MARINACCIO: Number 16,
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MR. FREED: Let me get that down.
August 24, '71., And a cable from whom?

MR. MARINACCIO: Cable from Air Taxi
to Bell Helicopter. And Exhibit Number 17 is a cable
from Air Taxi to Bell Helicopter dated 27 August '71,

MR. FREED: That's cable, August 27,
'71.

MR. MARINACCIO: And Exhibit Number 18

. is an Air Taxi Internal Memorandum dated October 28th,

1971.

' Q And Exhibit Number 16, speaking in terms of
the prospective helicopter sales, talks about the
secrecy matter, quote:

"Once again must remind importance of
maintaining concealment. Regards, Snapper."
Incidentally, who was Snapper?
A I don't know.
Q There appeared to be many, many documents
in which codes are used.
A I know they were using codes.
Q Could you tell us the reason why they were
using codes?
A Well, because at that time in that country,
particularly, nothing was privileged and communications

were apt to be intercepted., And I'm sure that's the
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reason they did.

Q ‘Letters would be intercepted or telexes
intercepted?

MR. SOUTTER: Was this a competitive
situation?

A Well, to me, the telephone, the telex, was
not protected at that time, and I think our people used
codes because of that reason. 4
BY MR. MARINACCIO

Q Again, Exhibit Number 17 says in pertinent
part:

"We strongly recommend that this delicate
matter be treated with maximum caution,

otherwise it will result in great conflict to

our mutual disadvantage. Best regards., Snapper."

I think this document indicates that Snapper
is Air Taxi, isn't it, under the code?

A I don't know.

Q Document Number 18 states in pertinent part:

"Oon a few occasions during his stay in

Teheran with the Bell Helicopter's team consisting

of Mr. Sylvester, Mr. Mitchell and Mr. Gallagher,

we verbally informed Mr. Horsley—"
And I think those are all employees of Textron.

"——mthat since very important discussions are
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taking place and activities going on, to

discontinue Augusta's efforts in Iran and

replace them with BHC, Bell Helicopter Company,

in this market, it is absolutely inadvisable to

send reports in writing. We stressed that all

our communications from now on be either verbal,

long distance telephone calls or coded telex

messages. Therefore, except for routine
activities, we agreed not to submit any

written reports,"”

Now, I wish to show you these documents,

Mr, Atkins, and I would like to ask you to explain the
relationship between Agusta and Bell and why the need for
this extreme secrecy?

A Well, the Agusta situation—as I say, we went
to Iran with the thought of selling the armed helicopters.
We felt that Agusta had sold Hueys in Iran, and if there
was additional purchases of Hueys made, that perhaps
they should be made from Agusta.

Now, Agusta had certain commitments to train
the Irapnians, to build a maintenance facility for the
Iranians, to deliver aircraft on schedule, and to
deliver spare parts on schedule. The Government of Iran
was unhappy with the Agusta performance in all these

areas. And they in effect were encouraging us to take
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ovér the total helicopter business in Iran, certain
elements of the Iranian Government were encouraging us to
do that.

Q Who would those elements in the Iranian
Government have been, would it have been Mr, Dehesh?

A Oh, we talked about that with General
Toufanian and Mr. Dehesh, And so, we were going down
the centerline and saying, "Look, we're selling our
helicopters, this is a different situation over here."

The facility that Agusta had built at Mehrabad

was a nice facility, but it was not productive. They
thought we should take that facility over and run it., I
was taken out there and inspected the facility.

Q The Iranian Government officials thought that

Bell should take over the Agusta facility?

A And run it. There was a joint—
Q Who were those government officials?
A There was a joint company formed, partially

owned by the Iranians, partially owned by Agusta, that
had built the facility. But they were trying to get
Agusta to perform, and at the same time they were weighing
their alternatives to turn to us if Agusta did not perform|

And so it became a very competitive thing out
there, and Agusta are very competitive people.

So that's really the competitive side of it.
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I Chink they were talking about in there. And, of course,

eventually we did take them over.

Q They were your licensee at the time—
A Uh huh.
Q ——for certain aspects of it, and then you

took over your own licensee?

A No. Actually what happened was that the
Iranian Government bought the facilities from Agusta
and turned it over to us to operate.

Q And who were the Iranian Government

officials that were instrumental—

A Basically—
Q ——in having you—
A Basically, the military industrial organizatiog

headed by-——

qQ Specifically?

>

—the Vice Minister of War—

Q Would that be General Toufanian?

A Yes. ~—is in charge of industrial facilities
such as this facility at Mehrabad. And it was this

level that we were talking about.

Q Was Mr. Dehesh involved in those discussions?
A Yes, in some of them,

Q In some of them?

A He was at that time an assistant of some kind
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5/07 1 || to :6eneral Touvanian.
2 Q Was General Khatami-—
3 A He was not involved.
4 Q —involved?
5 A Never involved. I met General Khatami once.
6 Q And that was in 1972, I believe you stated?
7 A I think it was. I'm not sure whether it was
8{ '72 or '71, but it was during that sales effort of that
9| time, right.
10 Q During the sales effort having to do with—
1 A Trying—
12 Q —what came out to be the sale—
13 A —to formulate the program.
14 Q —the sale of 489 helicopters?
15 A Right, to formulate the program.
16 Q Did you have a long discussion with General
17 || Khatami?
18 A‘ I don't think it was very long. I remember
19 || spending maybe a half hour is my recollection of it.
20 Q What did he say to you and whaé did you say to
21 || him?
22 A It's pretty hard to say, five or six or seven
23 years ago. But,basically,[vwent in there with the purpose
24| of talking about our product line and how it was the right
25

product line for the Iranian Government to purchase,
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5/08 1 Q Now, why would you have gone to see General

2 || Khatami about that?

3 A Well, because—=

4 Q Because he——s

5 A Because I'm a good marketing man. And when

6| you go out to sell a program, you cover all your bases,

71| You don't leave anyone out. And I had— I knew that

8 || the decision point was not General Khatami. I knew the

9| decision point was in MIO, Military Industrial Organiza-

10|| tion.

11 Q What part did you think that General Khatami

12 || might play in the subsequent sale of helicopters from

13 {| Bell to MIO—through MIO to the Government of Iran?

14 A The Government of Iran is a very small thing.

15 || And everyone plays in these things, see. It's not a

16 || great big operation where you have thousands of Generals

17 || 1ike we have in Washingtom. 1It's a very small operation.

18 || And the Chief of the Air Force is a very important person.

1 Q And General Khatami was the Chief of the Air

20 || Force?

21 A Yes, sir.

22 Q And he would have had an important input, at

23 || least in your mind, in any decision on the sale of—

24 A Well, the helicopters—

25 Q —on the sale of helicopters from Bell to Iran
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A The helicopters were going on the ground
forces, and what his influence would be on the ground
forces, I had no idea. But they might look at him as a
qualified expert in the aviation business, and as such, I
wanted to tell him about the value of the Bell products.

Q Since he was a General of the Air Force and
had no specific responsibility for the acquisition of
helicopters by the Iranian Army, what was in your mind,
why did you think that what you told General Khatami
would have an important influence on the sale of heli-
copters to the Iranian Army?

A Well, I assumed that the tops of the military
services had discussions and talked among themselves, and
I would assume that the chief of the ground forces would
be interested in the opinions of General Khatami about
the value of a particular make helicopter.

Q So in fairness then, you felt that General
Khatami would possibly have some input into the decision
to acquire the helicopters from Béll?

A I didn't think he would have necessarily an
input. But I've learned enough in this world that you
can't afford to have this little pocket over here opposing
you. And sometimes when you overlook a pocket like that

in a marketing program, that pocket takes a negative

position because you did not advise them of the merits of
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your program. And so I wanted to cover all the bases
and I went to see him once. I think it was the proper
thing to do.

Q Did you think in your mind that that pocket,
as you described it, had an interest in this transaction

of some nature?

A No, sir.
Q 0f whatever nature?
A Just an aviation interest, General Khatami

was a good aviator, and as such he was interested,

Q We want to get back to General Khatami later.
A Sure.

Q But I want to continue with—

A Yeah.

Q ——this line on the Agusta transaction and

the need for secrecy and concealment.

I show you document Exhibit Number 19, which
is an internal memorandum from Mr. Zanganeh to his files
which we got from Bell Helicopter. He says—

MR. GALERSTEIN: Pardon me, What's the
date?
‘ MR. MARINACCIO: Excuse me. September
21, 1971.
MR. FREED: 1Is this another document?

MR. GALERSTEIN: Number 19.
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MR. FREED: Okay. Let me get that.
Air Taxi Internal Memo.
MR. MARINACCIO: September 21, 1971,
Q And this document says in pertinent part,
and then I'll let you look at it for'your review:

"As previously scheduled at a very private
meeting, Mr. Dehesh on behalf of General
Toufanian asked me to send a telex requesting
Bell Helicopter Corporation to definitely send
a representative or team to Teheran with full
powers on November 1, 1971, and officially
informed the Iranian Government of the
willingness and ability of Bell Helicopter
to co-produce Huey and Huey Cobras. At the
same meeting, Mr. Dehesh re-emphasized the
importance of Bell Helicopter Company avoiding
support to Agusta under any condition. We
know very well that Agusta is making his last
effort both in Iran and back in Fort Worth,

In this respect we are confident about their
position in Iran, but wonder about it back in
Fort Worth?"

Are you familiar with what Mr. Zanganeh is

talking about in this document?

A I think so.
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106
Q Could you give us your comments on that?
A Uh huh.
Q And with particular reference to what

interest Mr. Dehesh would have in advising the agent of
Bell Helicopter to avoid supporting Agusta, and I think
implicitly because he probably said it in other
documents, maintaining concealment and secrecy?

A Okay. Well, I think what they're referring
to in the Agusta matter is that, as I told you before,
Bell Fort Worth was saying, we have gone to Iram to sell
armed helicopters. You have purchased transports from
our licensee. We do not want to interfere in that
program. And I think that's the discussion that they're
talking about in secrecy as far as Agusta is concerned.

Now, Agusta was trying to encourage us to
stay with that position because they recognized the
program was developing, also.

Q Did you and Bell Helicopter agree with the

need to maintain secrecy and concealment from Agusta?

A Well, I think you're using—
Q And did you behave in that way?
A Well, I think you're using the word secrecy—

you're overdoing the word'secrecy' and'concealment."
Q I'm jw t using the document—

A Yes.
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5/13 1 Q I'm using the words in the document.

2 A You don't normally go out and lay your
3|| marketing program out in front of your competitors,
41 you just don't do that,as a matter of good business
5/ practice.
6 Q But Agusta was your licensee as well as your
7| potential competitor?
8 A That's right,
9 Q And one of the documents, I belieye, from
10} one of your people indicated that any transaction entered
11 into had to be structured from government to government
12| because if it was structured through the agent—
13 A Oh, no.
14 Q ——the agent, Agusta would—
15 A Now, you're—vyou're—
16 Q ——have to derive a commission. Would you
17 explain that?
18 A No.
19 Q What it is?
20 A You're making mistakes in what you're saying.
2 Q All right, I think I am summarizing what I
2 read in a document, so I'd like your comments on that,
B A Well, I think I commented before that Agusta
% had an exclusive right to sell the Model 212, and Bell
25

could not sell the Model 212 directly to the Government of
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Iran.

But I believe that all other models were not
subject to an exclusive arrangement, and therefore Bell
could sell those directly to the Government of Iran.

Q Okay. If I may, I'd like to go through a
series of documents to discuss Air Taxi's and Mr.
Zanganeh's performance and the success of Bell Helicopter
in being able to get—=deriving the contract for the sale
of the helicopters from the Government of Iran. And this
series of documents does go back to 1968 and I'd like to
ask you some questions about them,

A Sure.

MR, MARINACCIO: Would you mark these
documents, please.
(Exhibits Nos. 20 through 32
were marked for
identification.)

Q Mr. Atkins, 1'd like to refer to Exhibit Numbe
20 which is a communication from Mr. Zanganeh to Bell
Helicopter dated March 2, 1968,

Mr. Zanganeh says:

"Am arranging meeting with vitally important
contact here within 15 days affecting your sales
project. Subsequent this meetipg will schedule
visit Texas. Regards, Zanganeh Air Taxi."

Would you know who Mr. Zanganeh is referring
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5/15 1|l to in this document?

2 A No, I have no idea.

3 Q Do you have any recollection of any person

4l visiting Texas, presumably your plant, in 1968, who

5! would be characterized by Mr. Zanganeh as a "vitally

6!l important contact" involving the sales of helicopters?

7 A I would have no idea who that is,

8 Q Who in Bell Helicopter would have gotten a

9 || communication from Mr. Zanganeh at that time?

10 A The Export Department, probably, Orpen.

n Q Which was under your—s

12 A Yes.

13 Q ——supervision and jurisdiction.

14 And your testimony was that Orpen did not

15 report any of this to you?

16 A No, I didn't say that.

17 Q Did not report this to you?

18 A Well, my testimony is that in 1968 a lot of

19 people visited the Bell Plant. And I personally have no

20|l dea who that telex is referring to.

21 Q Okay. 1'd like to refer to document Exhibit

2 Number 21 from an official of Air Taxi to Mr. Gallagher,

3 dated December 10, 1972, in which he says in pertinent

G parkt:

25

"Mr. Zanganeh will be carrying with him
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Air Taxi's file regarding our efforts for Bell

during the past years. While going through

this file you will appreciate the valuable

cooperation devoted and contributed by us

which resulted in the recent large order,"

Do you recall if Mr. Zanganeh visited Bell
Helicopter, Texas, at a time subsequent to December 10,
1972, at a time in which he carried a file with him
containing documentary evidence of his contribution in
the efforts to the Bell Helicopter sales inm Iran?

A I think that's probably part of the file
you're reading from. And it was our request to Air Taxi
to document their case because we felt that we would have
to document the commissions that we might submit as part
of the FMS case to the U. S. Government.

Q So you were aware that Mr. Zanganeh was
coming here with that file. Did you—

A Well, I can't say that I was aware that he
was coming here with that file, but I know that he asked
him to prepare such a file, and I know he was here
several times,

Q On one of those visits at or about that time,
did you have occasion to sit down and talk with Mr.
Zanganeh about this specific matter of efforts that he had

made to get the—

23-553 O - 178 - 13
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A Oh, I'm sure——

Q —get the Bell Helicopter contracts?

A I'm sure I talked to him about that, yes.

Q Here in Texas?

A Probably, yes.

Q On his visit?

A Yes.

Q And how many occasions would you have talked
to him when he was here, would you have had a conference
with him?

A Oh, I may have talked to—well, I may have

talked to Mr. Zanganeh in Texds—

Q How many discussions did you have with Mr.

Zanganeh that particularly focused on his participation

and his contribution in the obtaining of the "recent

large order" with the Govermmént of Iran?

A Oh, I'd say four or five.

Q Four or five?

A Yes.

Q And could you tell us the substance of

conversations?
A Well, I—
Q What was Mr. Zanganeh saying to you as

what his contribution was?

A Well, he considered himself to be our

those

to
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Many services of that type he performed for us.

mamufacturer's rep in Iran; that he had been our rep at
the beginning of development of a large helicopter programj
that he had assisted us‘in many ways, logistic support if
nothing else; and that, of course, he expected to be well
compensated for his efforts.

Q When you refer to '"logistic support if
nothing else," did you include in that contacts with
Iranian Government officials—

A No.

Q —such as Generals and perhaps the Shah
and General Khatami?

I don't.

A No, Logistic support £o me means

just that, transportation, typing, various support that

you need to conduct a program in that country. We brought
a lot of equipment to Iran to demonstrate. He was very
helpful in getting the equipment through customs, very

helpful in seeing it was delivered to the right place.

Q Am I understanding you correctly then to be
saying that he was—at this meeting where he was discussing

with you a file about his important contributions——

A No, no, wait a minute.
Q ——to a very—

MR. SOUTTER: That's not what he said.
Q Okay. Please clarify it.
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5/19 1 YA I said that we asked for a file to support

2l his claim of a commission on the sale. I didn't

3 [l personally discuss that file with him, but T did talk

4| with him about the proper compensation for his efforts in

5| Iran. .

6 Q And did he mention to you, discuss with you,

7|| the specific contributions that he had made, did he make

8|l his case with you, so to speak?

9 A Well, of course, I had seen his operation in

10]l Iran. 1.knew that he had been instrumental in developing

1] Bell as a possible contender for the program. I knew

12)| that he had supported us in our demonstration program.

13)| I knew all these things from firsthand knowledge, he didn'

14| have to tell me about them.

15 Q Did he tell you or didn't he tell you and if

16 so, if he discussed that with you, I would appreciate

17 your sfating for the record what he told you?

18 A Well, Mr. Zanganeh is a good salesman, and,

194 of course, he talked about what his organization had done

201 to assist us in our program,

2 Q And what did he tell you, what did he talk

22 apout?

B A Well—

% Q What kinds of things did he point to as being

s his contribution?
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5/20 1 A Well, basically, he talked about the fact
2| that he had been in Iran at the time the program was
3 instigated, that he had helped us develop the sale, that
4| he had supported us throughout as you expect a sales
5| representative to do, that he had Iperformed all these
6|l physical services for us. These were the things that he
7|l told us about.
8 Q Now, you seem to be—sthis is the second time
9| now you've focused on logistical, physical services.
10 A Yes.
1 Q Would you regard that as his most important

12 || contribution—

13 A No.

14 Q —sort of logistical things?

15 A No. But it is a big thing.

16 Q Yes.

17 A You don't recognize the problems of going
18 into a new country where it's very difficult to get a

19 typewriter or to get an automobile., You don't

20 recognize those things.

2 Q Well, I'm not recognizing or not recognizing—
22 A Okay, okay.

B Q ~-L'm just asking you what he told you at

24

these conversations?

2!
5 A I'm giving you as clear an understanding as

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



192

115

5/21 1|| I #an give you of those conversations,

2 Q Did he ever mention to you during the course

3 || of these conversations that he had been instrumental

4|l in developing contacts for Bell Helicopter Corporations

§|| with high government officials, iﬁcluding Generals and

6| persons who had a.direct access to the Shah of Iran?

7 A Certainly, he introduced us to his associates

8|l that he knew in Iran, and members of his Government that

9} he knew in Iran, certainly he introduced us to those, if

10} that's your question.

11 Q Did he mention that to you im his conversa-

12| tions with you? That was my questioa.

13 A I can't tell you whether he did or mot. He

14 || knew that I had been in country amd I had observed their

15| actions.

16 Q What is your best recollectiom as to whether

17 || he mentioned that to you or mot?

18 A I would say that he probably seid that his

13 company was influential in Iran.

20 Q With Government officials?

21 A Sure.

22 Q Did you-=

3 MR, SOUTTER: Can we put this im context

2 just a little bit more?

25

MR. MARINACCIO: I would like the
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5/22 1|t wifness to answer these questions.

2 MR. SOUTTER: Fine.
3 || BY MR. MARINACCIO
4 Q Did you ever tell him that you agreed with
5| him, that he had been helpful and instrumental in
6| gaining the contract by virtue of contacts with high
7 || Iranian Government officials?
8 A I would say— I would like to sort of— Can I
9| respond freely?
10 Q Oh, please do, please do. I just— I would
11 || just— Sure.
12 A Okay.
13 Q Make a statement.
14 A Okay. To me, a company that retains a sales
15 || representative in any foreign country expects that sales
16 || representative to use his best efforts to sell your
17 producﬁs. And sales representatives cannot live in a
18 || qungeon and not have friends and not know people and be
191 of any value to you.
20 So, certainly in my mind, Air Taxi played a
21 || part in the sales program, did know people of influence
22|l in the country, did introduce us to those people.
23 But the real sale was made by Bell and it was
24 || made by Bell based on its products, and it was made by
25

Bell based upon probably the recommendation of the U, S.
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Government that that was the way to go. And it wasn't
through the fact that Mr., Zanganeh knew General Khatami

that we made a sale., That had not a damned thing to do

with it.

Q Did Mr. Zanganeh ever mention General Khatami
to you?

A Yes,

Q And on what occasions and in what context did

he mention General Khataml to you?

A He mentioned General Khatami as a friend who
he knew. He arranged for me to go to see General Khatami.
And at one time I saw General Khatami, he made the
arrangements for me to see General Khatami.

He recognized fully that General Khatami was
not the-—~mnot the decision point on the program.

We also recognized that sometime later in the
prograh there might be an Air Force helicopter program.
And I guess in 1977 or so, we sold 40 or 50 ships to the
Air Force.

I think General Khatami had died by that
time. That's about the basis of it.

Q With respect to these conversations and the
input of Zanganeh and Air Taxi and General Khatami as

you've just discussed, had you ever discussed those
J »

particular aspects of this transaction with G. William
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5/24 1 || Mivler?
2 A I would think not.
3 Q What is your best recollection of whether
4| you did or not?
5 A I would say I did not.
6 Q You would say you did not?
7 A Yes, sir.
8 Q If I may, 1'd like to break that question down

9 || into two further parts: What is your best recollection
10 || as to whether you ever mentioned Mr. Zanganeh to Mr.

11 || Millex?

12 A I would say that Mr. Miller knew that our
13 || representative was Air Taxi. Whether he was familiar
14 || with the particular name Zanganeh or not, I don't know.
15 Q What is your best recollection as to if you
16 || ever discussed General Khatami with G. William Miller?
17 A I would say I did not discuss General Khatami
18 j| with Mr. Miller.

19 Q On the occasion of your visit to Iran in

20 {[ 1972 when you met General Khatami, did you, before you
21 (I left on that trip, discuss your leaving the country and

22| going to Iran with Mr. G. William Miller?

23 A Oh, I'm certain I told him I was going to
24|l 1ran.
25 ’ Q Did you provide him with an itinerary of the
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people that you would be visiting when you were in Iran?

A No, sir,

MR, SOUTTER: Was the purpose of your
trip to go see General Khatami?

THE WITNESS: Pardon?

MR. SOUTTER: Was the purpose of the
trip to go see General Khatami?

THE WITNESS: No.
BY MR, MARINACCIO

Q What was the purpose of the trip?

A Which trip are you talking about?

Q The trip in 1972 when you saw General Khatami,

A Well, probably the purpose was to see
General Khatami who was the Chief of Procurement of MIO,
and to help formulate the program that was developing.

Q And would you have informed your superior,
G. William Miller, at that time that you were going to
travel to Iran for that purpose?

A I would have informed him that I was going
over to Iran on a sales program. I wouldn't get ingo
specifics of who I was going to deal wiéh or do business
with,

Q You wouldn't discuss in the normal course of

business with your superior in a large corporation a trip

to a foreign country in which you had, I think it would
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be¥fair to say, had hopes to sell a large amount of
helicopters to; you wouldn't discuss that kind of a trip
with your superior in the normal course of business in
some detail?

A Not in that kind of detail.

Q And that goes to who you were going to see and
what you were going to do and what you hoped to
accomplish and—

A Well, I probably would talk about the program
and what we hoped to accomplish, but I wouldn't get into
individuals or who we were going to see, and probably
didn't know when I went who we were going to see.

I would probably have a principal appointment
with somebody like Toufanian. Other than that I would
probably not know,

Now when I go to country, I don't see one
person; I see a bunch of people.

Q And you stated previously, I think, that
it's your best recollection that Zanganeh arranged the
meeting with Mr, Khatami?

A Yes.

Q I think for the purpose of clarification of
the record, Khatami, Khatomi (phonetic), and there are
several different pronunciations of the same individual,

we're all talking about General K-h-a-t-a-m-i, the
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5/27 1 || Gederal of the Air Force, at least that's the way it's

2 || spelled in thoese documents that come from Air Taxi.

3 A Yes, Khatami, though, is the way you

4| pronounce it.

5 Q If I may, I'd like to read from Exhibit

6| Number 22—

7 A Uh huh.

8 Q —an internal memorandum from Air Taxi dated

9| september 23, 1971.

10 "We are pleased to see that the directions

11 made by Air Taxi were accepted by Bell

12 Helicopter Company, and ‘in a telex BHC

13 agreed to send its representatives to Teheran

14 on November 1, 1971. This information was

15 immediately relayed by Mr. Zanganeh to Mr.

16 Dehesh., Moreover, in the same telex Bell

17 Helicopter agrees the following:

18 A, To avoid any suppbrc to Agusta.

19 B, To treat all the useful information

20 relayed to them fully confidential,

21

Contrary to the desire of Bell, Air Taxi

22 still recommends that prior reconnaissance by no

A3 one is advisable before November 1, 1971."

u Does this document indicate that Air Taxi had
25

a substantial amount of discretion in both its actions and
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5/28 1 || with respect to recommendations that it was making to

2 || Bell Helicopter Company and, indeed, that the Bell

3 || Helicopter Company heeded the advice of Air Taxi?

a A Well—

5 Q Can you comment on that situation as it's—

6 A Let me put it—

7 Q —as it's surfaced by this document?

8 A Let me put it in context for you.

9 Q Sure.

10 A In June—or May or June of '71, there was a

11 || Paris Air Show. Representatives of the Government of

12§l Iran visited the Paris Air Show and the Bell Chalet and

13 || expressed an interest in our products.

14 From those discussions, what Air Taxi is

15|| relaying is a request that some top management of Bell

16 || come to Iran to discuss a possible program. And that

17 )] was my first trip to Iran im that November Af '71. And

18 || the purpose was to discuss the total requirements of

19 | helicopters of the Government of Iranm and what they saw

20 ([ in a program, what they wanted to do. That's what

21l || that says. And—

22 Q Is it fair to characterize it as the kind of

23 || beginning of the program that resulted in the ultimate

24| sale of—

25

A Well, I think we had had representatives in
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cotfntry many times before, and probably what that
indicates there is that they thought that Bell should not
be in country until the top management people arrived
in November.

Q 1'd like to read to you from Document Number
23 which raises another question. It's a document from
Horsley to Mr., Zanganeh. Horsley was an employee of
Textron, I believe he was operating out of Brussels.

He says:

"Further need to know with whom meetings
scheduled to take place. We are preparing full
co-production. We cannot afford to lose the
business through basic lack of knowledge in
what exactly it is that Sea/Suzy/Trout desire,
and in that regard I will plan to arrive end of
next week even if just to assist in the
ﬁreliminaries. This may be our one big change -
so let's not leave anything to chance.”

Would you know who Sea, Suzy and Trout are,

offhand? This is the same—

A Yes., Yes. I don't remember who those were
now, It was just some of the code. It probably
referred to the invitaciqn to visit MIO. What date is

that compared to—

Q This is October l4th, 1971.
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5/30 1 < A Yes.

2 Q This document raises the co-production,

3 A Yes .

4 Q Could you discuss the co-production?

5 A Yes.

6 Q Now, I don't know how that fits in and

7 || relates to the supply of helicopters, in with Agusta

8{ and so on.

9 A Yes.

10 Q Because I think the record needs to be clear

11}l on that co-production situation.

12 A Okay. Well, the Iranians felt that they

13 || would like to co-produce part of these helicopters that
14 || they were going to procure. I had not been to country
15 || yet at that point there. But after I got to country and
16 || saw the situation in the country—

17 Q Meaning Iran country?

18 A Yes. I recommended that they not co-produce
19 [ the helicopters. And I felt that they had a basic lack
20 || of knowledge of the product, they had no facilities, or
21 || very limited facilities, and I felt that they needed to
22 || concentrate on training their aviation people and

23 building a logistics cap;bility and not go into co-produc-
24| tion. And I made this very clear and really refused to

25 || enter into a co-production program.
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And as time went on and we had the chance to
show the people our facilities and what it took to
build helicopters, they basically agreed wifh us and
said, "Okay, let's get the training done first and let's
get the logistics done, and then in the future at some
point we will talk about co-production.”

Q 1 see. Do you have a recollection as to
whether or not if you entered into a co-production
agreement, whether or not your manufacturer's representati
in Iran, Air Taxi, would have been entitled to any
commission?

A I believe it was referred to in one of
those amendments and was specifically excluded. I think
IHI was mentioned, IHI, Iranian Helicopter Industries,
was mentioned as being an exclusion from the commission.

Q I'd like to read a pertinent part from
Exhibit Number 25.

MR. FREED: 24,

MR. MARINACCIO: I've skipped 24 because
24 refers to the secrecy issue again talking about the
slightest unwise move upsetting the whole thing% and
so on.

MR, FREED: Are you going to leave 24

in the record?

MR. MARINACCIO: Yes. Because I think

[ve

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



203

5/32

10
1
12
13
14
15

18
19
20
21
22
23
24

25

it sheds lighf on some of the documents.

MR. GALERSTEIN: Just tell us what
date it is so we can ma;k it.

MR. MARINACCIO: September 24, 1971.

MR, FREED: What is that?

MR. MARINACCIO: It's a document from
the coded name Snapper again, to Bell Helicopter,
Brussels,

MR. FREED: Snapper cable to Bell
Helicopter.

BY MR. MARINACCIO

Q Document Number 25, August 31, 1971, from
Air Taxi, Customer's Weekly Progress Report—— I think
that would have gone to Bell Helicopters—says in
pertinént part:

"The authorities have been emphasizing the
importance of keeping all of the information
under cover and keep them very confidential,
otherwise the whole future possibility will be
seriously jeopardized as we repeatedly brought
to your attention the gravity of the situation.
Please make sure to avoid any unnecessary attempt
or move without consulting us first."

Does that indicate, "in:all .candor, that they

thought, that is to say, Air Taxi, as communicated to Bell

s
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that they were playing a more significant and discretionar|
role than logistical support and things of that nature?
A I think that—
Q I mean, they seem to be giving you pretty
strong advice here, and the advice was taken, was it not?
A No. A lot of the advice wasn't takem. I
think that applies to the Agusta situation.
Q The next document is Document Number 26,
dated August 22nd, 1971, another Air Taxi internal memo.
MR. FREED: What date is Ehat?
MR. MARINACCIO: August 22, 1971,
another internal Air Taxi memo made available by Bell.
"Upon inquiry from Bell Helicopter Company
and thorough investigation I confidentially found
out that the Government of Iran has decided to
procure Huey and Huey Cobra helicopters. For
the time being the quantity of these helicopters
totals 160 ships, Model AH-1G, Model AH-1J,
Huey 205, a total of 160 ships."
Does this refer to the types of— Do the
types of ships, helicopters referred to here, refer
to the types of helicopters that were subsequently sold
in fact to the Government of Iran?
A The AH-1G, the AH-1J. The J was sold in an

approved form. The Huey, it was grown into a much more
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powerful helicopter. And it was sold as a Bell 214 which
was developed specifically for Iran and Iran paid for the
development of the program.

Q Now, did—s

A So the program grew from that point there,

the 160, to the 489.

Q To the 4897

A Yes.

Q That was really my question,

A Yes.

Q And I thank you for that.

A Yes.

Q Now, did Air Taxi ever indicate to you or to

anybody in Bell Helicoper the name of the individual
from whom they confidentially—the name of the Government
official—excuse me, it doesn't say Government official,
it just says they "confidentially found out that the
Government of Iran—"

A Uh huh.

Q Did they ever communicate to you their
source of this confidential ;nformacion?

A They did not to me. I don't know whether
they did to any of the sales people or not.

Q Would it be fair to conclude that the

confidential information that they had at that time was
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pofﬁting in the right direction with respect to the
large sale of helicopters to Iran? It turned out to be
a lot more than 160, but at least it was going in the
right direction, isn't that a fair assessment of that
situation at the time?

A Yes, but they said some things that were
wrong in that wire, if you notice. They said
“"co-production.” That never happened.

Q I don't think in this particular wire they
did say "co-production."

A Okay.

Q But I could be wrong. Would you review that
document, please?

A I'll read it.

Q Yes.

(Short pause.)

A See, it's interesting. This really meant
that they were going to procure 130 helicopters, because
they wouldn't buy—this really means that they would .
buy AH-1G's or AH-1J's, they would not buy both models.
So it really means 130 helicopters.

Q I see.

A Now, we were at that time only contending

for the gun ships. The Huey was something that we felt

should be placed with Agusta. So we were really chasing

Digitized for FRASER
http://fraser.stlouisfed.org/

Federal Reserve Bank of St. Louis




207

5/36 1

10

11

14
15
16
17
18
19
20
21
22
23
24

25

30 gun ships at that point.
Q I see.

(Brief break.)
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gt 1 BY MR, MARINACCIO
2 Q I'd like to read you a pertinent part of
3 vExhibit No, 27 which is a document dated August 13,
4 1971, the communication from Mr. Sylvester to Mr. Atkins
5 and Mr, Ducayet.
6 A What date is that now?
7 Q August 13th, 1976.
8 A Okay.
8 Q He says in the pertinent part and he's
1o referring to a document —well, I'll read the whole thing.
n It's just one paragraph:
12 "By telex today from A. H. Zanganeh,
13 Managing Director for Air Taxi, he confirms
14 that he has seen a copy of the Shah's Directive
15 to General Toufanian to commence immediate
16 procurement of 30 AH-1G or J's, plus 60 205's.
17 The same document also directs Toufanian to
18 give Agusta a RFP first, 1If their response is
19 not immediate, positive and acceptable (and I
2 assume this applies to the complete package)
a then Toufanian is directed to proceed personally
2 to the U. S. and to undertake procurement
= activities here."
i Would you have any knowledge as to who would
® have directed Toufanian to proceed personally to the
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I realize that this may be a better question
to ask of Sylvester, but I thought that he may have
mentioned this document to you, because it seems to
be a fairly important one.

A I would offhand—my reaction would be from

knowing the situation in the country, that there was

no document,

I would feel that probably the general had
discussed the program with His Majesty, and His Majesty
had given him certain instructions., Whether those were
his instructions, or others, I have no way of knowing,
But I would say that they do not communicate through
documents,

Q You would say that there was probably no

Shah directive—

A That's right,

Q —and that it was an oral communication?
A Yes, sir.

Q Could you speculate with me a little bit?

If you didn't think that there was one, what do you
think Zanganeh would have been referring to?

A I have no idea what he was referring to, but
see, this gets into the business of whether Agusta or

Bell, - Now-—
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6/3 1 Q Yes, it does.

2 A Yes.

3 Q And it's a terribly complex thing, and it's—

4 A Now, notice that—

5 Q —a thread that seems to run throughout this

6 whole thing and that's what I'm trying to clarify,

7 A See this? It says:

8 "The same document also directs Toufanian to

9 give Agusta an RFP first."

10 Q Yes.

1 A So what this is saying is that Agusta would

12 have a chance to bid the 60 205's.

18 Q Yes.

14 A He didn't have the right to bid Cobras becausg

15 he had no license with Cobras, So what this indicates

16 is that they were going to buy 30 Cobras, 60 205's and

7 they were going to come to us for the Cobras and go some

181 place else for the 205's.

9 Q I see, 1'd like to refer to Document No. 28,

20 a communication from Air Taxi to Bell Helicopter, Fort

2 Worth, ,again, from Mr, Sylvester., This document says

22 in pertinent part:

= "Wwith reference to your recent telex dated

2 March 30, 1971, we immediately contacted General

% Toufanian and Mr. Dehesh and briefed them
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regarding your forthcoming visit to Teheran.

As we telexed you on April 1, 1971, they were

of the opinion that the Huey Cobra presentation

should be made solely to them. They believe

that, contrary to your‘decision, the minimum

exposure is most advisable. As to the timing,

locations and invitations, we assure you that the

necessary arrangements will be made by us."

This document would indicate that General

Toufanian, Mr, Dehesh and Air Taxi are making sub-

stantial decisions?

A I don't see why you say Air Taxi.
Q Go ahead, will you?
A Yes, well, I read this as saying that Syl-

vester telexed Alr Taxi as our sales representative on
the fact that he was going to come to Iran and he
wanted to brief a possible sale of Cobras. And those ard
the same 30 Cobras we've been talking about.
And that Air Taxi coﬁtacted MIO and MIO

said back, '"Well, the briefing should be made to us at
MIO," and that was appropriate.

Q Of course, Air Taxi does use this language
that seems to crop up in many of these documents.
"Minimum exposure is most advisable." I mean, that's

a recurring thing. And it says, "As to the timing,
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Mocations and invitations, we assure you that the
necessary arrangements will be made by us.,"

That would sort of indicate, on ifs face,
that Air Taxi is taking upon itself to make substantia
decisions that they expect Bell Helicopter to rely on?

A Well, I think what they are saying there to
Sylvester is that you should agree to come and make
your presentations and we will establish an appropriate
time, and an appropriate place at MIO for those
discussions.

Q I'd like to move on to Exhibit No. 29,
dated November 2, 1969, another Air Taxi internal
memorandum, and in pertinent part:

"During the inauguration ceremony,

His Imperial Majesty stopped by Air Taxi's

stand and asked a few questions regarding the

various models of Bell Helicopters. Mr.

Zanganeh personally gave all the necessar&

explanations to His Imperial Majesty.,"

We may have discussed this aspect of it
before when we talked about your knowledge of Mr.
Zanganeh's having discussed various matters with the
Shah?

A I imagine that was that public affair they

LAV had over there; that Air Taxi was represented there,

|
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4nd His Majesty, because of his interest in helicopters)
stopped and asked some questions,

Q What was your understanding with respect to
how much influence Zanganeh had on His Imperial Majesty
or people that were in close touch with the Shah of
Iran?

A I don't think he had any influence with
His Imperial Majesty. He never took me to see His
Imperial Majesty.,

Q Document No., 30 goes back again to November
10th, 1968 where Air Taxi is discussing a meeting with
General Toufanian about the quantity of Model Jet
Rangers that the Iranian Government intended to buy.
And it says:

"General Toufanian .confidentially in-
formed me that the quantity would be somewhere
between 75 to 100 'copters. The General
disclosed that should Bell's prices and terms
of payment be more attractive, they would
have a chance of getting the business. He
also recommended us to ask Bell Helicopter
to send an éuthorized representative to
Teheran for the necessary negotiations
definitely not later than the morning of

November 19th, We immediately sent a cable
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to Bell Helicopter in this connection,"

Now, I think you testified previously that
at that time you were not that interested in the big—

A That's correct.

Q ——afrangement with— Did you, in fact, turn
down any business in 1968 with Iran or—

A We didn't specifically turn it down. We
suggested to them that they go to our licensee on the
basis that we were very busy with what we were doing
for Uncle Sam at that point,

Q It is fair, though, that I think this
document does indicate that shortly after or at or
about the time that Air Taxi became your manufacturer's
representative, again, in Iran, that they began to be-
come possessed of information which indicated that there
might be substantial sales to Iran?

A Well, we recognized that Agusta made a sale,
We knew that,

Q Document No., 31 concerns Agusta again and
I'm going to leave that.

MR, FREED: What is that?

MR. GALERSTEIN: You are putting it in?
MR, MARINACCIO: I'm putting it in.

MR, FREED: What is that?

MR, MARINACCIO: It's an Air Taxi
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6/8 11 document, 1 March, 1968,
2 MR, FREED: Okay.
3 BY MR. MARINACCIO
4 Q And the last document I want to discuss with
5 you before I ask Mr. Freed to ask his questions is
6 a document, Exhibit No. 32— I believe it's a Bell
7 Helicopter document, an internal document from somebody
8 here in Texas to Hunt and Horsley, and various discussigns
9 are had, This is in code again and it's awfully
10 difficult to read.
1 MR, FREED: Did you ever think nobody
12 could break the code?
13 MR. GALERSTEIN: That's why they put it
14 in code,
15 MR. FREED: What's the date on that?
16 MR, MARINACCIO: September 21, 1971.
17 Well, it's just a short document and I'll
18 indicate again, just to read the four or five sentences
19 that it is, and indicate how difficult it is to deciphen
20 some of these documents:
2 "With reference to your telex dated
22 September 16th, had meetings with Alice who
23 recommended that Betty's representative should
u arrive here on or about November lst with au-
% " thorization to express Betty's desire and
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readiness to manufacture 98 sails and 30
Sharks/Swordies in school. Also advised

that Bass should absolutely avoid assistance
and support Grooper on this program. However,
should Bass permit Grace Manufacturing in

sea, for one reason or anotﬁer, Joe's efforts
should be seriously determined and compensated.
Snapper,”

I really wanted to ask you about the last
sentence, though, because I think Joe is Air Taxi.
And I'm not so sure who Snapper is.

But, anyway, this is a document that indicatg
that whoever originated this document at Bell Helicoptet
in 1971 was thinking fairly highly of Air Taxi's
contributions for their efforts and beginning to
generate what later turned out to be a large sale,
that they ought to get substantial compensation, I
mean, if that's a fair characterization or not.

But I think going back to '71, it's beginning
to be recognized that Air Taxi is doing a substanti&l
amount of work?

A Well, I can't read anything about compensa-
tion in that., I don't know how you are doing it.

Q Well, it says—no, the word—it says:

"Joe's efforts should be seriously
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2 A I don't know who Joe is,

3 Q Well, I think at the bottom of the document,

4 Joe is indicated to be Air Taxi.

5 1 am going to ask Mr, Freed to go through

6 his questions,

7 A Okay. The one thing T wouldilike to say is

8 that I think the codes that were used were really the

9 result of a couple of young salesmen who felt that there

10 wasn't much security in Iran and felt that whatever we

n sent back on a telex machine was becoming public and I

12 think that that's the reason that they set that thing

13 up among themselves as a method of communication,

14 MR. MARINACCIO: Mr, Freed?

15 MR. FREED: Yes. Could we take just a

16 two minute break because I just want to number the

7 exhibits,

18 THE WITNESS: Sure.

19 MR, FREED: So we can just get them in

20 quickly.

2 (Short recess,)

2 MR. MARINACCIO: Mr, Atkins, did you

n want to make a comment?

2 A Yes., Okay, it's my opinion that counsel is

25

devoting too much attention to the efforts of Air Taxi.
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I believe that the sale was consummated based on
the merits of the products and based on the demonstra-
tions that were performed in August of 1972 in Iran.

By the letter of April '72, the Government
of Iran made an intent agreement to purchase the AH 1J
and Model 214 provided the aircraft met the performance
as stipulated by Bell,

The Government of Iran sent two C 130's to
Fort Worth in July of '72. The aircraft, plus associatd
equipment was transported to Iran. A Bell crew of 50
people supported by representatives of other manu-
facturers such as the engine people and the armament
people then demonstrated the aircraft in six or seven
very difficult locations in Iran, The purpose was to
prove the performance of the machines in-the high and
hot altitudes of Iran.

These demonstrations culminated in a major
demonstration in a mountainous area outside of Teheran,
attended by several hundred military people.,. This was
probably late October or early September of '72.

At that time, His Majesty came out to the
Mehrabad Airport and flew both machines. And the follow-
ing day, General Toufanian togk me to the palace and Hig
Majesty made the decision to purchase the machines and

instructed General Toufanian to request an FMS case fromn
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6/12 1 the U. s. Governmént.

2 Q Were you present, Mr. Atkins, at discussions
3 between the Shah of Iran and General Toufanian that led
4 to that directive that the Shah issued that day?
5 A There was no directive issued formally. I
6 was in the palace and His Majesty instructed General
7 Toufanian in my presence to procure both machines and to
8 request a letter of offer from the United States Govern-
9 ment for that procurement.
10 Q What was the approximate date of the meeting
1 with the Shah that you had?
12 A Late August or early September.
13 Q 19727
14 A Yes, sir.
15 Q Do you recall how long you met with General
16 Toufanian and the Shah of Iran that date?
17 | A About a half hour,
18 Q Could you, for the record, give us the gist
12 of that conversation; what you said; what General Tou-
20 fanian said and what the Shah said?
2 A Well, His Majesty expressed his great interesf
22 in the helicopter program. He indicated that he desired
3 to establish a helicopter force, not only for defense of
2 his country, but also for commercial, let's say, or
25

medical purposes,
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He foresaw the fact that he was ﬁaving
difficulty providing his people with the proper medical
help and he foresaw that you could transport injured
people to clinics that might be set up at strategic
places across his country.

His Majesty talked about the performance of
the machines, He, of course, is a very good helicopter
pilot, and he was very impressed with the performance
of the aircraft,

We talked about the possibility that Bell
would conduct his training program for him and that was
about the sum total of the discussion.

Q Did the name "Agusta' come up during the
course of that conversation?

A I don't believe so.

Q Was there any mention made of General Khatemi
in that conversation?

A There was no mention of General Khatemi,

Q Who had arranged to have the meeting with
General Toufanian and the Shah? Who informed you that y
would be meeting with them?

A Well, I was meeting with General Toufanian
on a continuing basis in formulating this program. And
this day I was told by General Toufanian that we were to

go to the palace and His Majesty wanted to discuss the

pu
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program.
MR. COLLINS: Who was present at th